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SUBJECT: - “pubhorization hL Mauritiuvsg Econonic Pollcv Reform Progrdm {EPRP)

Grant (041~0hﬂn

Problem: Your approval is reguired to anthorize a 5,000,000 grant of IY
1945 heoncide Support unds ko the Government of Mauritius under the Alrican
EcolLamic Poijey ReForm Program. Uhe entire ancunt will boe obligated this

fiscal year.

Backgrovnd: the purpose of the ono-year program is to asgist the Goverhment
of HManririus (GOi) by providiag foreign exchang: and budgetary support Lo case
the burdens of policy reforms needed to continng econonic structural
adjustments, Phe program will hencfii Mauritius by providiag fereign anchange
in the Form of a cash draat. The loeal curxency aguivsleal of the §5,900, 000
grant vill bo used te support priovity covernmmont activities. The geapt will
be releazed in iwo btranches. The Lfirst, for two million gollawns, vill be.
released within a month of the signing of the the grant sgrecment and then, in
March or April of 1986, & second tranche of three million dollars will be
released,

The EPRP grant will support the pachage of rofurme recently announced by the
GOM, snecifically an incone tax reduetion, an industrial iavestwent and
incentive program and initial changes in the tariff stracture, Theoco latter
two reforms are complicated and will reguire a saries of cha nges, irplemented
over several vears, to.achieve more growth oriented policics and structures,
Release of the second tranche of $3.0 willion will deperd on caLl.,arLoty
progress beiny made in the latter tvo areas.

Lozal currency eguivalent to the doellar grant. will be provided by the GOM for
development activities nutnally agreed upon by AID and the gove rrament,  TWO
million dollars of local currency depozits Lxum the first tranche will be
allocated to assist in financing the budgel Qeficit, while the rupecs from the
second tranche are expected to be used for a emall scale entreprencur loan
schome (42,000,000 equivalent) and the coust ruction of irdustrial space for
the expanding cxport industries ($1,000,0000 cguivalent). The former program
finances equipment and operating capital for mnall industiics and
entreprencurs and builds on twe highly succes:tnl ioan programs now run by the
Devalopment Bank of Mauritius (DBH). Under the latter program, the second
phase of an industrial park developnint schomn, which is receiving initial
financing from the 1985 CIP gencrated local currencies, will be completed to
add 80,000 sq. f£t. of new industrial space.
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Conditions and Legal Reauirements:

Tvwo special conditions precedenl will be included in the grant. An
explanation of the need and piocedures relating Lo these conditions is
presented in the PARD, Section Vi3, Policy Changes To Re Supported,

A% a sp2cial condition precedont to disburzement of the $2.0 million first
tranche, tho GO will cowaunicale to ALD a description of how it intends Lo
procecd, through rpril 1986, to inplement tariff and trade reforms and to make
modifications in Lhe indostieiaol incentive program te increase the
international comekitivensse of local nanufacturers,

As a condition precedent to dizbursemont of the EPRP's second Lranche of US
dols 3.0 million, scheduled for release inlmarch,ox April of 1986, the GoM
will subwmit evidiice, satisfactory to AIb, that érogress has been nade in
tariff reform and in the modification of the government's industrial incentive
program to increzse the international conpotitiveness of local manufacturers,

Alb/Machington has epproved Lhese conditions,and benchuarks to measure the
progress in policy reform,requirsd for release of tho second tranche. (Nairobi
30375 and State 282902, attached).

The Administrator of AIp approved the inclusion of Mauritius in the AEPRP on
June 19885 (se¢e anncy B). Conaress was notified of AID's intention to proceed
with th2 Hauritiue ARPRP on Scptember 6. The waiting period will expire on
September 21 and, assuming Congressional clearance, REDSO pPlans to obligate
the program funds on September 23 or 24, The Statutory Checklists have been
completcd (attached to the PAAD as Annex B) and no legal issues have been
identified,

For the environmental examination, a categorical exclusion determination is
attached as Annex C to the PAAD.

Program Implementation: The proposed program will be implemented by the
Ministry of Finance in co-ordination with the Ministry of Economic Planning
and Development, Individual activities financed with local currency from the
program will be implemented by the governmental entities charged with their
development and opcration, Discussions have been held with all entities
participating in this program and agreement on implementation and procedures
has been reached.

REDSO/ESA, with the support of the American Embassy in Mauritius, will be
responsible for program monitoring. The brincipal REDSO backstop officers
will be Jim Dempsey, Project Officer, and Stu Callison, Regional Economics
Officer. 1In Mauritius, S, Jathoonia, Economic/Commercial Assistant at the
Embassy, will handle day-to-day communications,
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Pecommendation: Pursuant to Africa Burcau Delegation of Authority 140,

Revised, and in accord with Alb/Washington endorsement of field authorizatior
(State 265800 and State 282962), it is rccommended that you sign the attachec
PAAD face sheet, thus authorizing the Mauritius Econonmic Policy Reform Frogre

PAAD Authorization Signed

Attachment: Program Assistance Approval Document

Jtesh SEP 1 81585

— DATE

Clearances: g)

K. Hanser jen, REDSO/RLA: ,—;,/O n
R. Henrlch, RFMC: ’(.r(‘ {re (tl\)
Art Fell, REDPSO: D/DIR: =) ' ~
J. Graham, REDSO/PrJ: (/27

S. Callison, REDSO/LECON: 5’5;:‘1&,.&*,)
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2. SUMMLRY Lty WEYTION

An ESF grant of $5.0 million will be awarded to Mauritius from the African Economic Policy Reform
Program. The purpose of the one year program is to assist the Government of Mauritius (GOM) by
providing foreign exchange and budgetary support Lo case the burden of policy reforms needed to
continue ecoromic structural ad Jjustments. The Progran will benefit Mauritiug by providing foreign
exchange in the form of a cash grant foir necessary financing. Tae local currency equivalent of (he
$5,000, 000 grant will be used to support priority govermvent activities. lhe grant will be.relecased ir
two tranches. The First, for $2,000,000, will be released within a month of the signing of the grant
agreament.  In March or April of 1986, a secoud tranche of $3,()O0,0QO wil) be released subiact to
-satisfactory"progress by the GOM in the target reform areas (se¢ section VB for details). The
following special conditions will apply: (1) as a conditicn precedent te disbursement of the $2.0
millicn first tranche, the oM will comunicate to AID a description of how it intends to’proceed,
through April 1986, to Implement tariff and trade refomms and to make modifications in the industrial

incentive program to increasn the international competitiveness of local manufacturers, (2) As a

.condition precedent to disbursement of the EPRP'S second tranche of $3.0 million,. scheduled for release

in March or April of 1986, the GM will submit evidence, satisfactory to AID, that progress has been
made in tariff reform and in the modification of the government's industrial incentive program to -
increase the international competitiveness of local manufacturers. Mo other special condition or
wiivers are required. '
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I. SUMMARY AND RECOMMENDATIONS

A Principle Program Features

Five million dollars of Economic Support Funds (ESF) will be granted to Mauritins
under the African Lconcwic Policy Reform Prograun (AEPRP). 'the purpose of the one
yeuar prograin is to assist LLe Government of Mauritius (GOM) by providing foreign
excliange and budgetary support to case the burden of policy reforms needed to
continue econsmic structural adjustments. The program will benefit Mauaritius
first by providing fovelgn exchangs in Lhe foim of & cash grant for the
importation of essential commodities or for necessary financing.  ‘the local
currency equivalent of the 45,000,000 grant will be used Lo support priority
governirent activities. ‘'he grant will bz releasced in two tranches. The first,
for two million dollars, will be roleased within a wmonth of the signing of the
grant agreemeit. In Larch or April of 1986, a sccond tranche of three million
dollars will be releaced subject to sat isfactory proyress by the GOM in the
target reform arcas (see scction 53 for details),

Local currency eguivalent of the dollar grant will be provided by the GOW for
development activities., The two million dollars of rupec deposits from the first
tranche will bo allocated to assist in financing the budget deficit, while the
rupces from tite second tranche are espected to be used for a small secale
entrepreneur loan scheme ($2,000,000) and the construction of industrial space
for the expanding export industries (%1,000,000). The former program finances
equipment and operating capital for small industries and entrepreneurs and builds
on two highly successful loan programs now run by the Development Bank of
Mauritius (DBM). Under the latter program, the second phase of an industrial
park development scheme which is receiving initial financing from the 1985 CIP
generated local currencies, will b2 completed to add 80,000 sq. ft. of new
industrial space,

B. Program Justification

The justification for the Mauritius EPRP rests on the need to support continued
reforms of the Mauritius economy in order to foster greater economic efficiency
and growth. Specifically, the EPRP will support the package of reforms recently
announced by the GOM, including the income tax reductions, the industrial
investment and incentive program and initial changes in the tariff structure.
These latter two reforms are complicated and will require a series of changes to
achieve more growth or:ented policies and structures. Release of the second
tranche of $3.0 million will depend on satisfactory progress being made in the
latter two areas.

The EPRP grant will assist the economy overcome critical shortages of foreign
exchange. The GOM has drastically cut its own investment program to permit a
mederate increase in the foreign exchange available to the private sector for
investment, operations and consumption. The provision of the EPRP dollar grant
will come cduring a period when 25% of export earnings are being used to pay
foreign debts. The program will also benefit the GOM through the provision of
local currency to help it cut its fiscal deficit which will be an estimated 5.3
percent GDP for FY 1986.
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The reforms, the forcign exchange and the local currency combine in a program
that will increase econonic growth and ultimately help roeduce unemployment in
Mauritius. fThrough tariff and inductry reforms and increvased private investment,
resulting from tax cuts, Mauritian industries will improve thair efficiency and
international compotitivencss. Thoe rcsulting expansion of industry will generate
a substantis)l number of new jobs,  'The EpR» grant helps the economy overcome its
serious foreign exchangs constrainl and, thus, maintain the momentum of its
grovth and cmployment expansion. Finally, the local currency deposits will
finance the copital and construction needcd for the expansion of industry and
other productive sectors,

C. Inplenentation and Conditions

Several options, including project type activities and a commodity import program
(CIP), werc considered for financing under the EPRD, Project options were
evaluated in the PAIP and judged not to meet the ERRP objectives of quick
disbursement ang forecign exchange and budgetary assistance. The use of the EPRP
grant for the importation of U.s. comnmodities was carefully considered during the
PARD design because of the desire to expand US exports to Mauritius., After
reviewing various options for a CIr avring PAIP developmant, fertilizer raw
material was judged the only practical US import that could be financed,

However, the requirement for fertilizer raw materials, during the dosired
disbursencnt pariod For the RPRD (Goti's fiscul year - July 1985 through June
1986), is limited to the purchase of anhydrous ammonina, a commodity in which the
US is not self-sufficient and which is often not competitively priced in the
United Statcs. For the EPRP to encourage policy reforms that stengthened market
forces and the competitiveness of Mauritian firme and then require the purchase
of & non-compctitive Ug preduct undermines the very concept of the the program.
Additionally, only $2,000,000 of the EPRP grant could be absorbed in the purchase
of this fertilizer raw material. Edible oil, the commodity being imported under
the annual CIpPs, has a financing backlog resulting from the 1984 and 1985
Commodity Iwmport Programs. The purchase of alternative commodities, which of
necessity would be- large in number and small in value, could not be managed
because of the lack of staff in Mauritius. 1In the PAAD guidance from AiID/W,
these problems were identified and the option offered to REDSO to make the
program entirely a cash grant. After discussions with both AID/W and the
Embassy, the decision was made to proceed with a 100% cash grant program.

The first tranche is justified by the GOM decision to go forward with a package
of reforms as well as the immediate implementation of a number of items in the
package - income tax reform, tariff reduction for a few high priority items, and
the slashing of the GO budget to release funds for the private sector. The GOM
will allocate the rupee equivalent of the first tranche to its development budget
to make up for program cuts required to meet fiscal deficit targets, This
addition to its budget will help keep important development activities moving in
this austerity year for the GOM.

The second tranche of $3.0 million will be released in April 1986 upon
determination by AID that satisfactory progress has been made toward )
implementation of the reform package. Tariff reform and rationalization of the
industrial incentive package will be the key policy areas to review.
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This policy reform determination will be a condition precedent to disbursement. of
the second tranche., Additionally, the GOM will bo required to open a special
account and deposit in the account the rupee equivalent of the second tranche
cash grant. As mentioned previeusly, this money will be used to construet
industrial buildings and evpand credit to small industries and sntrepreneurs,

Do Statubtory Requircments

The statutory checklist is attached as Annex B and no legal issues have been
identified. Special conditions, as described in the previous section, will be
required prior Lo disbursement of each of the tranches,

The Administrator of AID approved the inclusion of Mauritius in the AEPRP on June
18, 1985 (see Anuex E). Congress was notified of AID's intention to proceed with
the Mauritius LYPRP on Septcmber 6. The waiting periocd will expire on Septanber
21 and, assuming Congressional clearance, REDSO plans to obligate the program
fundzs on or about September 23.

For tha environmental exarmination, a categorical exclusion determinaticn is
attached as Anneyx C.

E. Recommendakion

The PAAD design tcam has found that the GOM economic policy reform efforts have
been substantial. Its plans for continued reform and implementation of these
changes are worthy of AID assistance under the AEPRP. The team recommends the
authorization of an ESF grant of $5.0 million to help support the GOM in its
continued program of structural adjustment,

F. PAAD Design Team

M Baguant - Secretary of Finance, MOF

R Bheenick - Director of Planning, MEPD

'S5 Callison - Economist, REDSO/ESA

J Dempsey - Project Development Officer, REDSO/ESA
B Stader - Commodity Management Officer, REDSO/ESA
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II, PROGRAM BACKGROURD AND RATIONALE

A The Setting

The island naiion of Mauritius covers 720 square miles and has a population of
one million consisting of Hindus, Kuslims, Creoles, Sino-Mauritians and
Franco-Mauritians, The polyglot population mirrors the island's mixed history of
French and Brivrish colonialization, and the importation of a large number of
Indians as indentured leborers following the abolition of slavery in 1833,

Hindus and luclins of indian descent constitute 67 percent of the population; the
Creoles, descuending frow African slaves mixed with other racial strains, make up
29 percent; the Chincse represent 3 parcent of the nopulation; and the whites, 1
percent. Dcspite the hetoerogenecity of the population, a distinctive Mavritian
cultural identity has cmesged.  Althouagh English constitutes the official
language, French and Hindl are widaly spoken, Creole represents the prevailing
language of communication for Maucitians,

While the population dencsity is very high, at 1,333 inhabitante per square mile,
the poptlation growth is 2 modest 1.5 percent per annum, largely resulting from a
succeserul fanily planning program introduced in the 1960's. With an estimated
pet capita income of $1,240 in 1983, Mauritius cnjoys a standard of living
comparable Lo thoge in middle income countriec in terms of nutrition, literacy,
health care and educational facilities. Howevetr, the incowe distribution is
relatively more uneven than in other developing ccuntries cwing to the historical
dominance ol the sugar cstates and the rapid growth of a new industrial class.
While poverty is found in hoth rural areas and urhan concantrations on the island
of Mauritius, it is particularly prevalent on the other islands, the most
important of which is Rodriques.

B. Political Overview

The Mauritian political system is a parliamentarian one within the Commonwealth,
with the Queen of England presiding as titular head of state, represented by a
governor-general. Since Independence in 1968, Mauritius has been governed by
democratically elected volitical parties and coalitions. For Africa, it is
setting an outstanding example by its democratic principles and human rights
record. The GOM has been non-aligned, with a pro-Western bias in foreign policy
and a mixed economy domestically. The major trade partners are the EEC
countries, the U.S. and Japan.

puring a nine-month period in 1982-83 when the Mauritian Militant Movement (MMM)
dominated the government, the MMM developed a more strictly defined non-alignment
which was not as favorable to US and Western interests. Since the August 1983
elections, which brought in a governm2nt more similar in poliiical and economic
philosophy to the pre-1982 governments, the GOM has maintained its membership and
credibility in the Non-Aligned Movemerlt, but with a distinctly pro-Western bias.
The current government has consistently voted favorably to US interests in the UN
as demonstated by the fact that the GOM has the fourth best record in Africa,
“from a U.S. perspective, on an index of key UN votes. While it has maintained
its claims to bPiego Garcia, it has significantly muted the previous criticism of
the US military presence in the Indian Ocean. Indeed, the current government is
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.permitting Mauritian laborers to work on operations/maintenance contracts for the
US military at Dicgo Garcia. The Mauritian govermnent also provides for the
storage of fuel for U.S. ships and other equipment and permits American naval
vessels to use Mauritius as a port of call.

C. GOM Development Strategy

The government in Mauritius has set out a development strategy which has as its
goal economic sclf-reliance. At the same time, the GOM realizes that, as a
small, isolated country, it do2z not have the resources or marksts to develop
without substantial [oreiqn trade. Governuent officials and a recent White
Paper, “"Towards 1lncreasing Self-Reliance," acknowledge the comparative advantage
and crucial role of sugar production and manufacturing for export.

The government's major development objectives are:

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

- "To achieve a high rate of economic growth which will raise incomes and
standards of living o7 all citizens while providing productive
employment to the large backlog of unemployment and to newcomers of the
labor market," ‘

The most serious affronts to self-reliance and sustained economic growth are the
recurrent balance of payment deficits and the heavy external borrowing require

to finance development. As part of its strateqgy, the GOM has instituted a seri. .
of macroeconomic policies and programs to bring the national economy into a
balance for sustained economic growth. These policies and programs are discussed
in the Macroeconomic Analysis (Section 111), but it is important to note that the
government's long term developmernt strateqgy depends on the success of short term
measures to cut government fiscal deficits, improve the balance of payments,
control external borrowing and finance debt repayment. The GOM is primarily
relying on the IMF standhy credit arrangements and the World Bank's Structural
Adjustment Loans Lo help them throuqh the period of economic adjustment.

However, significant donor assistance is also required.

The government has taken a pragmatic approach to structural adjustment 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 again. 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.

The most important social and economic problem in Mauritius is high unemployment,
currently estimated at 15% or more nationwide. The government is very conscious
of the role that a vigorous private sector can play in job creation., The
achievement of the GOM's objectives of self-reliance and sustained economic
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growth is having important impacts on employment generation. Although the
current rate of employment creation is faster than in previous years, it needs to
be accelerated if the country is to show success in lowering the unemployment
rate.

The industrial sector is composed of both firms supplying the domestic market and
export-only fi:ims operating under the pzport Processing Zone (EPZ) Scheme. Under
the EP?, enterprises Setting up factories to sell their entire output outside
Mauritius are oligible for Export Enterprise Certificates (EEC). The main
objectives of tho EpPy program are: (1) to expand and diversify the cconomy; (2)
to lessen Mauritius' dependence on ils moneculture, sugor; and (3) Lo create
employment. Under this schome a number of incentives and facilities are
available to industries inclnding, inter alia, cxemption of import duties and
excises on the importation of machinery and raw moterials, tax holidays, free
repatriation of capital, preferential clectric pover rates, and the availability
of factory buillings for rent within scrvicea industrial estates, The Export
Processing Zone is nob a physical areca in which the exporting firms are located.,
In fact, approvimately 200 {irms opcerate under the EEC throuwalrut the island.

The government also awards Development Certificates which provides incentives and
protection, primarily for import substituting industries on the island.

The EEC incentive scheme has been cxtremely effective in employmeni generation;
presently there are nearly 41,000 jobs in the EPZ. 1In the last year alone,
13,000 newv jobs have been crezted. EPZ exports grew from less than 4% of total
exports in 1971 to 41% in 1984 with a correspending drop in Mauritius! dependence
on sugar exports which were reduced from 87% of exports to about 50% during the
same period. Thus, the prograan has gone a long way towards diversifying the
Mauritian aconomy, creating new employment and upgrading the skills of many
workers. Indecd, some 70% of Mauritians employed in industry work in the EPZ and
this represents 33% of all Mauritians engaged in preductive activities
(agriculture, mining, manufacturing, power generation and construction). The EPZ
subsector has been and is the main engine of growth of the Mauritian economy and
now accounts for 7% of CGDP, mostly in textiles and garments, jewazlry,
"electronics, diamond cutting, watches, toys and plastic goods.

Not only has the EPZ program made effective use of Mauritius' best natural
resource, an abundant,; relatively well-educated labor force, but it has been
accomplished at a relatively low investment cost of approximately $2,500 per
job. Moreover, for every job created in EPZs, it is estimated that this has
generated at least one additional job in other sectors of the Mauritian economy,

For Mauritius, export oriented manufacturing offers the highest potential to
foster economic growth and to add to foreign exchange earnings. There is scope
for expanding the program and an estimated 10,000-12,000 new jobs will be created
in EPZs in 1985. Further expansion can be expected particularly as Mauritius
continues to improve its policy framework,

Although the long term strategy is to diversify the type of industry in
Mauritius, because of the overwhelming unemployment problem, the GOM is
vigorously encouraging the expansion of the garment manufacturers, the
predominant industries in the EPZ. With the high employment requirements of
garment manufacturing, the GOM sees expansion of this industry as the primary

YA
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‘neans of solving the most serious economic and social problem in Mauritius, high
unemployment. Ak the same time, the GOM is not ignoring the nced to attract
non~textile foreign investnent,

One of the key impcdiments to the immediate expansion of the EPZ is the lack of
industrial space for manufacturing and appropriate sites for factovry
construction. ‘The GOM helieves that public and private scctor acltion in these
areas is naeeded immediately, Consequently it is placing highest priority on
factory conctruction and is supporting infrastructure development for industrial
parks.

Although the EP3 is, for the present, the main enqgine of growth, the GOM believes
that the dovelopment of small industry and entreprencurs, to support the
expansion of larger industriecs and to build indigenous capacity, as a means of
achieving self reliance, is crucial to long teim developrent,  The small industry
and entreproneurial sector is an area where substantial new employment can be
generated,

To increasa sclf-reliance and to achieve econonic adjustment, Mauritius must make
its fercilc land more prodauctive and more effoctive fo- national development.
These lands are almost wholly under cultivation with 40% devoted to sugar cane.
Some adjustment of preseat land use is required to 1limit dependence on this one
crop and increase production of fecod crops. ‘The GON has proposed an ambitious
program of agqriculturai diversification to reduce food imports (precently
accounting for 243 of tocal imports) and, where feasible, to extend the role of
agriculture as a foreign exchange carner. The program seelis to wmaximize foogd
production, to increcase sugar yields, to rationalize tea and tobacco production,
te develop high~value export crops other than sugar, and to prcomote local
livestock production.

Making more resources available for foodcrops does not necessarily mean that
Sugar production will be reduced, The objective of the government is to increase
yields and sugar processing efficiency to Xeep sugar production at marketable
~levels, while at the same time utilizing cane interline cropping and crop
rotation to expand foodcrop production. As part of its economic structural
adjustment, the GOM issued in early 1985 the Action Plan for The Sugar Industry
1985-1990. This plan has as its objectives the revitalization of the industry to
keep it competitive in the world markets. Increased productivity, factory
rationalization, agricultural diversification and energy production from waste
are specific objectives that will be supported by projects and investments,

Tourism development fepresents another objective of the GOM's economic structural
adjustment. 1In order to tap new markets and diversify away from traditional
ones, expenditures on tourism promotion campaigns are being increased. As the
third largest foreign exchange carner, tourism has the potential to add
substantially to the economic development of Mauritius,

Although the focus of the economic adjustment program is on the revitalization of
the productive sectors, the GOM will continue to finance social programs at
approximately the same level as previous years (25-30% of the recurrent budget),
Expenditures for health, edvcation and other social services will have to be
examined closely with a view to ensuring that they are cost-effective and that
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they do not prejudice frturec growth, Fiscal discipline will be required
throughout the economic adjustment period. ’

D. US Assistance Strategy

The AID aswsistence strategy for Mauritins has been to help the GoM achieve
macroeconomic stabilivation by providing a modest amount of balance of nayimenty
suppore through CIP and PL 180 programs., The local currency generations provided
budgetary suppoii for priority developnent activitics. The strate y for use of
local currenay is three~prongoed:

l. To promote private sector activities in key development sectors such as
agriculture; cyport processing, manufacturing, tourism promotion, and
Services;

2, To support agricultural diversification and sustainable food policies; and

3, To assist the GOM to provldé essential services (e.g. water supply) to the
poorest elcments of the population,

A sumnary description of activities financed with local currency is contained in
Section VI1 A,
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III. ECONOMIC BACKGROUND AND REIFORIY PACKAGE

A. Econonic Backyround*

Mauritius' economy grew rapidly between 1972 and 1977, thanks to high sugar
prices and rapid qrowth of the manufacturing sector. Generous incentive
schemes encouraged manufacturing for export. Svgar prices declined sharply in
197G, however, and combirned with the second large increase in petrolcum prices
in 1979 to reduce HKauvritius' terms of trade and balance of payments,
BExpansionary fiscal poelicics and geperous wage increases in the late 1970's Jed
to budgectary delicits and accelerating inflacion, fThe real Gup growth rate
decelerated and then the GHP fell by 10 percent in 1980, The decline in sugar
profits shavply reducaed Tocally available funds, and this combined with large
‘wage increascs reduced the altractivenass of Mauritius to prospective
investors. Receossionary demand and Lhe rice of protectionism abroad furtheyr
constricted ciport markets, Manufactured exports rebounded in 1983 ang 1984,
reflecting the recovery in world trade and more market-oriented foreign
exchange and wage policies. While this recovery created a sizeable number of
jobs, the level of unemployment is still high at 15 percent or higher and is an
issue of major concern in Mauritins,

B. Reforms to Date**

In 1979 the GOM initiated stabilization and structural adjustinent programs

with IMF and World Bank Support. 8ince then, five consecutive IMF stand~by
arrangements have been implemented, supporting policies to adjust the foreign
exchange rate, reduce consumer subsidies, restrain wage increases, restrict the
growth of credit and the money supply, reduce the overall fiscal deficit, and
maintain a liberal system of trade and payments. Despite the worldwide

recession, adverse weather conditions and continued deterioration of thre terms -

of trade, progress under the stand-by arrangements has been good,

Tne first World Bank structural adjustment loan (SAL) for $15.0 million in
1981 focussed on supply-side measures. Energy planning capacity was
strengthened, the medium~tern public investment program was reduced and
rationalized, and policy reforms in agriculture and industry were initiated.
The second SAL for $40.0 million, which began in late 1983, has four
objectives: (1) a restructuring of the sugar industry and agricultural
diversification; (2) further bromotion of export-oriented industrialization;
(3) tourism development; and (4) inproved public resource management., A
restructuring program for the sugar industry was proclaimed in July 1984 with a
specific plan released in March 1935, The Sugar Action Plan aims at (1)
monitoring the long-term viability of large estates, (2) rationalizing milling
operations and rehabilitating equipment, (3) raising the productivity of small
planters, (4) improving the utilization  bv-products, and (5) diversifying
agricultural activities,

s " v B G g S B e . o ey

* For more details, see Eadley E. Smith, "Macroeconomic Analysis," Annex B of
the FY 1985 CIP PAAD for Mauritius, REDSO/ESA, Nairobi, May 20, 1985; World
Bank, *Mauritius: From Austerity to Growth Country Economic Memorandum, " March
15, 1985; and IMF, "Mauritius~~-Request for Stand-By Arrangement,™ Feb. 1, 1985,
**This summary is based on the World Bank, "Mauritius, A keview of Recent

Industrial Policy Recommendations," Report No. 5541-MAS, June 17, 1985, pp.
3-5.

N
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In accordance with the SAL agreement, the Government appointed consultants

in September 1983 to assist in the preparation of an Industria) Policy Review
(IPR) Lo recomnend reforms cf the ciport incentive system.,  Tha 1PR report was
completed in August 1934, Feforms to date in line with the 118 reconmendation
are: (1) the elimination of quantitative import rectrictions; (2) the
elinination of Price controls for all bput 28 commoditics (Cowvn fronm 74), nostly
basic cesentials; (3) corporate tav reforns, redusing the corporate income tax
rate from 65 poreent to 35 pereent and introducing tax haneifits for cxporters
operating outside the DIPOLL EMEerprise Cortific: e Schene; and (4) climirating
the mininmun Wi rates Lor ron woriing in the Fuport Drocessing Zones (EP2) #nw
Iteas (1) and (4) were undertaken in ghe face of strong opposition Lrem parts
of the power~u) private sccltor community (in the case of imporl guotas) oang the

labor unionpg tagainst the mininum Wage race reductien).,
c. Remaining Problen Areas

Despite the implementation of significent reforms over the last few ycars

and substantial Progress in promoting exports, reducing the budgetary ang
balance of pavients deficits, centrelling domestiic price inflation, zng
stimulating industrial employnent, seriosvs prohlens remain to e satisfactorily
addressod, Uncaplovment remnaing high, Investment incentives and thoe Lariff
regimz still previde too nuch encouragemont and protection to capital
intensive, often inefficjient, import subs.itution industrics, Export inceative
schemes do not atequately Crncourage non-LPz firms to export part of their
output. Rising foreign debt has increased the dabt fervice burden to penk (25~
28 pzicent) levels, inhibiting the country's ability to finance essential
imports, Until this year, personal income taxes have been so high (70 percent
in the upper brackzts) as Lo reduce financial incentives tc work and save,

1. Fopulaticn Growth and Unemployment:

A successful family pPlanning program in the late 1960's reduced the annual
population growth rate frop 3.0 to the present rate of approximately 1.4
percent. This rate of increase is still a mattar of concern to the GOM, whose
goal is to bring it Jown to J).0 percent by 1990, The continued growth of the
labor force seking work, coupled with the steady rise in the labor force
participa.ion rate (from 33.1 to 36.8 percent between 1977 and 1983), is
seriously straining the island's capacilty to provide enough productive jobs,

The Mauritian labor force presently consists of arcund 364,000 workers, of

which a little over 308,000 are gainfully employed, two-thirds by large
establishments angd one-third in the informal Sector, Total employmant in the
formal, or 1ar5e~establishment, sector has stagnated since 1979, despite rapid
growth in manufacturing (mostly EPZ) employment, due to a steady decline in
employment on the sugar olantations.* Employment growth in the small-scale,
informel sector has also been fairly rapid, from an estimated 77,000 in 1577 to
103,000 in 1983, or by an average of 5,0 percent a Year. Employment e
dpportunities have failed to keep up with the rapid growth (3.3 percent
annually) of the labor force, however, ang unemployment Steadily increased from-

e — - - o

**% The mini.num wage rate for men in the EPZ's was higher than
:hat for women., When this became an equity and employment issue (in March 1985
‘omen comprised 76 percent of total EPZ cmployment), the GOM eliminated the EpZ

lininmum wage requirement for men to encourage more male employinent, while
.eaving the one for women intact to protect them from exploitation.
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6.8 percent in 1977 to 17.2 percent in 1983, It is thought to have fallen
somevhat since then (depending on whebher Lhe participation rate and informal
sector employment have continued to increase), thanks to the econnmic racovery
which began in 1984; but it still remains around 15 percent or higher, (See
Table 1,)

It is unlikely that the agricultural sector will cver provide much additional
employment.  Indeed, as mentioned ahove, the process of mnchanization has
sbeadily displaced large nwabors of workers on the sugar plantations, the main
source of agricultural euwployment (sudar occupies aboul 90 percent of all
arable land and cannobt itself expand further). The publis sector, which
presently employs about 28 precent of formal sector worlkers {but only 15
peraent of the total labor force), cannot be expected to cxpand much further,
in view of current budjeiary stringencies. Hanufacturing and services are the
only promising outlets for future growth of productive cmplovment,
Hanufacturing omployment grew (primarily in EPZ Cirms) by an annual avarage of
9 percent botwean 1975 and 1984, which is a remarkable record. It started from
a small base {22,517 in 1975), however, and continued growth at such high rates
will be more difficult te achieve.

2. Balance cf Payments Deficit

buring the 10 years prior to 1976, Mauritius had small current account
deficits in only two years. After 197%, deficits on the current account
lounted aramatically cach year, except for 1980, to a peak of US$ 154 million
in 1981, or 13,2 percent of GDP., There has becen Aranatic improvement since
then, due mostly to considerable restraint on the import side achieved through
efficient deinard management policies, including the exchange rate policy. The
recovery in exports, until this year, has not been strong because of lovw world
sugar prices and weak world market demand for EPZ commoditics. Despite slow
grcwth in export earnings, the current account deficit improved sharply to only
2.6 percent of GDP in 1984, (See Table 2.) By June 1984 foreign exchange
reserves were at dangerously low levels equivalent to only two weeks of
imports.,

In 1984/85, the merchandise balance was expected to remain at its 1983/84

level because an increase in net EPYZ exports and a small reduction in nther.
imports offset a reduction in sugar export receipts resulting from drought. Net
service receipts were projected to decline slightly as larger interest payments
on external debt were only partially offset by higher tourist receipts and net
transfers. :

In the capital account, a new Eurocurrency loan of SDR 40 million and

large disbursements of concessionary loans (an increase of 18 percent over last
year's disbursements) will result in a projected overall inflow of public
capital of SDR 55 million, compared to an outflow of SDR 6 million the previous
Year., As a result, the overall balance is forecast to register a surplus of
SDR 30 million, compared to a deficit of SDR 28 million in 1983/84., Net
repurchases to the IMF were expected to allow a remaining surplus of SDR 11
million to build up reserves to the equivalent of about 3.6 weeks of imports by
the end of June 1985.

. v s G s o o e Sy St e S B

* See Hadley E. Smith, op.cit., pp. 21-22, | v /7
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Mauritius: Labor Feorce and Emplovment
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Tablell;%fisland?OE Mauritius: Population, Labor Force and Fmployment, 1979-85
S L e (1000's) :
N K : lKarch
1977 1978 1979 - 1880 1981 1982 1983 1984 1985

o . — - - - o oy e - - a2 - v o - o e - oy - - - o

Population 881.8 896.5 911.5 926.6 939,5 949,7 965,0 977.5 988
Labor Force 292 303 313 324 332 339 | 3558 360 364
3 of Pop. 33,1 33.8 34,3 35.0 35.3 35.7 36.8 36.8 36.8
Employment 272 279 286 289 290 289 294 300 307
Large Estab, 195 197 199 197 195 194 191 196 202
Informal 77 82 87 92 95 95 103 104 105
Unemployment : ,
(residual) 20 24 27 35 42 50 61 59 56
(regiscered) 17.3 17.5 . 23 31 57 78 73 - C

As percentage of Labor Force:

83,5 84.6

Employment 93.2 92,1 91.4 89,2 87,3 85,3 go.g 6 .
barge Estab, 66.8  65.0  63.6 60.8 58,7 57,2 53.8 54.5- 55,6 "
Informal 26.4 27,1 27.8 28,4 28,6 28.0 29.0

29.0. 29.0 -

Unemployment
(residual)

6.8 10,8 12,7 14,7 17.2 16,5 15,4
(registereqd) 5.9 9.6 . 20.6 S

~ @
. o
w

SOURCES;

Population: Hadley E. Smith, "Macroeconomic Analysis, FY 1985 cIp PAAD, "
REDSO/ESA, May 20, 1985, p. 1. :

Labor Force and Employment: World Bank, "Mauritius: From Austerity to Growth,

‘ Country Economic Memorandum,® March 15, 1985, p.10,
1984 and March 1985 Labor Force estimates assume the same
participation rate as in 1983,
1984 and March 1985 informal sector employment estimates assume
* the same percentage of the total labor force emploved in that

sector as in 1983,

Note: Registered unemployment figures are believed to overstate actual
unemployment beginning in 1981, due to the popular expectaticn
of substantial unemployment benefits that were first proposed
about that time. -

REDSO/ESA, Nairobi : CsCallison, 8/27/85
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Table 2;' Mauritius: Balance or

§

Balance on
Current Acct.

Merchandise:
Trade Balance

Exports (fob)

Impor:s (fob)

Balance on
Current Acct.

Merchandise:
Trade Balance

Exports (fob)

Imports (fob)

-

SOURCES :

1975-84:

1984/5 and 1985/6 (fiscal year) projections:
Request for Stand-By Arrangement,
SDR figures have been converted t

1975 1976

- - o

17.7  -35,9

24,6  ~42.6

303.4  264,1

"278. 8

1981 . 1982

~154.0 <4301
-147.9  -30.4

326,5  363.8

~474,5  -394,2

1984 value, $.98021/SDR.

REDSO/ESA, Nairobi:

CSCallison,

-306,7 -

rayments,

- 1877

-60.2

310, 2

~370.4

1983

e amon

. 367.3

4 ‘384. 5.

8/22/85

-17.2

1975-85

1978

-117.5

-97.7
324.6

"422‘. 3

1984

=370 <

937004

IMF, International Financial Statistics,

(058 millions)

S147.8 -117.9
~100.6  -81,7

381.0  430.1

-481.6

Projected:

84/5 85/6
“27.4 -1%.6

359.7  389,1
-375.4 " -398.9

IMF, "Mauritius -
" Pebruary 1, 1985, p. 21,
© U.S. Dollars at their end of

1979 1980
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Total external debt outstanding rose during 1983/84 t0 a level equivalent

to about 50 percent of GDP. On the basis of currently contracted dent,
including schacduled repurchases to the IMF and projected payments on commercial
borrowing required to finance future overall balance of pPayments gaps, saervice
bayiwents will decline from their peak of 28 percent of goods and non-factor
services in 1984/35 to 25,2 percent in 1985/66, before dropping to about 20
percent for the rest of the decade,

Although tho Progress mede so far has reduced excess domestic demand,

balance of payments constraints will continue to have a serious impact on
economic potential, PacLicularly in 1985/86 whon there will be a centinued g
“hunching of debt service payaents.  In this situation, the IMF has c¢mphasized
the importance of centiinued policy adjuscments al.ng the lines of the last four
years, but with contipged eiphasis oa growth ana employment creation in Lhe
export and jmport~compoting sectorg, ¥

3. Fiscal Deficit

The drop in sugar prices after the svgar boum, natural calamities like

cyclones and drought, and costly state welfare policies caused the budget
deficit to reach a peak of -14 percent of gpp in 1980/81. Expenditure cutbacks
were difficult for sevorai feasons, Some development projects required outlays
for several yeals, and pany projects created jobs which ware politically
difficult to reduce when private cnploynent job onportunities were declining.,
Current expenditure pattomy wene zlso politically difficult to change. Since
1975, however, a sharp change in, fiscal policy has in fact become a key element:
of stabilization jn Mauritius, despite a setback in 1980 due to sevare )
cyclones. Tha current fisca defioit was reduced from Rs =554 milliou in
198)./82 to ps -76 million in 1984/85, while the overall deficit was reduced
from Rs -1388 million to R- -868 willion, or from -12.9 bercent of GhP to -5,8
percent. A further reduction in the overall deficit is projected in the
1985/86 budget, despite an increase in capital spending, Lo bring it down to =~
5.3 percent of GpP, (See Table 3.) N

Gradually improved performance on the revenue side has been matched by
continued restraint in current expenditures, which have fallen from 25.8
percent of GDP in 19€1/82 to 23.8 percent in 1984/85 and a budgetted 23,2
percent in 1985/8s. Capital expenditures, which were cut back from 11,3
percent of GDP in 1980/81 to 5.9 percent in 1983/84, have been allowed to
increase back to 6,8 percent in the current budget. An increase in grants from
abroad has provided marginal relief: in the current fiscal year they are
expected to amount to 1.6 percent of GDP, up from 0,2 percent in 1982/83.

The IMF has concluded that, “Under the previous four stand-by arrangements,
budgetary policy has been the most important single element in reducing excess
aggregate demand, and since 1980/81 the actual budget outturn has been more
favorable than the program targets,"*#

e~ e e et s o e e e

* "MF, "Mauritius - Request for Stand-By Arrangement, " February 1, 1985, pp.

25-27. fThe above discussion of the balance of payments has realied heavily on

the same source, pp. 9-10 and 20-24, :

** IMF, "Mauritius-~Reguest for Stand-By Arrangement,* February 1, 1985, p. 16. .
See also pp, 16-18, same source, and World Bank, "Mauritius: From Austerity to /7‘
Growth, Country Economic Memorandum,” March 15. 1085. mm 11_79
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4. Dependence on Sugar

Despite significant expansion of other sectors since the carly 1970's,

Sugar still occupies around 9 pereent of the cultivable area ang accounts for
about 50 percent of erport earnings.,  (See Table 4.) It is the island's
largest employer, and its contributions to domestic Savings and government
fevenue are significant. About 54 parcent of the hest sugar land is owned and
cultivated hy 21 miller-planters.  9hree of these factory-estates are foreign-
owited and opo i governaent-owned, the latter Laving been purchascd in 1973 to
forestall closure, pho remaining 46 percent of Lhe sugar land is cultivated by
about 20,000 w1l planters, of whom 1400 are teaonts,  Scowe 92 pereent of
these small planters culiivate lesc that 5.0 arpeats (5.2 acres) cach (half of
them cultivite less thon oncoarpent, or loss than 1, 043 acres), Althouqh cane
yields vary duva to clinniic and soil conditions froem 20 to 46 Lons per arpent,
estabe yiclids average 30-40 percent higher thau those of other planterg, **+

Factors contvibuting to Jow vyields arve small outlays on irrigation, oquipment,
fertilizer and ripencrs, oxtendod reliance on ratoon crops and legs use of
improved Varieties, the part-time nature of cane growing for many planters,
poor quality land, and a cowbination of the status value of land ownership and
legal and tay impedinents to sale and long-term lease, which inhibit
concentration to achicve belter cecoionies of scale. Mauritius imports an
average of 42,000 melric tons of fertilizer materials, at & cost of sone US$4,8
million, annually, about 90 percent of which is nsed for sugar cnltivation,*

Scope to increase Sugar production further is limited, since world mairket
demand is salurated and Lhe cultivated area under sugar in Mauritias cannot be
expanded. Future growth of output and employment in Mauritius will depend,
therefore, on non-sugai aclivities, Substantial progress in this direction has
already been achieved, as Epy exports increased From 8 percent of the tolal in
1974 to 41 percent in 1984, while the Sugar contribution dropped from 86 to 49
percent, and this effort nust continue, (Sce Table 4.) Nevertheless, the
Sugar sector will continue to be very important in providing employment,
inconme, foreign exchange, and domestic resources for investments elsewhere in
the economy.

5. Industrial Inefficiency**

The Export Processing Zone Act of 1970 provided incentives to domestic and
foreign export firms. Since then, the Government has simultaneously promoted
export industries and industries competing with imports, even though this has
led to some contradictory policies,

*** World Bank, "Mauritius: From Austerity to Growth, Country Economic
Memorandum, " March 15, 1985, pp. 20--26 and 93~98, which please see for more
details on the sugar sector,

* See Central Statistics Office, Bi-Annual Digest of Statistics, Mauritius,
December 1983, pp. 90-91.

** See World Bank, "Mauritius: From Austerity to Growth, Country Economic

Memorandum, * March 15, 1985, pp. 28-33; and wWorld Bank, "Mauritius, A Review of

Recent Industrial Policy Recommendations, " June 17, 1985,
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Table 3. Maurftius: Central Government Finances, 1980/81--1985/86
, . ' {(Rs million)

Prov, Prov. Budaat
1980/81 1981/82 1982/83 1983/84 1984/85 198%/8¢
Current Revenune 2059 2218 2798 3019 3505 3927

Current Expend, ~2318 -2772 -3091 ~3274 -3581 -3949

e e e e e - i e e m - e - o o b e o b o . vt

Current Dpeficit ~-259 -554 ~293 ~255 ~76 ~22
Capital Expend, ~-1048 ~902 -889 ~-793 -912 -1150
Grants 14 68 23 61 120 276
Overall Balance -1293 -1338 -1159 ~-987 ~-868 ~896
Financed by: 1293 1388 . 1159 987 868 97
Ext. Borrowing 638 247 315 472 1435 718
Debt Amort, -152 234 -572 ~791 ~648 ~640
Domes.Borrowing 807 675 1416 1306 81 819

Memorandum items:

et e v e e e St S e e o e

GDP at

Overall deficit

as ¢ of GDP 140 -12.9  -9.4 7.3 o583
Current Revenue U o - T
as ¢ of GDP 22.3 2006 - 22,7 . 22,4 23.3 . 23,1
Current Expend, B Y o ' T
as § of GDP 25,1~ .25.8 - 25,1 24,3 23,8 23,2
Capital Expend. L R L
as § of GDP 1.3 . ° 7e2. . 5.9 C6e) 6.8
Grants as $ GDP 0,2 - 02 05 0.8 1.6
SOURCES :

-t o - o ot v

1980/81-1984/85: world Bank, "Mauritius: From Austerity to Growth,
Country Economic Memorandum, March 15, 1985, p. 12,

1985/86: Hon. S. Lutchmeenaraidoo, Minister of Finance, "1985-8%

’ Budget Speech," Mauritius, June 28, 1985,

GDP by fiscal year: IMF, "Mauritius - Recent Economic Developments, *
August 31, 1984, p. 4, and INF, "Mauritius - Request
for Stand-By Arrangement," February 1, 1985, p. 7.
1985/86 estimate was derived from estimates of growth
and inflation discussed in the Minister'g Budget
Speech cited above,

REDS0O/ESA, Nairobi: CSCallison, 8/22/85

Market Prices 9236 10746 12307 13455 15070 17000
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Table 4, Mauritius: BExports, Percent Share by Type, 1974-84

Type 1974 1976 1978 1980 1981 1982 1983 1984 -

Sugar 86 .75 66 65 54 62 62 49
Molasses 3 2 2 3 4 2 B | 1
Tea A 2 3 1 2 22 5
EPZ 8 17 Co24 27 36 31 30 41
Other 2 4 5 4 4 .3 5 ‘ 4
Total 100 100 100 100 100 100 100 100

SOURCE: Hadley E. Smith, "Macroeconomic Analysis, FY 1985 CIP PAAD, Maurjtius,
REDSO/ESA, Nairobi, May 20, 1985, and GOM, Ministry of Economic Planning and
Development (1984 figures). :

REDSO/ESA, Nairobi: CS8Callison, 8/22/85

The Development Certificate (DC) Scheme, introduced in 1964, provides
selected import-substituting entervrises with significant tax and duty
exemptions, Over 200 companies have bencfitted from the scheme, particularly
in £food and beverages, textiles and garments, chemical products, iron and
steel, and touriow. In June 1981 such firms weie also made ecligible for the
drawback of duty paid on the jmport coatenlt of zny exports they might make.
DC firms were allowed the duty free importation of capital goods and often of
material inputs, as well, although these two privileges were withdrawn in
October 1983. DC firms have often received protection in the form of higher
- tariffs and import quotas on foreign goods compecting in the domestic market,
Import-substituting industry employs about 16,000 people (excluding small
firms), of which present and former DC firms employ some 6,600,

Performance in the import-sebstituting sector has beer mixed, however. A
recent review undertaken by the Ministry of Industry** assessed the efficiency
of this subsector by analyzing the level and structure of nominal and effective
protection and by computing the domestic resource cost of the various products.
The results sugygest that the existing system of protection causes significant
inefficiencies and distortions within the industrial sector. Effective
protection rates for individual firms vary between negative (implying the firms
would do better in a free trade regime) for food products Lo over 800% for
electrical machinery. 1In between there are products with relatively low
protection, such as beverages and chemicals, and highly protected ones, such as
leather products, textiles, apparel and metal products. The analysis revealed
that the hicher the level of protection, the more capital-intensive is the
production process, the higher is the domestic resource cost of economic value-
added, and the lower the social rate of return, while the financial returns are
higher. The existing system of industrial protection, by artificially raising
the financial profitability of import substitution activities, has diverted
investment into relatively capital-intensive activities with less scope for
employment creation and away from the more efficient and employment-oriented

" — . Bt B ot i S s S

**Center for Development Technology, Inc., *Industrial Policy Review," Port
Louis, August 2, 1984.



- 20 -

export industries. Du

ring 1979-81 about 80 percent of total fixed investment
in manufacturing was abso

rbed by import-subgtitubion inducstries,

Under the Export Prccessing Zone (FPZ) Scheme, introduced in 1971,
manufacturers vihich exponlt their centire output are eligible for Export
Enterprise Ceitisicates (UEC's), which provide incentives and production
benefits (see sSection I1.C., abavel,

Mauricius bas beon highly successful in promoting export processing

industries and maintainiug Lthe country's expoit competitivencss. Macroeconomic
policies have geperally boen adjusted to support the euwort-oriented strateqgy.
Inflation has bezn kept moderate, ecpoacially since 1979, Araual wrge
adjustnents in Lhe industrial sector have beon held considerably below
increases in the cost-of-living., Dospite comprehonsive labor lo gislaltion
designed Lo protect worleis, moncy wage rates in tha cuport manufaccuring
sector compuke favorably with most of Mauritiug® cempetitors. The Govornment
has followed a rclavively liberal interest rate policy, and the exchange rate
has bheen kept flexible. Specific reforms underhakan recently in connaection
with Worid Bank-supported SaL's are meationed in Section I1T.B., above.

D. Need for additional Policy Reforms

As part of its ongoing stebilization and structural adijustment program,

the GOM recently comnitcioned Lwo studies on Lrade and industrial policies. The
Center for Development Technology, 1nc., presented the final report of its
"Industrial Policy Review" (IPR) in August 1984, as part of the World Rank-
supported structural adjustment programn (SAL-I1). Its main objectives were to
review and cvaluate the existing package of induskrial incentives and to
propose policy reforms designed to increase the efficiency of resource
allocation in Hauritius. Maxwell Stamp Associates (MSA), which had bheen
comnissioned by UNIDO Lo carry out a policy study with similar objecltives
issued its report in June 1984, These two reviewse reached similar conclusions
about the impact of the incentive system on the nanufacturing sector and
recommended similar and consistent policy reforms. While the Government is
still considering most of the proposed reforms and will probably not adopt all
of them, it has already implemented a number of them, as discussed in Section
ITI.B., above. The entire package of proposed reforms is briefly summarized
below, to incidate the overall rationale and context for the specific reforms
to be supported by the Mauritius EFRP:*

Tariff Reform. The tariff system in Mauritius is highly complex and subject to
frequent changes due to balance of payments considerations, fiscal need, and a
desire to protect local industry, It is comprised of five elements, including
fiscal, customs and stamp duties, surcharges and exemptions. A more
rationalized taviff structure was recommended, to be implemented over a 4 or 5-

* See World Bank, "Mauritius, A Review of Recent Industrial Policy
Recommendations, " June 17, 1985, pp. 5-12; World Bank, "Mauritius: From
Austerity to Growth, Coun:ry Economic Memorandum,® March 15, 1985, pp. 30-33;
and Center for Development Technology, Inc., "Industrial Policy Review,*® Port
Louis, August 2, 1985, pp. 75-96,

v


http:promoti.ng

- 21 ~

year period, which would (a) consolidate the fiscal, cusloms and stamp duties
and surcharges into a unified ad-valorem tariff and (b) result in a more
uniform tariff structure that would lower tho2 existing average effcclive
protection and reduce the present disparitics ameng effective protection rates,

The reports alse recommended the implementetion of a Formal anti-duiping
mechanism to protect local producars.  ‘The IPR proposed spacific tariff
changes, to he implewcnted by stoages over a period of (our yeats, to achieve a
3-tier tamitl structure: (a) zero tariff on essentia) foodstuflis and kerosena;
(b) 40% tariff on all obher goods inported from prefercontial countries; (c) 45%
general tarifi on all olher ifmporied goods; and (d) the conversic: of high
tariffs on luxury goods to excise taxes on both imports and compating domestie
products., The 40-45% tariff levels vere reconmended to (1) meintain che
cutrent impoirt level, (2) increace tariff collectionsz, (3) not pcialize low
income giovps, and (4) slrike & suirable covpromiss brtucon the achiovement of
more efficicnt resource allocatjion and the recd to minimize the disruption of
existing industry.

Replacement: of Quotas wvith Tariffs. The IPR recommended the elimination of all
quotas and thes replacement of about half of them (the "binding®™ quotas) with
their tariff equivalenls, which would then bhe subiect to the overall tariff
reform propesed above. It also reermmended discontinuing the impork perinit
system in favor of a non-discriminatory yeneral licensing system. As noted
above, the Governmenl remcved all import guotas by Janvary 1985, altheugh it

+ 3 not yelt raised the tariffs on some of thz commodities so affected,

Termination of the Development Certificaite (DC) Scheme.  Bolh reporls agree
that the protection granted impoit-substituting Lirms under the DC Scheme has
been excessive, has inhibited the development of efficient and low cost
industry capable of exporting, and has diverted local investment away from more
~efficient export activities., They recommended the DC Scheme be discontinued,
although the tax provisions in current DC agreements must be honored,

Corporate Tax Reform., Both reports recommended a corporate tax structure that
rewards exports regardless of whether the firm produces primarily for export or
for the domestic markek, and that makes such tax benefits proportional to Lhe
share of total output exported. Such a measure was introduced in June 1984 and
expanded in June 1985 to provide a tax cebate of 2 percent for every 10 percent
of total output exported, or a total possible rebate of 20 percent.

Improved Drawback System. The current duty drawback system offsels only part
of the additional costs imposed by protection (it does not cover seccndary
inputs and imported machinery used tc¢ produce exports), and long delays occur
before any refund is actually received. Both reports favor the use of tax
vouchers (or credit notes) in licu of cash payments, which could be used as
payment of any duties on any imported goods,

Removal of Price Controls. Price controls include maximum price requlation and
maximum mark-ups, both of which are costly to administer and create distortions
in the market, There can be little economic justification for price controls
in the absence of import gquotas. The IPR recommended the e.imination of all
price and mark-up controls. Since the beginning of 1984 maximum price controls

0
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have been removed from about 50 comnodities, By August 1984 the prices of only
11 imported and 17 locally-producad goods, nearly all classified as
necessities, were still under control, However, Uthe number of comuwodities
under maxinam mark-up control has increased to ahoul 40,

Daprovipg mW Incentivos,  Seversl changes were proposced in the EPZ scheme: (a)
sirplificeticn of thoe cewtificale granting pracesns; (b) froe repatrviatcion of
all profits and capitel qgains; (¢) a uniform 5-10 peveent (others recommanded a
15-20 percent level) corporate profit tax payable after a 5-year tax holiday;
and (d) parmisgion for B firms to hold accounts derowinzted in foreign
currency, onr the introduction of Forecign exchinge insurance,

Labar Policy Reforms, The IPR recommended soveral changes in labor policy to
reduze the «oc of lIabkor and zltimulate wore cunloyment:  (a) repeal of the
advance nolification reanirements for Lhe cdjustient of a fimm's workforce, (b)
eliminating the rvequiveciont for a severence allovance, (¢) the intrednction of
an unciployinzal insur.oice plan financed with a 1 perceut increase in the sales
tax, and (d) an employie:nt tax credit to stimulate emplovment, finanoed with
another 1 percent increase in sales tax. The 110 is prosently about to I
finalize a more thorough study of private sccotor wage regulations, unemployment
benefits and their finanacing, which vill provide the basis for policy reforms
regarding ninimum wages, labor standards, collective bargaining and ¢rievanac
procecures, in crder to improve the effectivencss of the Government's cfforts
to contrul labor costs and cncourdage a more efficient allocation of laber,.

Income Tai Reforms, In addition Lo increasing the sales tax to finance the
uncwploynent inzurance and an employment taz credit program proposed abhove, the
IPR recommended reducing the personal marginal income tax rate to no more than
50 percent, in order to encouraye savings and equity financing. The latter
recommendation has already been implemented, as the Minister of Finance
announced & reduction in personal income tax rates acrocss the board for all
income bkrackets his aanual Budget Speech to the Legislaltive Assembly on June
28, 1985, with the highest marginal rate reduced from 70 to 35 percent, as
noted above. This was approved by the Legislative aAssembly in August 1985,
during the joint GOM~AID design of the Mauritius EPRP.

E. Effects of Proposed Reforms on Poor Households
Time and data constraints preclude satisfactory identification of poverty
groups in Mauritius and an analysis of the causes of poverty. In view of the
nature of the country's cconomic structure and especially the preponderance of
sugar production in the agricultural sector, for which there apparently exists
no reasonable alternative, the GOM's choice of increased industrial employment
as the best wiay to help the poorar elements of the society and to reduce
existing poverty appcars to be well-founded. The reforms proposed by the two
studies discussed above are all aimed at creating a more conducive investment
climate for the more labor-intensive industries., By creating new jobs at a
more rapid rate, the reform program to be supported by the Mauritius EPRP will
be contributing directly to the alleviation of poverty,
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"IV, OTHER DONOR ASSISTLNCE

From a situation of almost complete dependence at the tLime of independence con Lhae
United Kingdom, Mauritius now receives assistance from a large variety of
bilateral and multilateral sources.  On the bilateral froat, Mauritius is
presently recciving aid from the 0Red countries (UK, Prance, the Usa, the PFederal
Republic of Coermany, Canada, Austiralia and Jdapan), oil-evporting Arab countrics
(Saudi Arabia, Kuwail and Abu Dhabi), communist countrics (mainly USSR and the
Peopl2's nepublic of China), and even some large developing countries {especially
India).

The World Rank and the INF are Lho agencic¢s vhicn have broughl the largest
amounts cf external resources to Maevitiuz in recent years,  Bul other
multilater2l aid orgeaizations like the huropean Bevelopment Jund, the European
Investment Bank, the ilrican bavelopment Bank, the United Nationg hgoencies
(especially the URDP z0d IFAD), the Arzab Bank for Economic Developiment in Africa
and the GFEC Fund have also provided substential amounts of concessionary finance
to the country.

This diversification of aid sources is a good illustration of the country's
pragmatic approach to aid mobilization from all sectors of the international
commnunity.

The amount of external resource received jin Mauritius increased tremendously
since independence through PY 1930. However, the trend has Leen reversed in Lhe
1980's as external flows have bheen below the level reached in 1980; only Rs 987
million (compared to Rs 1207 million in 1980) was mobilized in PY 1983. This
change resulted from the decision on the part of the GOi not to go to private
sources for development borrowing (tables 5 and 6). There was an obvious neced
for additional resouces to finance :he country's recurrent needs and development
program, but the GOM was willing to forego present consumption and development
expenditures because of its escalating debi service. Clearly, given the present
debt repayment schedule, the GOM conservative borrowing policy is now helping the
country afford its present structural adjustment program.

COMPOSITION OF EXTERNAL RESOURCES MOBILIZED (FY 68 - FY 83)
(Rs million)

Type of Resources FY 68 FY 80 to FY 83
Amount s Amount. 3
Grants 34.6 65.8 - 225,1 6.4
Concessionary loans 18,0 34.2 2,374.2 67.5
Non-Concessionary loans - - 917.7 26,1
TOTAL = . e 52,6  100.0 3,517.0 100.0
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TAELE 6

SOURCH OFF BYTERNAI RESOQURCES MORILIZED (FY 80 ~FY 83)
(Rs million)

- source FY80 : FY81 FY82 F183 FYB0-FY
" Bilateral 244.7 254,3 177.0 . 339.9 1,015,
Multilateral 501.4 318.8 232, 8 530.7 1,583,
Private 461, 5 450.9 - 5.0 917.
TOTAL 1,207.6 1,024.0 409, 8 675, 6 3,517,

Over a period of less Lhan two decades, laupitius hag weved from a situation
where multilateral flows were almost nonexistenl to one where they amount Lo more
than 702 of total resources mobilized, Thig change is, of course, accounted for
mainly by the heavy borrowings from the Inf and the World Bank. But it reflects
also the relative stagination of hilaterai aid as a result of econowic
difficulties cncountered by traditional ald donors, Starting in 1979, the 1MF,
in five sucossiwve stand-by arrangemenls, has lent the GOM nearly ShR 300 million
while the 1BRD has epnroved, since 1981, $35.0 million of loans Lo the GU¥. The
loans from these two international organizations have helped Mauriticus chrough
periods of foreign exchange shortage and directly supported the GOM's economic
adjustment program,

The Mauritius EPRP stands separate from other donor policy reform initiatives but
will camplenent the IBRD and ADB industrial sector lecans of approximately $20.0
mi:liion each, both planned for 1¢86. The IDRD will require some initial
industrial incentive reforms and tariff restructuring as a precondition to
negotiation, The preseut expecltation of the MOF is to announce rhese refori: in
January, with IBRD negotiations to begin shortly thereafter, FPor the ADB, iis
industrial loan is to become effective with the implementation of t}: same
reforms. The ABD expects to continue to disburse funds under the loan su':ijeclt to
continucd progress in the implementation of the reforms. THe IBRD will have an
initial release upon signing of the loan agrcement (June-July 1986) and ¢ second
tranche subject to specific requirements. The exact nature of these conditions
will be negotiated in January-February.



V. PROPOSED HAURITIUS RPRP
A, Objectives

The purpose of the EPRP is to assist the Government of Mauritius by providing
foreian exchange and burdgatary Support to ease the burdon of policy reforus
necdad to cantinye ccononile structuragl adjustmenl,  The 5.0 million grant
provides not only the assistance hut the incentive for “he GoM to ma2intain
reforms alieady in plece and to undertake additional roforms. The EPRP supports
the GOI's oun reforn paciage, which g Lesiling in significant chianges in the
eeonomic strnciure of dauritius. The plang..d feforms and Liwir objectives are
best describod in the latest statcimcont by the Binister of Finance on GOM
developuont cuials and ccononic policica,. In hig 1085780 rudgel Speech (Anneyx D),
he identified rour ey ohidjactives: to create johs, accelorite cconvice growth,
conbrol inflaticn ang Biprove the balance of paysents. Phe overriding theme of
his 1985-8¢ Pudget Sroeel, prescatod to the Lenialalbiya Atsembly on June 28,
1935, was productive cabldovmant generition, He announced several reforms and
projframs dosignaed to Balp ochieve this goal, eaphesizing Fhe need Loy "a vigorousg
private secltor” o achicve growl) Lhrongh the cipansion O exports and incentives
to promote Suull-sealoe agriculiure and indestry.  Phe second importanc thene of
tha Budqget Speoch vas the continged raform of the rayx sydtem Lo create "an
envigzonment favourable Lo economic growth" and Lo encourace “hard wovk,
risk-taking and initiatova," and furthor budgetar; adjustments. Pergzonal income
taxes were cul in line with the corporate reductions implemnented in 1924,
Finally, the ninjister demonstrated the GOM's commitment to fiscal austerity by
presenting a develcewvnent budget that in real terms is cut from last Year's
already bace bones budget.,

The Minister also announced that the GoM plans to rationalize the various
industrial incentive schenes and th> customs tariff “in order to make the tariff
structure more conducive to growtl, and employment creation," The proposed
Mauritius EPRp is designed to encounrage and support these objectives of the GOM.

IMF projections indicate that this year and the next will be difficult Ffor
Mauritius' balance of paynents, since its debt service ratio is at a necar peak
level of 25.2 percent of export earnings during this fiscal year (1985-1986),

The ratio will level off to a projected high, but sustainable, 20 percent for the
rest of the decade. Total debt service obligations are increasing from SDR 119
million in 1983/84 to ShRr 141 million and 136 million in 1984/85 ang 1985/86,
fespectively, an increase due largely to increased repurchase requirements (by
Some SDR 24~-28 million) and charges on IMF dravings and an SDR 9-12 million
increase in interest and charges on public debt,

"The IMF has concluded: “The adjustment policies followed over the past four
years have achieved a substantial reduction in the excess aggregate demand that
characterized the balance “f payments from 197$/80 through 1983/84, and an

which should be more growth-oriented and concentrate on increasing employment,
"However, the bunching of external debt-service payment in 1984/85 ana 1985/86
threatens the transition to these policies, Also, international reserves have
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been reduced to dangerously low levels, given the vulnerability of the cconomy to
cyclones and adverse movements in international prices, “* '

Much of the investment plunued for lant year had to be dcferred, and this year
public investment plans are even more austere. Thus, the provision of US$ 5.0
million durinyg the GOM fiscal year 1935/86 will help provide the critical boost
Mauritius necds to get itself over this financial hump and back on the road to
stable, more eguitable qrowth,

B. Policy Clhanges to e Supported

After revievwivg the need for additional reforms (Section 1II ), the design team
identified thicc areas wvis:ze the EPRP moneys can be used to support policy
changes and ceononic reforms, First, the progrzin can help the GOM in the
implenentation of the recently anpounced tax reduction and rationalization.
Additionally, tho EPRP Lunds vill b usod to support tariff and trade reforms
which encourage increascd cfiiciency and internabtional compebitiveness on the
part of Mavritisn industrics, Finally, and as a conplemcnt to the tariff
reforms, EPRP funds will be reicascd following changes in the indaustrial
incenlive progzam o enconrige industrial productivity.

-

As part of the tax reforn effort, the Minister ol Finance announced substantial
reforas of the income tax =system in his June 23 address, reducing the rate of
tax, reducing the number of income brackets, and increasing personal deductions.
The maxinum rate of taxation, on chargeable incoue in excess of Rupee 50,000 (us
£3333), was reduced from an excessive 70 percent to 35 percent; in linc with the
reduction in corporate income tax rates announced last year. Personal deductions
were standardized and increased from Rs 7,500 to 10,000 (from US $500 ko 667).
All households wvith gross income less than Rs 30,000 (Usg2000) are exenpted from
income tax (increased from last year's exemption rate of Rs 24,000).

In order to make up the revenue shortrall expected to result from these initial
reforms (estimated at some Rs 90 million) and to reduce further the fiscal
deficit, the Minister simultaneously announced an increase in the stamp duty on
imports from 13.2 to 17.0 percent. Basic commodities such as rice, flour,
vegetable oil, pulses, dried salted fish, fertilizers and lkerosene are exempted
from this duty. Further, the tay structure for the EEC (or the new combined
incentive system) will be simplifed by imposing a flat 15% corporate income tax
for new firms, replacing the phased incentive schedules presently in use,

The proposed Mauritius EPRP will support the implementation of these dramatic
reform measures by making the first tra-che of Uss 2.0 million immediately
available for general budgetary support, in part to help the GOM cover the -
temporary Rs 90 million revenue shortfall (US$6.0 million) created by the loss of
income tax revenues, before the improvement in savings, investment and work
incentives brings about the anticipated higher revenues from higher levels of
economic activity.

*IMF, "Mauritius - Request for stand-By'Arrangement,' Feb, 1, 1985, p. 11,
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Import substitution activities in Mauritius have been protected Lrom foreign
competition by tariffs, which raise the domestic price above the world level, angd
by import permits and licensos issued by the governaent, ‘he tariff system not
only confers protoction from foereion compotition on domeatic industrices, it also
provides tue nain sonrce of revanue for tue GOM, a fact vhich complicates reforn
effurte,  Price aps mark-np contyrels have hean, and continne to be applicd in a
limited number of ehses, bte constiain Lhae use of privileges conferred by
protection,  The tarify syslom is highly complox, consisting of fiscal; curctons,
and staanp dutiesn, surcharges and exenplions. This system of proteckion hag led
to some nisallocarion of Fosourees wiliin Heveivius? jnGastrial sector,
encouraging domesiic investwent in less efficient oud capital-intensive import
substituling industries, rather than in the export sectoy, witich has the groatest
potential for fast growth, enployaent generation wid foreign exchange earnings.,

i
1

As mentioned in Section IYIT PN, Kead For Aliitionar Reloms, a recent review of
trade and industyrial policies, fov which the ¢ox coaniazioned Lo senarate
studics, one by the Conter Tox Dovelopiment Technology of oy Yol and onc hy
Maxwell Stamp Avsociales of England, with support Cioam che World Bank and UNIDO,
Lespectively, was undovtaken to evaluate the exis.ing patkage of indusirial
incentives and tarife protectian, Additicnally, the studics propose policy
reforms dosigned to Increase Lho efficicnoy of resource allocation, promote
industrial caoployiient and increase Govermmenlt revenue,

The findings of thece two studies on the industrial development incentive system
are as follows: :

(a) Rationalization of development incentive schemes with a view to
promoting cuports and foreign exchange earnings (Incentive schemes exist
for agricultute, hotel devalopment, import suabstitution industries, and
the export service gector, as well as for the EPZ);

(b) Improvement in the program to reimburse local non~EP7 firms for the
duties they pay on the imported componenis of products exported, This
"duty drawback scheme" might be improved by: 1) adopting a tax voucher
system, 2) allowing for a rebate on the value of domestically purchased
material inputs, and/or 3) allowing for a rebate on the tariff of
imported capital goods (celculated on the hasis of periodic depreciation
reports) ;

(c) Free repatriation of profits and capital gains;

(d) Action to make the Mauritius Export Development and Investment Authority
(MEDIA) fully operational,

The Minister is expected to announce a substantial first package of trade and
tariff reforms in his January 1986 budget review speech. For Lhe industrial
reform program, the GOM is expected to introduce shortly an Industry Bill to
rationalize the incentive packages for manufacturing and other development,

The EPRP would then release its second tranche of US$ 3.0 million in March or
April 1986, subject to satisfactory progress in implementing the trade and tariff
and industrial incentive reforms, These reforms are complicated, and it is

A\
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expected that they will be implemented in a series of changes over timel‘ Relcase
of the second tranche will he tied to the next step in ke reform plan,

World Bank industrial loan ncegotjialions on. many of the same reforms will be
taking place in January/PFebruoazy of 1966 . The results of these neqgotiations
will set the stage Lor the ALD roview of progress and will be taken into account
in our decision to release the second trancho. Howaver, the AID determination on
progress will be irdcpendent of the IBRD ucqgotiations,

We believe that to establish stpict critoris for the relense of the funds at this
point would b2 counlaerpiodochiva.  There ig no single, simple refornm that can be
Jidentificd as "khe" key to econouwic growlh ov coven industyrial expanzion.  Rather,
bacause of the ranye and complesity of the propased npoforms -- and of the
political cppositicn to wost of them ~- it is diffienlt to praedict the particular
sel off steps that will be announced bobwesn now ond Aoril,  Thus, in line with
AID/W PALD guidanca, a genelal copditicn precedent is sobt for Lhe release of tha
second lrinche which reguires & determination by aIh that salisfactory progregs
be made in thoe tarqat reform arcas. Spoeifically, as a condition precedeni Lo
disburseannt. of the BPRIM'S sacond tLranche of U5 300 miilion, ccheduled for
release in March ox april of 1¢24, Lhe COM will subnit evidence, satisfactory to
AID, that progress has baen mede in teriff reform and in the modifiecation of the
government's industrial incentive program to increase the internatiocnal
comgetitiveness of local manufecturers, 7This condition is general in nature Lo
give AID flexibililty in determining what is "satisfactory progresc', To help the
CCii and A1D cvaluate progress, benchmarks will be sob out as seecific neasures
against which progress can be judged. These proposed changes are not
requirements, bul rather indications of the level and type of reforms expected.
The benchnark for the tariff reform and the industrial incentive modifications
have been collaboratively identified by tha GOM and AID. hAnnex F identifies the
benchmarks and contains AID/W approval of the procedures, conditions and the
benchmarks,

Given the general wording of the CP to the second tranche aad the indicative )
nature of the benchmarks, the GOM has the flexibility to change either the tariff
or industrial incentive reform package after signing the grant agreement. For
example, the GOM may want to add other tariff cuts on high priority items,
Similarly, tariffs on some of the items listed may rot bhe reducad because of t.e
difficulties of applying excise taxes to make up for revenue shortfalls, The

list of tariff changes and industrial reforms does, however, provide reasonable
benchmarks to judgye reform progress.

The benchmarks for the evaluation and decision on the ralease of the second
tranche will not be included in the grant agreement bul rather will be set out in
a Project Implementation Letter (PIL)., A PIL provides flexibility and still
makes it clear to both AID and the GOM what is expected for release of the second
tranche,

In order to assure that both AID and the GOM understand what is required for the
release of the second tranche, there will be a condition precedent to the first
tranche which requires the GOM to set the stage for the reforms to be implemented
prior to the release of the second tranche. As a special condition precedent to
disbursement of the $2.0 million first tranche, the GOM will communicate to
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AID a description of how it intends Lo procecd
Larifif and trade reforms apd to make modificat
program to incroasce the international compet it
REDSO/ES2 does not expect a detailed plan but

explaining the planihed aclivities and time fra
with the henchnarks which confirms the timing,

c, Program aActivity
1. Cash Grant

Pive million dollars of Economic Support Funds

r through April 1986, to implement
iens in the industrial incentive
iveness of locad mantfacturers.
rather onily a letter to AID

iiCe  AID's response will be the PIL

will be granted to Lhe GO From

the african Economic Policy Reform Program. The pirpose of the ono year program

18 to assist the Governionlk of Hauriting (6o)
budgetary susport to case the burden orf pulicy
cconomic stivvhbural adjusitnsnts. Tha progran
providing foraicy wricheuys i the Fory of a cn
equivalent of thoe §5, 600, 060 grant. vill be yse
activities., The grant will be released in tuo
million dollars, will pe released within a mon
agreeinent, 1n March o April of 1986, a secon
will be released subject to satisfactory progr

areas.
2. Local Currency Use

The use of local currency generations in Mauri
Significant development activities have been f
Tupeces. These inelnde ruval water development:
sclimmes, irrigations projects for small holder
(over 500,000 sq. ft. to date).  The strong pl
“he GOM has cnabled AID ard the government to

developmaentally sound projects muktually greea
set out its priorities for Lhe program period

by providing foreign exchange and
rYeforms necdad o centinas
will benefit Mavritiuve firs: by
shoarant,  The local curroncy
T to support priority govermment
tranches,  1he firzst, for two
th of the siguing of the giant
d tranche of three million dollacs
@55 by the GOY in the tacget reform

tius has been highly successfuyl,
inanced using C1v generated
brojects, small businese loan

5 and industrial space construction
anning and budgeting process within
identify and Finance

ble to both parties. The GOM has
in its annual development budget

and three year Public Scctor Investinent Program (PSIP). 7o neet its fiscal

deficit tazget of 5.3¢ of CDP, the development
already low level published in the P5IP, 1986-
ongoing rceform, but the additional cut as part
is truly a new level of austerity.

The package of reforms supported by the EPRP i
income tax)resulting in cuts in the developmen
made to use the local currency under the first
to the development budget. The rupec equivale
(15 rupees/dollar), will enable the government
development activities. The rupces will be al
to the development budget. Within 30 days of
Finance will inform AID of the specific alloca

budget has been slashed from the
88, TFiscal constraint is an
of the recently announced package

nclude fiscal reduction (tariff and
t budget. Thus, the decision was
tranche to provide direct support
nt of the cash grant, Rs 30 million
Lo increase allocations for key
located by the government: directly
the cash transfer, the Ministry of
tion made with the local currency

equivalent, Quarterly reports of use will be made thereafter,

Under the second tranche, the GOM has agreed t
deposit the rupee equivalent, based on the pre

0 establish a special account and
vailing exchange rate on the day of
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the cash grant trapsfer, in the account within 14 days of the date of the cash
tranfer. fThe rupecs in the account: will be used for mutually agreed upon
developman': activities. Tt s expectad that approvieately ks 16,0 million of the
Rs. 45.0 willion deposited will be ucoed For Phase U aof the Vacoas-~bPhoenix
Industrial Bstabo, The balonee will reinburse the GGt Lor part of its Rs 35,0
million addition to the e Small Eatreprencurs Financing Scheme. The
procedures fior the selcction of the prejects and the reportin requiremonls are
presented in VI ), Program Henitoring and Reports,

Vacous—{ﬁpeqi&_19jq£gxiang'“

——— et o [N -

The Vacous/Phocnln Industrial park (refoerred to &s an Estate in Hauritive) will
be a major induiirial site bailt primarily to house Bp7 firms, It will Le
develop:d in four stages, cover 25 acyes and in its final stage incluode
industrial prildinuy with 500,000 sq. e, of th2 floor space. Thes loeal currency
generaticns undev Lhe FY 1695 C1p (Ree 2200 mildlion) are financing Yhase I
construction cf 160,000 e, fr, Although the fuads have nnt locn generated, the
DBH, using iks cua Fonds ondd sone mancy advanced frow the GO, has begun
construciion. Cowplation is saloeduled ftor March/ipril 1986, phase II Lo be
Financed vith rapces Fron this program will add 80,000 square foeet by
consiructing two additionnl huiildings, The DBH has firm lease commilments for
195,000 sq, e, alr2ady aud belioves that before the end of the year all of Phase
II will be optioncd for rent,

The Vacoas--Phoeniz Induetrial Lstate, so named hecause it ig located close to two
towns - Vacoas and Phoeniy - in the transportation corridor between the capital
city, Port Louis, and Plaisance Airport occupies an excellent location because it
has good aceess to both the pert and the airport, Additionally, there is ample
labor nearby ~nd the supporting infrastructure is in place. The land had been
purchased at a rcasonable cost by the DBY several years ago,

Fenting floor space at 21 Lubees per sg. ft., the DBM calculates that it will
have a gross return of somewhal over 10% on its investment in Phase II of
Vacoas-Phoenix Estalte estimaced to cost about 16,0 million rupees, The net rate
of return after deduction of cxpenses and amortization is estimated by DBM to be
5'to 6%. Experience by DBM, with the Loromandel REstate financed by an IBRD loan,
shovws that its carns enough money to pay back the concessional construction loan
provided by the IBRD. The GOM will loan the local currency to the DBM at a
concessional rate thak engenders a 5-6% return., The investment in the estate
will at least break even financially and nay possibly bring a return. More
important, despite pussible low financial returns, the project will bring high
economic returns to the country as a vhole. Based on past cxperience with other
industrial sites, the Vacoas~Phoenix Estate will provide space for 1,500 to 1,600
-new Jjobs in its socond phase of 80,000 sq. ft, and the completed project of
500,000 sg. ft. will housc an estimated 7,500 to 10,000 nev jobs. When the
multiplier effect of each new EPZ job resulting in another new job in related
sectors is added to this, the positive impact on the economy of Mauritius of this
project will be quite significant,
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The Small Entreprenuers Financing Schema

e

In FY 1984-8%, the ¢oM, through the pBi, started a Rs, 30.0 million revolving
fund for the financing of projects proposed by nowly citerging enbtreprenvers, The
basic objeccive of the schame is Lo induce and encourage persons who are

’

econumically disadvontaged or uneaployed to seb up theiy own saall enterprises,
building on their koouledge and skills.  The scheme o degsigned to provide
financial cegistance on liboral Le to suall entrepreacnys @id s intendoed only
for new eairevronculs planning productive enlterprises.  The small enlbreprenaurs
participating in the provram bave heon griment makens, farniture amokers,
plumbers, electricians, mechanics and other artisans., Small agricenlturalists
includiig dalry and poulbny ravmers, fishormen and those chRgagad i household and
cottage industyies huve also banafited from azsistance undoer the solene,

Purchase of a taxi, Ims or loryy for the first time by eligible persons is also
being finarced undor Lhe schesn,

The assistance is available to those persuns who are uneunnloyed or whose annnal
income does not exceod Is. 25,000, Toans are canctioncd minly for acguiring
machinery/canipnent /tuols and pariiy fob meeting the initinl requirement of
working capital needad to starvt Lhe small eptevprisces,  Where nocecsary, a part
of the assistance is vtilized for construction of sheds ¢r repairs/reinovations to
existing buildings. In the casc of units located in industrial estates of the
DB, concessional rent is charged os an incontive to scb up swall enterprises, A
grant nol cxeeeding 204 of the a2aonit of loan ig provided along with the loan.
The amount of loan cannot excced Kb, 50,000 (U3$3333), inclusive of arant
element, fo:o a single borrower, In the case of an enterprise promoted by more
than one percon, each promoter will be eligible for & loan/grant as determined by
the Bank, The repayment schedule is Fixed depending upon the oxpected income of
the borrover, with an initial moratoriun of 3 to 12 nonths and an overall term of
3-5 years from the date of the last disbursement. At present, the loans carty an
interest rate of 8% p.a.

v
e
1

The borrover execulces a Loan Agreement with the Bank and a flexible approach is
used with rcgard to the nature and extent of security. ‘The loan is usually
secured by a generul charge on the borrower's assets. Generally, third party
guarantees are not required, '

The scheme will also include extension services to develop project ideas,
feasibility studies, narketing support and entreprencurship training., At
present, no funds have been provided to develop this capacity.

The DBM using the initial allocation of Rs. 30.0 million from the GOM and over
Rs. 15.0 million of jits own rescurces have made loans as listed in the following
table.

C

ke T
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Table 7

© Small Entreprcieur Finoncing Scheme

Posiltion on 30.6.8%

Subsector No. of cases Znount
(Rs)

~Mixed Farming

(Including Fishing) 735 15,689,600
~Foodstuffs ang Baverages 115 2,319,600
-Garments 369 10,332,525
~Metal Inducstirics 52 1,237,800
~Wanf. of Non~lztallic Prod, 6 135, 600
~Leather Production

(Including Shoc Making) * 30 771,300
~Papar Production , 9 314,000
~Chemnicals, Plastics Production 3 135,000
~Furniture <9 2,930, 350
~Sand-uarry 2 20, 000
~Construction 14 530,500
~Other Manf. Tnd. 51 1,664,200
-Transport, Storage Com. 102 4,172,100
=Social Com Services 7 229,000
~Recreation and Cult, Services 3 125,000
-Repair Services 54 1,067,000
-Agricultural Act, 99 3,452,000
~Others 18 378, G600

TOTAL 1,768 46,008,675
Disbursements 1,086 23,200, 000

The employment generation from the scheme at the Rs 45 million level is estimated
by the DBM to he 4000 jobs. The hank has actually identified 1800 new positions,
not taking into consideration the multiplier effect on economic activity.

It is too early to determine the repayment record, but clearly the program is a
high risk loan scheme designad to help the poorer individuals in Mauritius,
Arrearages are quite likely to be high, but the benefits of the successful
expansion of the local entrepreneurial class will be enormous., The GOM is
seeking grant assistance for the expansion of the scheme Lo Rs., 210 million. fThe
GOM believes that EEC assistance will be made availabhle starting in FY 1987, bhut
has no pledge fcr this year. Thus, it is proposed that the balance of the funds
in the special account (estimated at Rs., 21.5 million) be used to support the
DBM's Small Entreprencur Financing Scheme., The DBY estimates that an additional
Rs. 45.0 million of loans will be disbursed nnder the scheme during FY 1986,

//]’ :;\,



a3

VI. INPLEMENTATION

A, Responsibilities
1. Government of Mauritius

Responsibility for implementation of the policy reForm rests with the govermpent
as a vhole. Some of the changes will require parliamentary approval (ceg. the
Industry Bill) while othors can be inplenented by the Ministry of Financo { saine
tax and tariff reforms) or the Ministry of Industry (new ipanstrial policy). The
Ministry of Yinunae, specifically the SReietary of Pinance, will be coerdindtor
and the AID cortact peint vithio the €0, o Svoerctaiy will be directly
responsible for the cash qrant but will coordinato use off boath tha Foreian
exchang: and the lucal curraency wibth the Ministry of Geonomic Planning and
Develicoment., 1our the allocation of Lha Lorelun exchange the HOF will consult

with the Bank o5 iauritiug,

The secretary of rinance will bhe respoasible for accaunt ing ang reporting on the
use of the local currency.  Since the first tranche will he used for direct
budgetary support, only rcports on their development Ludget allocations and uses
will be requirved.

For the second tranche of lozal currency, a Special account, opened in favor of
the Ministry of Pinarce, will be established in the Port Louis branch of
Citibank, the only US bank with an office in Mauritius, The funds in this
account will be used for devalopment activilijios muenally agreed upon by AID and
the Ministry of rinance in consultabion within Lhe Ninistry of Economic Planning
and Development, Disbursements will be lnade by Finance in a timely manner to the
government entities implewenting the agreed upon activities, oOn a quarterly
basis, the implenenting aqenicies or the dinistry of Finance will send Lo AID
Progress reports on the programs. Since these financing and reporting procedures
are the same as those usged for the CIP, no serious problens with thenm are
evpected,

2. ain

. REDSO/ESA,.with the assistance of the American Embassy, Port Louis, will have
primary responsibility for the administration and implementation of the grant, A
REDSO Program Committee, including RFMC, will be responsible for overseeing the
implementation of this program. The principal REDSO backstop officers will be
James Dempsey, Project Development Officer and stu Callison, Regional Economist,

An important AID responsibility will be to determine if there has been
satisfactory pProgress in the reform process to release the second tranche of
funds. An economist ang other members of the Program Committee may be required
to visit Mauritius to revicw formally the reform measures taken by the GoOM.

Based on this review, and/or information provided by the Embassy and GOM, the
REDSO/ESA Pirector, with the concurrence of AIDAW, will make the determination,
The mechanism for the decision will be an Action Memorandum to the REDSO/ESA with
the decision sent to the GOM through a Project Implementation Letter, :
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B, Implemontation Arrangements and Procedules

The program obligation will be made by a grant agreomenl in September, 1¢85 with
funds disbursed iu two tranches, The first two million dollars will be dishursed
within a month of the signing of the grant agreemont. The sccond tranche of
three nillion dollavs will be disbursed in varch or April, 1986, subject to
satizlactory progrocs hy tha 04 in the targel areas,

The machanism for disbursing program grant funds will be as follows:

1. Upon complisance vith all conditions piecadent applicable to first
and tiien subseqguently for second tranche disbursemcnts, the GOM
Will request aTh by means of a Firancing Reguest {(Porm AID~1130--2),
dighurscnent of grant funds to a Govarnment sccee nt abt the Bank of
Mauritius or at a designated commercial bank. ‘e Finaneing
Request will ho =signed by Lhe designated represer:atives off both
U.S: Government and the GoOM,

2, Upon cxecution of the Financing Request, American Embassy/Port
Louis through RED=0O/ESA will request the Regional Financial
Managerent Centoer {RFMC) in Nairobi to arrange for the transfer of
funds into the GOM bank account.

3. RFMC/Nairobi will telegraphically tiansmil the request to
AID/Jashington (1/FM/PAFD) with all information required for the
transfer of fun?s including certification that all conditions
precedent have been met,

4, M/FM/PAFD will telegraphically transfer funds to the GON account at
the Bank of Mauritius or at their designated bank through Lhe
Federal Resetve Bank in New York.

No special account will be used for the first tranche disbursement since all
funds will be used for direct budget support. Local currency generacion from the
second tranche dishursement, based on the prevailing exchange rate of Lhe day of .
the cash transfer, will be dcposited into a special accouint within fourteen days
of the date of cash transfer and will be used for mutually agreed upon
development activities, GOM will provide to AID on a quarterly basis reports on
the status of the special account showing the amounts deposited, withdrawn, and

~ the balance in the account supported by a copy of the bank stalcuent.

C. Illustrative Implementation Schedule
DATE EVENT/ACTION RESPONSIBLE
OrrFICE
- By Sept 30, 1985 -Grant Agreement siqned " REDSO/ESA and MOF
-PIL # 1 delivered REDSO/ESA
- oOctober 15 -CP's met Gou
- End October -  ~First Tranche Awarded RFMC/MOF ) :
s -PIL with benchmarks sent REDSO/ESA SR :

AL
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- HRovember . =Local Currency Allocation o
for Cash Grant S MOF..
1986
- Mareh ‘ - ~Review of Policy Reform . AID, GOM and
: : Perforinance Embasay
- Late March © -Approval of Second Tranche REDSO/FSA & AIDAY
-~ Barly april ~Second Cash Grant awarded RFHMC, MOF
- May : =Deposil of Locul Currency
: S in Special Azcount and
Agreenenl. on ULoe NOF & REDSO
- June =Diskursement of Second »
' o Tranche Local Curiency MOF
- " November =Local Currency Activities NOF & Implementing
Complete Agencies

D, Program Monitoring and Report ng

REDSO/iSA is responsible for program monitoring which will be conducted during
periodic visits to ifauritius by the Project Officer and other REDSO/ESA and RFMC
staff as required, fThese individuals will visit the MOF, MEPD, inplementing
agencies and sites of the local currency projects. AID/REDSO will also monitor
the progress of the fupe2 program through periodic reports centaining the
following information:

a) Deposits and disbursements in the Special Account;

-~ b) For each program or activity, mutually agreed upon for funding from the
Special Account, a description of the activity, the amount budgeted for
the program and expccted outputs and benefits;

c) On a quarterly basis, a general description of activities, goods,
services, structures and/or facilities financed (basically an
implementation progress report);

d) TFor any loans funded from the Special Account, a report on the amount
and terms of such loans, the Lepayment schedules and the proposed use
for repaid funds.

AID retains the right to zudit and inspect activities, including the local
currency program,

_ BE. Evaluation

In addition to the normal implementation evaluations conducted as part of program
monitoring, a special evaluation of the program will be undertaken. Two Key
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objectives of this evaluation are to help dekermine the appropriateness and
impact of the African Beonomie Policy Reform Program (ANPRP) and to recominend
medificationa that may be neceded to make the AEIRP more offccelive., The
evalunation will take place in June/July 19806 after nearly «ll progranm activities
avre complete, An economiat and o progran or project officer, not involved in th
Mauritius Rek? develepoont or inplocentcion, @il gpend epproxinately Lwo waneks
in Mauricviue to propars Lhe reporvt,  AGIibionadly, AFR/ORE will o pooinsted §n
early FY 15386 Lo revicer the data evailable Lo Uoawi pyivate gsecvor dovelopment i
Mauritius, fThon, if a2pzropyiate, a4 PRE officer will join {he evalnuiion bteam in
July to relfinos and ecvaleote Lhe syston as well ns participate in the overall
evaliation, GOM, REDSO/ESA and Porb Louis Dabassy sboffls will ach age recources
to the teawm. Yo special furding will be regaived since the evaluation will be
inteinal to AIb. The cevialuation will asceso:

(1) the extent to which the BLRP has resulted in policy changes,
(2) the impact of these policy changes on cconomic parformance,

- {3) the extent to which the reforms are additional to those regquired by
' othey donors,

(4) the GOM's view and acceptance of the EPRP,

(5) the cash grant mechanism, ecspecially in comparison to a CIP,

-(6) the impact of loucal currency generations on the GOM budget,

(7) the developmental impacts, ecspecially employment generations, of the
local currency activitics, consideriny selection of the activities,

successful implcementation, outputs and beneficiaries, and

{8) the overall effects of the program on pocr houscholds,
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VII, OTHER CONSIDERATIONS

A,  Other AID Programs and Present Pipeline

In recent years, th? major component of the AID program to Mauritius hacs heen a
commodity impoxrt program which has been used to purchase U,S. edible oil. The
CIP's have previded $2.0 million per yeav since 1982, except for 1984 when a
total of four miliion dollars was authorized. A 84,0 million CIP ig planmned for
1986, 1Two million dollars of CIPp roneys irom the 1284 program remain unuscd and
in the pipeline., MhHe final purchase of one million dollars ren@ining in khe FY
1984 CIP vas expended in August. The last PL 480 loan ($3.% million) was awarded
in 1983, and there is no PL 460 pipzlina.,

Local cuvrency generations under the various program are summarized in the
following table:

Table 8
USAID Commodity Import Programs and PL 480 Title T
Rupee Activities

FY 1982 CIP ‘ Millions
1. Water Supply to CHA Estates and Other-Rural
Water Activities A - , Rs 20.0
2. Small Business Financing Scheme at the DBM 2,0
3. Small-scale Irrigation Scheme ‘ 2.0
TOTAL Rs 24,0
31113321
FY 1983 CIP
l. Francoise River Diversion "Rsirl4;5
* 2, CWA Rural Water Program Ll
a) Caroline to Bramsthan Pipeline 3.5.
b) Bramsthan to Camp Ither Pipeline 255
3. Investment and Trade Promotion - 31 3.5
‘4. Tourism Promotion 4.0
TOTAL R8 28,0
’ BEssmmss
FY 1984 CIP
1. Seven Rural Industrial Buildings E . Rs_ 50,0
2, Small Business and Industr’ Loan Scheme S 5.0

3. Tourism Promotion Lo 4.0

: — D N e S

TOTAL ' 7 . . me Ra.n

17,


http:corflhlodi.ty

Afﬁ38f5

FY 1985 crp

Ra 32,0

Vacoas-Phoenix Industrial Estate, Phase I

FY 03 DL_480 Tr7in 1

l. NPIP pilot Deip Irrigarion Project Rs 7.0

2, Livestock bevelopunent and Research 12,5

3. lood Crop Research and riperimentation 18,5
TOVWAL Rs 36,0

The CiP's and PpI, 480 loan as well as

economy and assist the Governnent
for all of these nrogram resnlt.,

as Mauritius moves into the
adjustmont is devclopnentally sound,
activities,

the local currency activities unde
Providing foreign exchange and budgetary support
Lo undertake structural adjustment.,
in part, from tho series of
adjustment undertalon by the CoM starting in 1979,

tiat strengthen the Mauritius
The need

Continuation of this support

second stage of policy reform aml structural
The EPRP direclly complements previous AID

In 1980, a Housing Insurancce Guzrantee program was approved but the GoOM is just

this year begininning to draw down tha monay Oving
In addition, AID has

t havw prevailed in the UsS.

bwen providing a total of

approximately $200, 000 per year under the AFGRAD ang AMDP 1T for training in

areas that directly complement the GOi's
currency activitics,
family planning.
Planning is setting the stage for long

B. Environmental Statement

structural adjustment efforts and local
Finally, approximately $450,000 is spent each year in

Over the long term, the
lower the populAation growth rate and maintain it at a low level,

solution to high unenploynent is to
Thus, family

term structural adjustment.

A categorical exclusion determination is attached as Annex C,

C. Conditions ang Negotiating Status

wo special conditions pPrecedent will be included in the grant, An explanation‘
>f the need ang procedures relating to the following conditions is presented in
section vB, Policy Changes to be Supported,

As a special condition precedent to disbursement of the dolg. 2,0 million

first tranche, the GOM will
intends to proceed,

As a condition precedent to disbursement of the EPRP'S

3.0 million, scheduled for release in
submit evidence, satisfactory to AIp,
reform and in the modification of the
program to increase the international

through April 1986,
and to make modifications in the indus
international competitiveness of local

communicate to AID a description of how it
to implement tariff and trade reforms
trial incentive program to increase the

manufacturers,

second tranche of US$
March or April of 1986, the GOM will
that progress has been made in tariff
government's industrial incentive
competitiveness of local manufacturers,

r them arc

economic structural

to the hich interes: rates tha
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Substantive agreement has been reached on all aspects of the program, including
the cash grant, conditions, dibursement Procedures and the Proposed uses of local
currency gencrations,

Program ncgotiationg have bean extrencly productive and cordial, goy officials
in both the Hinlstry of Finpance and the Ministry of Econonic Planning &ng
Development have boon forthconing and cooporative in dizcussions, no prowiens in
siganing the Grant Agreement before the end of Lthe fiscal year or implemeuting the
progran arce anticipatedq,.

691 5D
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1.

© 3A(2) ~ NONPROJICT ASSISTANCE CHECKLIST

ANNEX B

CROSS-REFERENCES: IS COUHTRY CHECKLIST UP TO DATE? Y’S.
CHECK T Y 1985 CIP FAAD -

A. GENERAL CRITERIA FOR NDHPROJECT‘ASSISTANCE

FY 85 Continuing Recolution. gea,

925, FA Sec. 634A. Sov. 653(Dh).

de

b,

Describe how Comrittecs on
Appropriations of Senate and
Housc have heen or will be
notified concorning the
non-project assiustancs;

Is assislance within
(Operational vear Budgetl)
county or international
organization zllocation
reported to the Conyress (or
not nmore than 81 million over
that amount)?

If prcposed assislance is from
Is

the $75 million in ESF funds
transferred to A.I.D. under
the second CR for FY 85, for
programs or aciivities for

sub-saharan Africa not previously
justified to the Committeces on
Appropriations, has Congressional

Notification been made?

A CN was sent to congress
on September 6, 1985,

Yes

Yes -

4



Z. FMA Sec, 611(a)(2). If further

legislative action is required
within recipient country, wvhat is
the basis for reoson~hle

expectal ica that such action will
be complersd in kime to permit
orderly cocowplislnacnt of purpose

of Lhe aseicvtincae?

PAA sec, 2090 1= assistance more

efficienly and efifectively given
through rogional or multilakaeral
organivutions? If s why ig
assistance ot so given?
Infornation and conclusion whether
assistance will encourige regional
developnint programs,

FAA Sec. 601{a). Information and

conclusions whether assistance
will encourage offorts of the
country vo: (a) incr.aze the flow
of inteunational tradas(b) foster
private initiative ang
competition; (c) crcouriage
developnient and use of
cooperatives, credil unions, and
savings ard loan asgociations; (qQ)
discourage monopolistic practices;
(€) improve tcchnical efficiency
of indusktry, agriculture, and
commerce, and (£) strengthen free
labor unions.

FAA Sec. 601(b). 1Information and

conclusion on how assistance will
éncourage U.S. private trade and
investment abroad and encourage
private U,s. participation in
foreign assistance programs
(including use of private trade
channels and the services of U.S.
private enterprise),

Discussions with the GoM

indicate that tariff reform
legislation, if needed, will
be passed before April 1986,

No

Since this is a cash grant, it
is impossible to predict its
impact on items (h) through
(£). However, there will be
an increase flow of inter-
national trade,

Since this is a cash grant,
it is impossible to predict
its impact on u.s. private
interests.



G. FAA S
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7. FAA ¢

ec, 0612(h), Sec. 636(h): ¥Y 85,
Continuing Recolntion, Soc. 507,

Describe stoeps talen Lo assure Local currencies genarated hy
taalt, to the masimum cextent this Program will he used to
possible, the country is finance doevelopment activities
contribiting lacal currencics to in Mauritius, The U.5. does
meel the cost o contractual and not own any excess foreign
other scivicens, and forcign currency in Mauritius.

currencies ovned by the Uniled
States are utitized to meel bLhe
cost «f contractual and othor
services in lieu of dollars,

ec, 612(d). Doos thr United

States  own exceus foreign No
currency ¢f Lh: recipient ‘
country and, if¥ so, what

arrangoments have becon made for

its relecase?

8.  FAA Sec. 60l(e). Will the project

utilizo compelticive selection .
proccedures for the warding of N/A
contracts, excepl where

applicable procurcmont rules

allow otherwise?

9. FY 85 Continuing Resclution,
' Sec. 522, If assistance is for

the production of any commodity

for export, is the commodity

likely to be in surplus on world N/A
markets at the time the resulting
productive capacity becomes

operative and is such assictance

likely to cause substantial

injury to U.S. producers cof the

same or similar competing

commodity?

18(c) and (d). Does the program

‘10, FAA 1

comply with the environmental
procedures set forth in AID Yes

"Reqgulation 16? Does the program

take into consideration the
problem of the destruction of
tropical rain forests?
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11.

12.

1.
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FAM Sec. 126, Has an attompt been In providing foreign exchange

made to finance produckive as a cash grani, the program
facilitics, goods and sorvices will help al)l members of the
which will expediticnusly and Mauritian socicty, including
directly bonefat Lhose living in the poor,

absolube povoerty under the
standards adoupted by the Vorld
Bank?

LY 85 Conlinning nneolution.  Has full
consideratioin beoen given at each Yes, but the decision was
stage of dusign to Lha tv award a cash grant.
involvewent of siwall minority
(including vonen~owied
busineacos) enterprises,
historically black colleges and
universitics, and minority DPVO's?.

FUEDTUG CRITIRT. FOR_NONPROJECT

ASSISTANCE

L e SRR Sl

Nonproject Criteria for Rconomic Support Funds,

a.  FAA Sec. 531(a2). Will this
assistance support and promote
economic or political stability? Ye
To the extent possible, does it
reflect the policv directions of
IFAA Section 1027

b. FAA Sec., 531(c¢c). Will assistance
under this chapter be used for
ilitary, or paramilitary No
ctivities? :

‘c. FAA Sec. 534. Will ESF funds be

used to finance the construction :
or the opcration of maintanance “No
of, or the supplying of fuel for, ‘
a nuclear facility? If so, has

the President certified that such

use of funds is indispensable to
nonproliferation objectives?



w

BC(C) =~ STANDARD ITEM CHECKLIST

A, Procurcment

1.

3.

4.

FAA Sec. 602, Are there

arrangements to permit
U.S. small business to
participate cquitably in
the furnishing of
comnoditios wnd services
financed?

AN Sec, ONffa). Will all
procurement be from the
U.5. excepl as otherwise
determinad by the President
or under delegation from
him?

FAA Sec., 601(d). If the
cooperating country
discriminatoes against

marine insurance companies
authorized to do business

in the U,S., vill commndities
be insured in the United States
against marine risk with such

a company?

FAA Scc. 604(c); ISDCA of
1980 sec. 705(a). 1If
offshore procurement of

agricultural commodity or

product is to be
financed, is there
provision against such

N/A, since this is a cash
grant.

N/A.

..There is no discrimination,

RS

o

GAS
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6.

7.

. procurement when the

domestic price of such
commodity is less than
pavikty? (Exzception where
commodity financed could
not reazonahly hbe
procured in U.53.)

Lhh_Sec. 604(a). Will
construction or
enaineering corvices be
procured from 7irms of
countries othorwise
eligible undler Code 941,
but which have attained a
compelbitive canability in
international markoels in
one of Lbicse arcas?

Do thece countries permit
United States [ioas Lo
comp2te for conotruction
or engineering services
financed from assistance
proyrams of bthese countries?

LA Sec, 603. Is the
shipping excluded from
compliance wilh
requircement in section
901(h) of the Marchant
Marine Act of 1936, as
amended, that at least 50
per centum of the gross
tonnage of commodities
(computed separately for
dry bulk carriers, dry
cargo liners, and
tankers) financed shall
be transported on
privately owned U.S. flag
commercial vessels to the
extent that such vessels
are available at fair and
reasonable rates?

FAA Sec, 621, If
technical assistance is
financed, will such
assistance be furnished
by private enterprise on

There will be no
construction,

S N/A

Yes,“ButhdéTA'isk

planned,
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8.

9.

-

" a contract basis to the

fullest oxtent
practicable? If the
facilities of othor
Federal agencics will be
utilized, are they
particularly suitable,
not competibive with
private cnterprise, and
made available without
undue inter?rence with
domestio programe?

International Air
Jransport,  Fair
Lompebitive mactices

Ack, 1976, IE air
transportition of persons
or propzrty is financoed
on grant bhusis, will U. 8.
carriers he used to the
extent such service is
available?

FPY 1985 Continuwing Resolution

Sec, 504. 1If the U.S.
Covernwent is a party to
a contract for procure-
ment, will the contract
contain a provision
authorizing termination
of such contract for the
convenience of the United
States?

B. Construction

1.

2.

FAA Sec, 601(d). If capital
(e.g., construction) project,
will U.S. engineering and
professional services

to be used?

FAA Sec., 611{c). 1If
contracts for
construction are co be
financed, will they be
let on a competitive
basis to maximum extent
practicable?

Yes, but no air
services are expoected
to be required.

N/A.

N/AY

CN/AL

&

’\’\
O



FAL Sec. 620(k). If for
construction of '
productive cuterprise,
will aggreqale vazlue of
assistance to be

furnished by the U.S. not
erxcaed 31400 wiltion
(except for prouductive
enterprises a0 Rgypt that
vere described in the Cp)?

C. Other nustricﬁigig

1,

2.

4.

TRA Sec, 1224h).  If

developﬁen( lvan, is
interest rate at least 2%
per annum during gracce
period and al least 39
per annum Lhereafllter?
EAA Sec. 300(0).  If fund
is establishod solely by
U.S. contributions and
administerced by an
internationa) organiza-
tion, does Cowptroller
General have andit rignts?

FaA Sec. 620(h). Do
arrangements exist to
insure that United States
foreign aid iz not uscd
in a manner which,
contrary to the best
interests of tLhe United
States, promotes or
assists the foreign aid
projects or activities of
the communist-bloc
countries?

Will arrangements preclude
use of financing:

1985 Continuing Resolution

Sec. 527: (1) To pay for
performance of abortions
as a method of family

planning or to motivate

-N/A;

N/A.

N/A.

Yes, Embassy and
REDSO/ESA monitors
the program,



0r coerce-persons Lo
practive abortions; (2)

to pay for poertormance of
involuntary sterilization
as wethod of family
planning, or to cocrce or
provide [inancial jincentive
Lo any person tao undergo
sterilizotion; (3) to pay
for any biomodical rescarch
which ralcies, in vhoie or
part, Lo methods or thoe
perfornance of zborLions

or involuntury sterviliza-
tions as a means of Leamily
planning; (4) to lobhy for
abortion?

b. FAA Soo, 620(g)., To
compensate owners for
expropriated nationalized
property?

C. EAR Scc. 660, To
provide training or
advice or provide any
financial support for
police, prisons, or other
law enforcement forces,
except for narcotics
programs?

d. FAA Scc. 662. For
CIA activities?

€. FAA Sec, 636(i)., For
purchase, sale, long-term
lease, exchange or
guaranty of the sale of
motor wvehicles
manufactured outside
U.S., unless a waiver is
obtained?

f. FY 1985 Continuing
Resolution, Sec. 503, To
pay pensions, annuities,
retirement pay, or
adjusted service
compensation for
military personnel?

(2) Yes,

(3) Yes,

(4) Yes,

Yes,

Yes., -

Yes,

Yes.

Yes,
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g. PY 1985 Continuing

Resolution. Sec. 504, To pa

Rcso]ig

U.N, asoasiments,

arrearaces for duwec?

h., FrY 1965 Conkinning

out provi..ion:
seclion 209(4) (1Transfoer
of FaA funds to
multilatorad
orvanizsticas fol
lending)?

Lo FY 1965 Continuing

Resolutivs, Soee, 510, 1o

finance th> export of
nuclear eqguipment, fuel,
or technolayy or to Lrain
foreign nationals in
nuclear [iclds?

Jo FY 1985 Contunuing
ResolutionLAﬁec. 511,

Will assistance be

provided for the purpose

of aiding lthe efforts of the
governmeit ¢f such country
to repress the legitimake
rights of the population

of such country contrary to
the Universal Declaration

of Human Rights?

ke FY 1945 Continuing
Resolution, sec., 516, To be

used for publicity or
propaganda purposes
within U.S. rot
authorized by Congress?

To ca.

- 10

Yes.

Yes. .

Yes. '
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6. The Government is very much conscious of the role that a vigorous
Private secior can play in job creaticn. When the number of entreprencurs
iz 2 counlry grows, it is symptomatic of growth. The Government is therefore
satisfied witk the success being achieved in the promotioa of private enterprise
in the country, evpeciaily the small businesses. I must add here that the
Government’s commitmeat 1o a strong private sector must not be vicwed as
capituintion 10 big business. The Government is concerced about ihe need
to deniocratise the economic system 2nd alrecady we have taken various steps
o achieve this objective. It is the belief of this Government that small
businesses can and will play as important a role as the large scale businesses
in solving cur unempioymeat problem. ‘

. 7. In my Budzet Speech last year, as in my first Budget Speech, I lzid
emphasis orn the importance of national solidarity in the difficult task of
cconomre adjusiment. 1 am gratified tc note that the movement | launched
two years ago has gained corsiderable mementum during the year. This has
belped ip 2 larze measure to alleviute the hardship of our less fortunate
fellew citizens. We shail continue doing ecverything possible to foster the
snirit of naticazi soliderity und national uzity. National unity is not an
emply slozan. My concept of trity is that each Mauritian has his rightful
place in this country and a positive 1ole to perform. It also means that all
our institutions, whether the trade unions or the press arc given the fullest
Opporinzily 1o develop and express themselves freely. : .

8. In ihwe fermuiation of my previous two Budgets 1 had made it d
point to consult represeatatives of various sectors. [ strongly believe no
budget can be properly franed and no budget can express the aspirations of
the people in the ubsence of prior consultation and dialogue. This year again,
I have had cxtensive consultations and lengihy dialogue with feliow citizens
coming from all waiks of life. | muw admit that I gave special aticntion to
the repersemiatives of youth, of siudents and of women organisations. In
spite of severe Sudgewury constraints [ have made the maximum 10 accom-
modate the proposais of these various groups. [ sincerely hope that the
1985/86 Budgez, like the previous ones, will be a budget of concensus.

9. [ now come to the themes of my Budget. First and foremost, this
Budget is 2 Budaet for job creution. There is no doubt, Mr. Speaker, that
tie overriding [riofity to-day is 1o create productive jobs quickly. It is essen-
tial however that our model of development does not merely focus on growth
and employment creation, but tlso give consideration to human and social
factors. We must por forge: that tlic ultimate purpose of devclopment is
kumar happiaess. We must ensure that we do not create sectoral imbalances
by over concentrating on one sector and neglecting otkers. While emphasising
export-led growth we shouid pumsuc at the same time the objective of self-
reliance, especially in such Sectors as food production. It js essential,

3

Mr. Speaker, that in this process we no not concentrate wealth in the hands
of a-few people. Economic development and economic democratization should
£0 hand in hand zand the fullest opportunity must be given to all our fellow
citizers irrespective of their social and economic background, to be involved
in the process and to reap the benefits of development. This explains why
I am laying emphasis again this year on the expansion of the small scale
sector in both agriculture and industry. We want Mauritius to develop with
a wide economic base made up of a large community of dynamic small
nlanters and businessmen. We look more especially. to the young peoplé of
th's country to take up the challenge lying ahead of us. In this Budget, I
have laid special emphasis on the measures for encouraging youth training
and youth employment. . C

10. My second theme in the Budget is to complete the reform of our
lax system, which I started in my Budget last vear. This reform is crucial in
the governnient’s strategy for creating in Mauritius an environment favourable
to economic growth. It is an 1ategral part of our policies for encouraging
hard work, risk-taking and initiative, S

I1. Tke third theme of this Budget is to pursue the budgetary adjust-
ment inspite of the high level of debt servicing. When dealing with this theme

I shall explain the steps being taken to enhance efliciency in financial adminis-
tration.

Review of the Economnay

12. 1 shall now briefly review the domestic economy. First, aggregate
output. We have achieved in 1984 an economic growth rate substantially
higher than that of the preceding year which was only 0.3 per cent. In fact,
lhg growth rate will be in excess of our own projections made earlier. We
originally forecast a GDP growth rate of 3.1 per cent but the revised estimate

18 now 4.2 per cent. This performance would have been better still, if the
Sugar sector had a normal crop.

13. With regard to scctoral performance, the EPZ took a formidable
lead, with a rea] growth rate of 21 per cent. In terms of export proceeds,
EPZ achieved an increase of 65 per cent, thereby increasing its share of
total exports from 31 per cent in 1983 to 42 per cent in 1984, The output
of the manufacturing sector, as a whole, increascd by 7.8 per ceat in real
terms. These are clear indications of a major breakthrough in our industrial
development. In fact, some 5! pew units have been set up during 1984 and
a number of existing units have expandcd their sczle of operatiops.: : . . .
i 14, 'The tourism sector is also buoyant, .with tourist arrivals reaching ‘
& record figure of 140,000 last year, In real terms this sector grew by 14 per
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cent in 1984 as comparad to 4.6 per cent in 1983 and a nesative growth of
2.7 per cent in 1982. This confirms above all the excellent work being done
by the Government and also by the private sector in the field of tourism
promotion. Thke growth potential of the tourism industry in Mauritius is now
more evident than ever. l

15. In agriculture, with the exception of sugar, output has shown a
significant improvement. I would like to make a special mention of the tea
sector. Production rose by 30 per cent. This, coupled with an 80 per cent
increase in price created a very good year for the tea sector. Thus our tea
producers, who hud beea struggling during a long period of lean years, have,
been able to improve their financiai situation considerably.

16. The construction industry, Hon. Mcmbers will recail, was in a
recession throughout the period 1979 to 1982, Many workers had been laid
of. In 1583, the industry made a ncw start, with a real growth rate of 1 per
cent. This growth raie was improved last year to 2.2 per cent. We have all
indications that this improvement will continue.

i7. Let me row come to investment. This is crucial for economic
growih and its behavicur therefore, is an all important indicator of economic
prospecis. After a fall of 14 per cenc in real terms in 1982 Gross Domestic
Fixed Capital Formation increased by 3.2 per cent in 1983 and by 6.6 per
cent in 1934, Public sector investment increased in real terms by 10.6 per cent
in 1983 and 1984. Priv-te sector investment, rose by a significant 4.5 per cent
terms in 1984. -

13. Thke rate of savings rose from 17 per cent of GDP in 1983 to
13 per cent in 1984, which means a large part of our investment has been
financed by local resources.

19. The average rate of inflation in the current financial year is 8.3
2r cent as compared to 5.6 per cent last year. This deterioration in the
price levei has been caused mainly by external factors. On the internal front,
our policics kave been anti-inflationary. Our fiscal and w.onetary policies
have aimed at encouraging local production and restraining  consumption.
The price level in Mauritius, as in many countrics, especially the LDC’s,
has been greatly influenced by the appreciation of the US dollar. Therefore,
as a result of our internal policies, the inflation tate has been contained
much below the average for the developing countries which is 38 per cent.
Even using the median rate, in order o avoid the infleence of high rates in
central American countries, our average is much lower. .

5

“ " 20.” On the employment front, we have made steady progress through-
out the year. In the EPZ, the rate of job creation has been beyond all expec-
tations. It is estimated that between March 1984 and March 1985 a total of
13,500 jobs has becn created. These jobs have been created in existing as
well as ir new units. This is a very encouraging sign indeed. The level of
employment in other sectors has, on average, maintained itself. In some
sectors there is a net increase in the number of jobs, though on a still modest
scale as compared to the EPZ. There are signs that cmployment in the
construction section is picking up as a result of the investment now taking
place. The service sector, particularly in hosels has also contributed, though
in a modest way, to the increase in employment this year. In future years,
when the hotels now under construction are completed this sector is expected
to offer more job opportunities. The small scale enterprises, where the cost
of creating a job is relatively low, have slowly started to provide self-employ-
ment to a larger number of people, thanks :o the various schemes introduced
by the Government. However, as I indicated carlier, the rate of job creation
is still below what is needed to give real relicf to the unemployed. Despite
the significant progress made, the Government is still very much coacerned
with the current level of unemployment in the country. The Government is
determined to tackle this problem and I shall indicate later the amount this
budget provides for schemcs designed to achieve the maximum results in
the coming year.

21. T shall now bricfly review the monetary and credit policies during
the year. Monetary policy in 1984/85, as in the preceding year, has been
guided by the need to maintain a manageable balance of payments position
and at the same tie provide necessary credit facilities for the priority
sectors of the economy. As I explained earlier, the policy of fiscal restraint
followed by Government has allowed mose scope for monetary policy to
operate. In fact, largely as a result of our budgetary policy, Govemment
net borrowing from the banking sector would actually decrease by 2 per cent.
This has enabled the Bank of Mauritius to meet the credit requirement of
th(.: private sector more extensively. In 1984/85, the net domestic credit to the
private sector is estimated to have incrcased by I8 per cent, which represents
an  crease of 80 per cent over 1982/83.

) 22. In fact, Government has made considerable efforts not only to
increase the allocation of domestic credit to the private sector, but also to
ensure that most of the increase in domestic credit is channelled towards the
prionty sectors of the economy. For example, the EPZ sector alone is likely

to absorb about 65 per cent of the increasc in domestic credit during s
current financial year. ' :

;- 2.3. Let me now indicate to’ the House the balance of payments
Situation for 1984/85. Imports during the year are estimated to increase by
19 per cent and exports by 20.5 percent as compared to the previous year.
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Thes main impetus to export growth is the EPZ ssctor whose exports are
ectimaaied to increass by about 49 per cent over the level of the preceding
year. ;

24. The curreat accouni deficii, as a percentage of GDP would
decrease marginally from 2.6 per cent to about 2.5 per cent between 1983/84
and 19384/35. The overall balance of payments deficit for 1984/85 is esti-
mited au about Rs 110 million as against Rs 3S4 miilion in 1983/84. This,
Mz Spealer, is quile a significant achievement, especially when we realise
that it Ims been uchieved against a very difiicult background, namely the
taprecedented araveciation of the dollar and :he heavy external debt
servicing to whichr I shall refer luter.

25. The foreign exchunge situation has beea an area of concern to
the Covernmen: throughout the year. We have had not only to meet higher
iniport b ceat but 2lso 1o meet heavy external debe: repayments,

: been scasonu] reduction in sugar receipts during
ence our foreign exchange reserves dropped to very
riods of the year.

uz

low levels ot

26. I rcw coine to the 1984/85 Budget outturn. Last year, we had
achieved an impressive budget perforninnce. Mr Speaker, Sir, in this financial
. we heve surpussed even that performance. We have been able to
duce the overnll budget deficit from 9.4 per cent of GDP in 1982/83 to
5.7 per cent this year. We have achieved this performance in spite of
uniorscen expenditures of some Rs 240 million arising from increased
2xpnditare on delt service, increused subsidy on rice and flour and refund
of ite cxnort duty on sezar. We have achieved this also in spite of the
2 fac in this yoor, unlike in preceding years, alimost the whole amount
in the Capital Budget has been utilized. :

¢
[
q
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27. In presenting my Budget last Jure, 1 esiimaied that total
expenditure, recurrent pius cupital, on a net basis, wouid aniount to
Rs 4,720 mi . I estimzted 1ol revenus and grunts to Rs 3,735
nilion, ziving rise (0 a deficit finzncing requirement of Rs 985 million.

verall budget dedeit is now revised to Rs 8§61 million, which is

s iZ €on lower thun the Estimates. With regard to recurrent expsn-
diture the Houwse will be glad to now that un extra expenditure of some

Rs 5 million fies been incurred in connestion with the heart surgery opera-
tions condusted by Profcssor Raffa. Additional cxpenditure of some
Rs 3 miliioa has been incurred on drugs and on renal surgery. Recurrent
Revenue is expocted to be close io the Budget cstimates of Rs 3,575 million,
im spi 2¢ wx relief on expert duty granted o the sugar sector, and
variations in receipts from a number of items, As a percentage of GDP,
total recurrent r:venue is expected to be 23.6 per <ent in 1984/85 as against
24.2 per cent in (983/84, showing a reduction in the overall fiscal burden
_on the community.
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28. The revised estimate of capital expenditure is Rs. 1,406 million,
as compared to the original estimate of Rs. 1,420 million. Thus, unlike in the,
preceding years, the level of capital expenditure this year is very close to the
original estimates. This is the result of a major improvement in the coor-
dination and follow up of project implementation in both the Ministry of
Finance and the Ministry of Economic Planning and Development. As &
percenizge of GDP, towl experditure, (on a net basis) is 30.6 per cent as
compared 1o 31.2 per cent in 1983/84. Thus in terms of expenditure, revenue,
and overali deficit, our performance in 1984/85 is the most gratifying. I am
Jowever, concerned zbout the relative lack of progress with regard to the
financing of the deficit. On the one hand, the capital budget continues to be
financed almost in toto from borrowed resources, espccially foreign resources.
From the point of view of both sound macroeconomic management and the
need to maintain capital expenditute at a desirable level, it is impertant that
more of the cxpenditure is financed from national savings and also from a
surplus in the Recurrent Budget.

29.  As regards the financing of our budgetary deficits, we have been
able to raise funds from both foreign sources and the local non-bank scctor.
As a result, Government’s borrowing from the local banking sector has been
reduced by about 2 per cent as compared to the previous year. This is ia line
with Government’s policy of miking available the maximum credit to the
private scctor.

30. I shall now dwell bricfly on prospects for next year. First, the
international economy. According to the World Economic Outlook released
this ycar, the combined GDP of the industrial countries increased by 4.7 per
cent in 1984 compared to an original forecas: of 3.5 per cent. Therefore the
recovery that started in 1983 improved slightly in the course of last year. This
recovery however is giobally unbalanced. A large part of this growth was
concentrated in the US and Japan. Output growth in the EEC countries, in
contrast has been noderate. With regard to inflation, the industrial countries
have managed to kcep it under control.

) 3I. Asin the previous ycur, the main factors for this sluggish growth
in Europe were the deiicits in the budget and the balance of payments of the
US and the comsequential high interest rates and the strengthening of the
us do}!ar. The vnemployment situation has worsened in most industrialised
countries, except the USA. Canada and Japan. Mauritius is one of the very
few countries which has succeeded in reducing its uncmployment. The ug-
empioyment problem in the developed countries has often been invoked as
an excuse for inteasifying protectionist policies. In fdct, despite all the good
Intenticns expressed in various fora, there has been no abatement ofbpro-
teclionism. At the recent Bonn Summit Meeting protectionism ‘has again been
Szondemncfd. There has again been a call for more tangible progress in relax-
ing and d.lsmantling existing trade restrictions. But the outcome of the meeting
hardly gives any hope 1o developing :cousitries. The outlook for orvuth 4e
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couutries output growth recovered to 3.7 per cent in 1934,
For 1985, the World Economic Qutlook forecasts that growth in these coun-
rc 4 perceni. It is hoped that the developed counntries would

their own pichlems through recasures that would put at

¢

LOt iry !o resolve th
for developing countrics.

et 4l g
TS e prospect

[ ¢
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32, Second, Export Prospects. \With the onser ot recovery in the indus-
trial countrics, ciports of non-oil developing countries, responded strongly,
rising in volume terms, by 6 perceniin 1983 and by 12 per cent in 1984. The
House rizy wish to note ihat Muwritius has done berier still in terms of
rais of increase in exports have heiped to improve the
TOWin r2ics in devcloping covatries. Despite this i:mproven.cnt over
ere are still fears that the growth momentum may rot last. The
ent hich evnemployment rate in the GECD countries has led to an
15iflcation of protectionism.

vker, T shzll now briefly deal with the phenomenon of the
. First, T shall meiion the eff~ts it has had on developing
2l und then I shallindicate =ficcis on Muuritius. The
cuse 1n the exchanze rate of *allar has been a cause
Of major concern 1o aimost all countrios in tha wi i For non-oil developing
couniries, especisliy those countries with open cconomies like Miuritius, it

2 'nbling block of immense proportion. It has meant that
nave had o devote a much larger share of domestic
givea volume of real rescurces from abroad. These
0 mike adjusinents by compressing drasiically the
> of their Impors of 200ds and services, Consequentily the sacrifice in
cods and servizes foregose Las been stupendous. It kas also meant
necessury resources {or cuonomic develcpment have not been
as required.

[he dollar surge has adversely affected developing countries in two
ways. First it has been g serious Landicep (o these countries
¢ againstinfiation. Those counirics whose imports are denominated

mainly iz doliars have been severely affected. It has been worst for those
countries which import mainly in doilur, but export most of their goods
and services in other currencies. Sccondly, some couniries have been
specialiy hit o view of their hizgh level of indebiedness in dollars.
It has meant that these countries have had to devote a greater share of
receiply fTORY exXpOTis to service the same level of debts. Thus the overall
debi service ratio of non-oil developing countries which was 17.2 per cent
in 1980 tose to about 24 per cent in 1984. In the case of Mauritius the debt
service ratio is higher still. In most countries, this increased debt service
burden has forced a slowdown in the rate of economic growth with the result
-hat real income per capita has declined. o ’

9

© 35. Mr Speaker, the external debt issuc has been highlighted at various
internatioral fora. It fzatured prominertiy during discussions at the annual
meeting of the LM.F. and the World Bank as well as at the meeting of
Finance Ministers of the Commonwealth last year and more recently at
the Interim Committes which tcok place in April this year. Mr de Larosizre,
the Managing Director of the IMF, has coastantly urged industrial couatries
to be more responsive to the demarnds of developing countries. However, it
is unfortunate to noie that so far the industrial countries have refused the
legitimate claims of developing countrics. Instead of adopting a global
arproach to the problem of external debt as requested by developing
countries, industriz]l countries continuc to adopt a case by case strategy in
dealing with difficulties faced by indebted couniries.

36. It is true that the international community has made an attempt
{0 deal with the debt crisis and has succeeded in avoiding a disruption of
the international financial and trading system. But at what costs Mr Speaker?
Who have felt the pinch most? Obviously, the indebted countries have been
the ones to suffer most. They have been forced to undertake massive adjust-
ment over a short period of time with all the attendant sacrifices that are
fequired (o be made by the population of these countrics. Brazil and Mzxico
are living examples of such countrics. As the House is aware, in many cases
the adjustment programmes of indebted countries have been accompanied
by rescheduling opcrations. But debt rescheduling is just a paliative, and ot
a solution to the root problem. :

37. As regards Mauritius, our total external debt servicing during
1984/85 is likeiy to exceed Rs 2,100 miliion, thereby absorbing about 28 per
cent of our exporis of goods and scrvices or about 80 per cent of the proceeds
of our sugar exports. This leve! cf debt servicing, which will peak mext year,
arises mainly because of bunching of repaynients in respect of Eurodollar
loans contracied in the past, heavy repurchases from the IMF and the
appreciation of the dolar. Such a high level of debt scrvicing obviously cons-
titutes a scrious drain on our foreign exchange reserves,

38. Yet, unlike most other indebied countries, we have not resorted
to any debt rescheduling Operation. We hzve so far met all our external debt
service obligations in time. In fact, due to our prudent financial managenent,
and in particolar cur debt management policy, we have been able to increase
our creditworthiness at the international level. The House, I am sure, is
aiready aware of the exhaustive surveys of creditworthiness of developed
as well as develoging countries periodically carried out by the Institutional
Investor. This publication in its recent issue has npgraded the credit rating
of Mauritius. in fact just between March 1984 and March this year, we have
gained 3.7 percentage points in our credit rating. We ranked first in Africa

aqd seventh in the world in terms of improvement in credit ratine dnring
this pericd,
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39. Tkerefore, the policy of Government with regard to debt manage-
ment will continus to be guided by the niced to ensure that the country retains,

it2r sill, improves its creditworthiness. Cur obicctives are to ensure
that the burden of external debt remzins ajv '2ys within the country’s capacity
0 service it. In pursuit of these objectives, Government will continue to
follow the present policies. These are (@) to maxinisc utilisation of con-
cessicnary loans, whether from bilaterz! or multilateral sources; (b) to tap
all sources of loans where disburssment is quick and the terms are not
caerous; (¢} o cnsure that project loaas are raised only for kigh priority
proiects with carly payback; and (d) to minimize recourse to ths capital
markel :

40. The debt sitvation is being closely nionitored in ny Ministry and
the external deb profile is regulurly reviewed. Recently, at the request of
Govrnment, taz IMF made available to us a consultant to review our debt
monitering system. As a result, I am seiting up 2 fully computerized debt
management sysiem, that will enable my Ministry to monitor and manage
more effectively the public debt. ’

uld now like to touch bricfiy on the managment of our fo-
This is a crucial comporent of faunciai mznagement. There

need te have a fresk ook 2t the foreign exchange laws, rega-
aistration with a view 1o raticnazlise apd to siplify foreign
: menagement. In this context I am setting up 2 Foreign Exchange
Bivision in my Ministry which will co-ordinate and laise with Ministries and
crganisaiions comnected with international trade and foreign exchange and
moaitor forelin exchunge sdministration at the general policy level,

42 n the subject of fnreiza cxchange, 12t me mention a
maasure ¢ing to cacourage Mauritjan nationals working abroad
1o place tleir savings in Mauritius. It will be 2 modified version of a scheme

ich kad teen in operation from 1931 to 1934. The new “ Non-Resident
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ierual Accouat) sclieme ™ will provide incentives to Mauritians abroad
r savings to Mauritius country. The scheme will have the follow-

Fiisi, noa-resident nationals will be ailowed 1o open deposit

accounts, of not less than one year, with commercial banks in
Mauritius in rupces or in designated foreign currencies.

Second, ie iaterest earned on the balances in such accounts will be

excinnt ircm income tox.

Thizd, the account Loider, as long as he stays abroad can transfer
QK 2t any time balunce Reld in the account zlong with tie accrued

interest. Exchange risks on deposits in foreign curreacies will be

vorne by the Bank of Mauritius.
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Fourth, deposits in rupees in the external account for a penod
exceeding one year will carry interest at 2 per ceat above QOmcsth
rates. - :

Fifth, on the return of the account holder, interests earned on m_xch
accounts will continue to be exempt from income tax for a pcrlod
of 5 yeass.

The widest publicity will be given to this scheme and I hope that our nationals
abroad will take advantage of this attractive ~~heme. ‘

43. The House is aware that Government has removed all import res-
trictions since last January. There has been some concern in the public that
this iiberalisation might lead to a depletion of our foreign exchange. 1 have
set up at the beginning of the year a Standing Committee comprising repre-
scotatives of my Ministry, the Ministry of Trade and Shipping, the Bank
of Mauritius and the Customs Depurtment to nionitor our foreign irade with
a view to protect foreign exchange reserves.

44. Mr. Speaker I will now touch briefly on the emerging prospects on
the domestic front. These are very encouraging. We have now in Mauritius
a climate highly favouratle to investmest. An important factor coatsibuting
to this has been the international recognition of the soundness of the govern-
ment economic and financial policies. The confidence in the policies of the
gsovernment and the good management of the cconomy has been expressed
at several important levcls. It has been cxpressed at the level of governments
such as France, India and the United Kingdom and other donor countries;
1t has been cxpressed at the level of intcrnational institutions such as the
IMF, the Werld Bank, the ADB; it has bcen cloquently expressed at the
reccat CG Meeting in Paris. The international business community s
well informed. They are fully aware af the image of Mauritius as a country
which honours its debts and al] its international obligations, as a Country.
which is on the verge of quick economic progress, as a country with a mixed

econcmy and the most democratic set up, and as a country with a strong
and pragmatic government,

45. In the cominz fiscal year we expect total investment to grow by
about 9 per cent in real terms. This indicates an improvement over the
highly satisfactory 8.5 investment growth in the current fiscal year. With
regard to GDP, growth rate in real terms is expected to be 5.4 per cent.
This is compared o0 a growth rate of 4.1 per cent in current fiscal year.
The expected growth raie s also much higher than the 4 per cent average

growth rate forecast for developing countries as a whole and the average
3 to 3.5 per cent expected from developed countries. Largely because of an
expected 16 per cent in Sugar output, the agricultural sector as a whole is

expected to grow by 12.2 per cent as compared to 1.5 per cent this yéar.
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d the tourism scctors are expected to register . growth rate of
nd 7.5 per cent respectivelv. The construction sector is forecast

-3 per ceni. Employment prospests are expected to substantially
improve duricg the next fiscal year. The rate of unemployment is estimated
o {2l to 15.2 per cent as compzred to 17 per cent in 1984/85. Employment
in the EPZ, which increased from 33,000 10 45,900 in the course of this
Bnancic] year, is expected to increase by a further 25 per cent in 1985/86.
With regard to irflation, we expect an improvement next year. If the climate
is favouratle 16 us, ve Mmay expect a reduction in inflation to below 7 per
cent.

]

t

46.  With regards to our moretary and credit policies in 1985/86, the
basic considsration will co tinue to be the foreign exchange reserve position.
At the same ume, credit policies will continue to be flexible so as to accom-
mocate the exigensies ¢f cconomis growth. In particular monetary and
credit policies  will compiement fiscal policizs in the task of promoting
economic growii. T -

[S
o]

.. Asrezards our balanze of pormaents, there are now clear prospects
for acheving a surmlus in 1985736, Such prospects wre most welome as
Ur cdlance of puyinials has not reconded a surplus since 1[975/76. This
surplus s expected to arise from a significant iinprovement in the current
account balince whick indicates the good improvement in the current
mnt balance which indicates (he go0d performance of the cconomy.
Imports are projecied 1o increase by 12 per cent in nominal terms during
1985785, Expors are expucted o increase by about 17 per cent during the
samie poriod. Cons:quontly, the curren: account delicit is projecied to be
redaced [rem Rs 463 million in 1984/85 to about Rs 187 million in 1985/86.
Thus, aceording o cur projection, the current accoun: deficit, expressed as
eI £ GDP would fall from 3 per cent in current year to 1.1 per
ar. I this projection marterialises, as | expect it will, we will
2 Rap forward in our eforts to bringing eguilibrium in our
3. a5 recards capizl account, it is projected to record
ainest the same kevel of infiow as in 1984/85. Thus mainly as a result of
improvement in ths ~urent accouni, the overal]l balance is forecast to show
a surplus of abeut Rs 155 million.

T, 1 must kasten 1o point out that despite the projected
overail bulance of puyments surplus, our foreign cxchange reserve will con-
tinue o0 be under presure cue to heavy repaymeants of our debts.

<3. However,
i) »

s
Tt

%9. Before coming 1o our financial strategy, let me bricfly address an
issue which has auracted considerable publicity recently. It concerns the

relationship bewween the Legisiative and the Exccutive, in so far as it deals’

with the administration and the conwrol of public finance. Our Constitution
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provides for well-cstablished institutions to exercise in full independence thej
authority and responsibility as watchdogs against abuses in the public secto;
The Director of Audit has been given the authority and responsibility o
auditing the accounts of the Government of Mauritius, local authorities, an
most parasiaial bodies, while the Ombudsman has the power to investigat
into aay alleged cases of maladminisiration ieading to imjustice. We als
have the Public Accounts Committee, which is chaired by a leading membe
of the Opposition und whose duties are mainly to review the accounts of th
Government of Mauritius in the light of the report of the Director of Audit
In addition to the provisions contained in the Constitution concerning the
financia! management of public resources, we have also legislation enacted
by this House, nzamely the Finance and Audit Act. and the Statutory Bodies
(Acceunts und Audit) Act where the means of control over t-e Executive
are speit out in details.

.

50. Government is presently working on an ambitious scheme to
review and update management practices within the public sector. It is
imperative that the decision-making process and the implementation of
policics be improved by the intreduction of up-to-date management concepts
and techniques, by the design of proper marnagement information systems
and by the development of new attitudes which will make the public sector

more responsive to the country’s short and long-term economic and social
needs.

51. Ia this context, the Management Audit Bureau of my Ministry will
soon be launching a Public Sector Management Improvement Programme.
The main objectives of this Programme will be first to upgrade management
skills in the public sector, and secondly to streamline administrative systems
and work procedures in the Civil Service. :

52. The implementation of this Programme will be moniiored jointly
by the Establishment Division of the Prime Minister’s Office and the
Management Audit Bureau. A series of measures will soon be taken such
as the launching of a trzining scheme for managers in the civil service, the
design of a new pzrformance evaluation reporting system and the greater
utilisation of computer facilities in the public service.

53. Let me now briefly expiain the overall financial strategy of the
government. As the Housc is aware, our strategy in the’last two years has
been twofold. First, we have set to ourselves the task of reducing the overall
budget deficit to a level that is financially sustainable over the medium term.
Secondly, as a consequence of the budgetary policy, we have bzen able to
follow a monetary policy that allows more fiexibility in allocating credit to
the private sector. : ‘
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= 54, The pclicy of reducting the overail budger deficit is required- for
various reasons. First, it is necessary to limit the borrowing requircments of
the Goumnh.ut. A big deficit implies heuvy borrowing, locally and. from
forcign sources. Borrowing locally from thz bank sector is direcily inflationary
and therelose runs codcter to the objeciive of checking inflation. Secondly,
hewvy goveramunt borrowing from the ioco! non-bank sector means that less
of these rosources are availuble o mcet the neads of the private sector.

35. The noiicy of reducing the dedicit as a percentage of GDP is also
linked with the b;;!m:c of payments aad foreign exchange reserve prospects.
s them determine the extent o which domestic credit can

: : Th’s credit nas 1o be shaved between

e puelic secior preemints 100 large a share
i be demed the credit necessary for con-

abjective of reducing further the overzll budget
ticre is the no less imporiant objective of
Triis objective is crucizl. Ualess the Recur-
Pirudgel will coniinue to be linanced eatirely
. meaticaed the preblem of obtaining conces-
ererore 1 ann auming this year to bring some unprovements
U -gc:. I 2m uiniing 10 reducing gross recurrent expenditure
£ GDP to 27.7 per cent.

56. Ia udditon

—— 1

57. 1 now come v oour )‘.;.-u fer ‘{::I‘U'....HQ e preductive scctors
of the economy. Lot mie ot expia philosoply underiying the Govern-
mens’s ;.'*,;roa.\_;. 0 veoncie Covelopmient. As I mentioned in the beginning
of my speech, we need 0 have a bolanced and integrated approach to

2iop ’1::L First Manrinus is fast moving from an agricultural to an

: Thiy wunsformation inevitibly brings in its train changes
and behaviour of ¢ el We miust 210 it ihut the model
twe ndopt Qo resuit i ine alicnution of our fellow
5. ™0 one will deny that wnoaccelueraied econon 1&.: arowth is essential
HoWe went © soive our unemplioymient preblemi. What we must bz careful
of, Mr o"-‘;‘:kc:'_ 1s that this a CL‘I‘ rated growth takes place witheout disrupting
the culture and soci;l fabric of :hic nation. Our feliow ci 1 zens should not be

i ] fully encaged us an active agent in the
tiens. I wish to repeat that the ultimate
heppiness of the citizen. Secondly,
the cconomic modal does not create
some scctors of the economy. Many
pursied an ox pori-lcd developinent sirutegy “a Ia outrance™,
due considaration to the need for self-reliance in food pro-
duction ard ihey have paid heavily for it. This s why, Mr Speaker, 1 spoke
carlicr ¢f an imiegrated and balanced approzch to developmeat where we

an

heni

~

&
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give as much attention to the sectors that enable us to save foreign exchange
as we give {0 sectors that carn us foreign exchange. Thirdly, we must be
careful that the benefits of growth do not go to a small group of people
only. The beuefits of development should be spread to the maximum possible
in the wholc nation. That is why the Government is so keen to sec the deve-
lopment of viable small scale enterprises in all sectors and to encourage the
emergence of a large number of small farmers and small entreprencurs who
wiil form the bac!\bon of the ecouomy.

58. As I indicated carlicr the manufaciuring sector, especially the EPZ
szctor looks poised to achicve a further spectacular increase next year. The
tourist sector equally is set to achieve substantial progress, The small scale
scctor is also responding to incentive measures taken. The agricultural diversi-
fication programme is progressing well. While these signs are most encouraging,
it is no recson thut we should Iull ourselves into a false sense of complacency.
i believe that we should redouble efforts in order to further speed up the
development of our productive scctors. The task ahead is arduous, especially
as we nced to urgently create productive employment. 1 consider that we
should go all out for getting results. I am therefore providing in this Budget
several incentive measures to complement the serics of measures introduced in
the last two Budgets.

56. Before coming to the measures let e bricfly outline some areas
where we have made particular efforts recently. We have launched in an
ageressive way an industrial promotion campaign both locally and abroad.
A number of missions led by members of this Government has established
contacts in the Far East, the Middle East, Europe as well as in the U.S. At the
same time we have oeen creating all the conditions necessary in Mauritius to
attract forcizn investments. We have cut procedural delays to the minimum
to ensure that adeguate infrastruciural facilities are availabz when needed.

60. These efforts are yielding results. We have witnessed an unprecedented
interest in Mauritius by foreign investors. There has been tremendous demand
pressurc on industrial sites. We have had to act quickly so as not to drive those
investors away, The seven industrial sites which have been almost completed
will provide some 330,000 sa. 1t. of factory space. All of this space has bee
booxed already.

61. We have been prompt in cstablishing MEDIA, as an specialized body
1o exccuic Govurnmmt‘s policies for industrial growth. This organisation has
staried operating and will provide valuable help to the Ministry of Industry in
promoting investment by both loca! and foreign investors.

62. The Gavernment has been inducing foreign investors to undertake
joint-venture operations so that Mauritians can acquire new technology and
marketing skills as well as obtain a share in the benefits derived from such
investments. In our investment promotion campaign, we intend to cover some
European countries like Holland, Switzerland and Italy which have so far becn
neglected. We have noted that investment so far has been concentrated in the
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textiles sector. While we intend to consolidate our position in our export
markets for textile products, we are giving priority to investment in other
activities, especizily these bringing new technclegy into the country

63. In the field of export promoting, the organisation of such specialized
falrs in Mavritius has vieldod ~ositive resuits. These ciToris will be supplemented
: Vi o : 2Bk manuiLciurers {0 peaetrate new
3 strengibening its ties with neigh-

=

ries with the ain of promoting ¢ -operation in the field of trade,
64. 1 would iike to touch bricliy on the subject of regional coopcration.

ID2TREIS, un.
t
1S

bouring coun

;
are condzinaed 1o Xiend CUr ¢conoiait

e cuwside werls, R
we need 1o develep furihor © ia/Seuth trade Uk, espesizily becuuse of the
were and moe wrowetionist aititnde of developed countrics. Our Prime
Mirister who s just back from 2 visit to Ma irgascar has shown a personal
interest in the pronction ! ccoperation wad also South/South co-
opariiion. 1 Madugasear will sirengthen our
S the seope for econos b cocperziion. In this context,
ITwould il coutdied in January last o five year
<t we are providing for preferential

B
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There 15 1o <

tizs cnd ¢

vadiles ©f the ¢ Accord General de
< ln Cem:ission de 'Occan Indien
snactive, Tris : at opens up wids
ration in trade,

L4
o

-
@]

miy teridl rmes ior a st of comrtio-
trade araa. The PTA helds out good long

et £t 1
watameng couninies of the resion.
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am modifyvin
azriculture, Industry and tourism. At present
orute tux beneiits tader seourate schemes.

v

An B from corporate tax
for: ie normal rate during years
111 ate during years 16 to 20. Further-

]
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§ ars tax free for any consceutive five years.
A cempany holding an Export Service Certificate pays corporate tax
at the rate of 10 er cent and enjoys the same concessions with reoar

EPZ. 2
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Uncer the Hotel Management (Incentives) Sclieme, hotel companies
get a partial tax holiday for a period of 15 years. The rate of corporate
tax for the first 8 years is 10 per cent and for the subsequent 7 years
it is I35 per cent. .

A company having a Development Certificate or Aazricultural
Development Certificate eajeys a corporatc tax holiday for 5to 8
years and the exemgption {rom payment of income tax on dividends is
similar to EPZ.

68. Ir Speaker, Sir, these different tax regimes lave evolved t different
stages since tie list decade. They have been framed under differen. =conomic
context. As a result, we huve teday widely dificrent fax rates for the various
scctors of the cconony. Tiic period of tax relief also difTers from: sector to sector.
This system of tax discrimination is'clearly inconsizteut with the balanced and
integrated development approach which we have now adopted. Discriminatory
tax regimes distort the allocation of resources and therefore go counter to our
strategy of encouraging investment in all productive sectors of the economy. |,
therefore, believe thai there are strong grounds for uniformising those tax
regimes. '

69. Mr Spcaker, I have decided the following tax mezsures.

First, all companies holding an Export Enterprise Certificate, -an
Export Service Certificate, a Developnient Certificate, a Hotel Mana-
genent Service Certificate, or an Agricultural Development Certificste
will henceforth pay corporaie tux at the nominal rate of oniy 15 per
cent. This tax will be paid during the whole life of the compuny. This
new tax system will apply to new companics. Existing companies
holding these certificates will be allowed lo opt for the new tax
regime.
Second, dividends, paid by companics fiolding the certificates which I
have just mentioned wiil be exempted {rom income tax for a period
of ten years as from production day.

he House will recall that last year I introduced a graduated tax
rzduction of 2 per cent for every 10 per cent of turnover exported,
subject to a maximum tax reduetion of 10 per cent. My third measure
is to remove this ceiling of 10 per cent. Henceforth, a coimpany that
exports 1C0 per cent of its turnover will get a 20 per ceat tax rebate
and wili pay tax at the nominal rate of 15 per cent. This meastre is a
major incentive ] am giving to import substitution incustries to move
towards export. This measure will not apply to exporters of sugar,
tea, and molasses. ,

70. Mr Speaker, Sir, my colleague, the Minister of Industry, will present
to the House shortly an Industry Bill to rationalise the inceative packages
available to the manufacturing sector. i

A . [T PYRRE S RN
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The otker measures that I am proposing are as follows:

{i) The preferential rate of intercst presentily restricted to certai
sectors will bs extended to ali productive sectors that I have jue
nientioned. All those sectors will henceforth be deemed priorit
sectors for the purpose of credit allocation by the Bank ¢
Mauritius.

(ii) The Government has also {nitiated action to establish a leasin:
bauk for mecting the middle term and long term capizal needs o
the produciive secisrs. This leasing bank will go = long way
towards promoting iLvestmens,

@i} I will bring to Pailizment nex: year a Stock Excharge Bill t
provide for the creation of a stack market in Mauritius. Thi
instiri:tion will heip to mobilise saving and encourage investment.
Ia this contexy, I would like to remind the House that the new
Companics Act will create a lzgel environment more conductive
1o the development of anterprises. The House would wish to
know that the St Iavestment Corporation is directly assisting
n the promoton of busincss expansion and is increasingly
becoming a key institution providing financial and technical
resourees to speed up the development of business enterpriscs.

{iv) Finally, the Government wil! undertake & rationalisztion of the
Customs Tariil sho:U'y in order to make the tarifl structure more
conductive to growih and employment creation,

72. Let mc now mention some Imeasures which I am taking for specific

sectors.

() Wik agrieulural secter, I provided Rs 30 million

i s ¢i lor promoting livesteck, fishing and food
crop development. Tie diversification programime has made a
300d start. The amount has been used to finance schemes for
livestock development, for fruit production, and for payment of
support prices o foodcrop producars. I am again providing an
amount of Rs 30 miilion in this Budget for the continuation of
this diversification programma. '

{
ke

(i) With rezard to the dshzries sector, Tam remeving tie stamp duty
on imports of fishing vessels. I am also excinpting from payment
of custems cuty on outboard motors used by fishing boats. Qur

fishermen will, } hope, make thesbest use of this incentive.

~’

(i) With repard to industrial development, 1 am providing an
amount of Rs 5 millica for MEDIA for its investment and export
promctions zbroag,

(iv) In view of the breakthrough of our tourism in new markets ] am
increasing the provision for the promotion of tourism from
Rs 12 million in the current year to Rs 17.3 million. .. . -
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73.. Mr Speaker, this year has be=q proclaimed the international Year of
the Youth. I have made it a point, during the Preparation of the Budget to meet
our young peopic so as to know better their problems, their aspirations and
their vision of the future. I have met representatives of youth organisations as
well as students and I have had the most stimulating discussions with them, 1
have been very much impressed by the drive and sense of initiative of the young
people [ met. - a

74. Our young people legitimately want to have their fair share in the
development of the country and they wish to participate more fully in the
affuirs of the nation. As a Government it is our duty to help thesc young people
who will be called upon to-morrow to carve the destiny of the country. The
development of the country will need a race of people who have drive, initiative,
creativity and who are prepared to take risks. I am sure that our young genera-
tion can take this challenge. . :

75. Mr Speaker, I have tried in this Budget to provide the m&ans by
which our youth can get better access to education, training, employment
and sports, culture and leisure. o T

76. A lot has already been done to democratise education in this country
and we can feel proud to-day that a child irrespective of his cconomic and
social background can gct access to education. In order to improve further
this access to education 1 am proposing two measures in this Budget. First,
I have decided that all those needy students who qualify for assistance from
the Ministry ¢f Social Security for the payment of examination fees will be
given a grant at the beginning of the schoo) year for the purchase of books -
and requisites, Secondly, I have decided to remove stamp duty on imports
of books. Hon. Meinbers will recall that in my first budget I had removed
sales tax on books. Thcrefore from now on, imports of books will be free
from all taxes. This measure will cost the Exchequer some Rs 3 million-

77. The House is aware of the huge efforts being made by the Govern-
ment to promote sporis in the country. Mr Speaker, Mauritius has a young
population and it is fitting that we devote attention and resources for the pro-
motion of sports. We are encouraging our young people to participate actively
in sports as this will instill in them a sence of dedication, fairplay 2nd a feeling
of natioral pride. An important event in cur national life this year is the
second Indian Ocean Islands Games, which we have the privilege of hosting,
We 2ll look forward to make these g2mes a success. I am happy to provide
lecessary additional rescurces in this budget. I am increasing the provision
‘or this event from Rs 25 million to Rs 36 million. In the context of the Games,
Sovernment has already decided to remove customs duty on training shoes.
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Furtherrore, I am providing for substantial increases in the recurrent vot
of the Ministry of Youth and Sporis for sports promotion and for yout!
development. 1 am providing anether Rs 1 million thic year to supplemen
the Rs 1 miilion provided year for the celebration of the Internationa
Youth vear. ! am ulso providing en dncrease of 30 ver cent in subsidies to youltl
and sporis federations. Gverzll, ihe -ecurrent budacr of the Ministry wil
increase from Rs 9.2 million to Rs 11.5 miilion and this is a clear indicatior
of Government's comuniment to promote and cevelop youth activities.

1

i3 Inzegurd te vouh training, the House is already aware of the ongoing
vocatienal iraining beins provided by various instliutions such a+ ‘le Ministry
of Educntion, the Rogionul Develor of the Ministry « Economic
Planning and Developmeni and mors recently by the Ministry of Youth and
r Ker i view of the acute need for further training faciiitics for

icd 10 embark this year on an ambitious
41 be known as the National Youth
rernted with the close collzboration of
215 & jolnt venture and T am zHocuting Rs 18
s iathe Caphial Budpet as Government's contri-
- This money wiil be channclled through the National
vaiich will be the responsible agency for the administration of
Under the progranmme young persons leaving school will
iC arens with & view 1o eahance their chance of securing
priscon their cwn. Another otjective of the pregramme
1ip in varlous trades. Each participating

O recruit, in addition to its normal labour force, a number
fe aged not more than 30 satisfying the minimum qualifications
presericed. The training period will be long enough to eneble the trainees to
safticient skiil. They will thereafter be 2bsorbed in the same enterprise
empioyment elsewhere or crevie their own enterprises. Unemployed
130 cun have access 1o they scheme. It is expectad that over 4,000

1)
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soLig peogle will be trained euch year under the National Youth Training
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79. Mr Speaker, I have spoken about job creation in genceral. The bulk
of the unem d ¢ iound zmong the young people and no Governmenat
can ignore such a si

$0. It s been a common practice for mest Mauritians to seek jobs
which offer security above everything clse with a strong bias for employment ip
the public secior. We have been for too long a natio.: of job-seekers. This
nientality is very much a heritaze of the Colonial past. What Mzuritius needs
to-day is & young gencration of cntreprencurs full of initiative and dynamism
and wio are prepared to tuke risks and fuce the future bolcly. At this point
Mr Speaker I would like to speak on the scheme which I launched last year. The
House will recall that I provided last year Rs 30 million for the Small Scale
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Entrepreneurs Scheme. The objective of the scheme is to provide funds to the
young uncmployed who havc ideas but not the means to put these ideas into
practice. The scheme givas a fair chance to all Mauritians, irrespective of their
socio-economic background, to get access to funds to start a business of their
own. It aims at the creation of small eaterprises and the encouragement of self
reliance. The scheme provides very attractive concessions such as a grant of 20
per cent of the borrowed amount. Furthermore, there is no need for sccurity by
way of fixed charge on land and for third party guarantees. I am happy to inform
the House that the implementation of this scheme has been a complete success.
The whole provision of Rs 30 miliion has been fully committed. In all 1,550
loans have been upproved. A whole spectrum of projects is fnanced uader this
scheme, comprising manufacture of garments, furniture, metal works, food
processing, fishing and livestock including rezring of cattle, pig, sheep, goat and
poultry. I am happy to note that given the right incentive the young are willing
to go back to the land. Mr Speaker, in view of the great success of the scheme
I am providing this year an amount of Rs 35 million as compared to Rs 30
miilion last year for the continuation and expansion of the programme. The
project value of the Small Scale Entrepreseurs Scheme is Rs 210 million to be
disbursed in the coming years. it is expected that this project will heip launch
more than 10,000 new enterprises managed by a new gencration of young
entrepreneurs. This Scheme is a key element in the strategy of the Government
Le democratise the economy. At the same time because of its high potential for
Jjob creation this scheme will go a long way towards alleviating the unemploy-
ment problem.

81. The role playcd by the DBM for the promotion of the Small Scale
and Self-cmployed Sectors has been decisive and it will continue to be so.
However it has come to my knowledge that many young entreprencurs have
becn experiencing difficulties to raise working capital from commercial banks,
We believe that the commercial banks should =also set up innovative and
agressive programmes to bolster the smali-business community. It makes
good business sense for banks to help the small businesses and self employed
units to obtain their working capital needs. The banks have a responsibility
and should participate in the creation of an economic environment which
allows small businesses and scif-employed units to grow. This is the type o1
meaningful commitment we expect from the banks. I have decided that from
now on loans made to small entrepreneurs will carry preferential interest
rates and I have requested the Bank of Mauritius to integrate such advances
in the ‘priority sector’ scale for the purpose of credit allocation.

.. 82. The House will be glad to know that various international institu~
tions have been following the cvolution of our Small Scale Enterpreneurs
Scheme. They have expressed their intention of sponsoring similar schemeg
in developing countries based on our model. S ;
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§3. Mr Speaker, we are living in the computer age. The pace of our
development would depend on how fast we can adopt tic computer in all
facets of our !fz — whother it is in indusiry, business, school or even at home.
We want our young pecpic to become famiiiar with the computer world at
an carly age. The House will recail that last year i reduced the import duty
oo computers from 30-30-0 to 20-20-5. I have decided to reducs vre duty
down 9 a nominal rate of 10-5-0. a5 © further incentive 10 enable the youth
0 ILnve Gelms 1o compurars. Furthermore, Government is taking steps to
inireduce coianuter stud school curriculum.

iag in tha
s in e

84 I have cealt with measures to improve access of our youth to educa-
L 4

on. irzining, emplovient, sporis, culture and leisure. I will now move Mr

i 3
Speaker, to iz 188335 Estinates.

85. T huve zlrendy Indicuted in broad Iines the finuncial strategy of the
Governmen ave cealt on the need to avoid excessive borrowing because
of the cunscquential high level of debt scrvicing. ‘T have alse exlained that

he pr i

—

PSSR Circumstances,we canaot pursue a too rigid financiai policy.
‘ownturn in clonomic activity which is the lzst ihing we
dinue suiking a balence Letween reversing the borrow-
the puze of investaiont, econcanic zetivity, and
In ihis 1 mbiniag policics to
e > objectives. In the first place, I have made suibstantial provision
for stimulating the su ply side of the cconomy. I have already announced
aceelernte the pace of cconomiz growth and
amoanking & mojor inceine ax coneession
shalil expiuin the reasons when announcing
LoRing provision o give the low income aroup
ihie cost of fiving increase. Fourthly, I am making
; s

) ervices and programmes
ing of somic services. Fifthly, | have ensnired that

capital Budgat for all projects which are essential for
mecling our develnpment farget, in particulas projecis whose economic justifi-
cation hiave been established seyor.d guestion.

u
twre s provision in o

&6, Mr Speaker, I will now outline my Recurrent Expenditure proposals

First, ier rae indicate the totul amount of recurrent cxpenditure that
I om providing in the Budget. Inclusive of the cost of the wage compensation,
and full estimated cost of paying the public debt, total recurrent expenditure
would be Rs 4,686 :ilion, which is about 9 per cent higher, in nominal terms,

than the recurrent expenditure for 1984/33. . S
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87. I will now explain the Recurrent Estimatas.

First, the provision for wzges and salaries. I have ailowed for a
marginal increase in the levei of employment in the general services. I have
aliowed for an increasc only in cases where it is absolutely essential for the
efficient running of th: services. This is for two reasons. First the level of
cmployment in the public sector is alrcady too high. In fact there is considerable
labour surplus in the government services. Secordly, there is the need 1o keep
the pay bill within an accepuble level. However, as the House is aware, I have
alrcady arnounced the Government’s dccision to give a fair and equitable
compcensation this year allowing for full compensation to cmployees in the
lowest income brackets. This is a Government commitment to protect to the
maximum the more vulnerable groups of our society from the harsh effects of
the adjustment process. '

88. Secondly, the provision for servicing the public debt. I have made a
tetal provision of Rs 1,848 million for this item, as compared to Rs 1,618
million in the 1984/85 Budget. The House will note with concern the dramatic
increase of debt service this year by a total of Rs 230 million 52 per cent of this
amount, that is Rs 961 million, is in respect of servicing the external debt. The
full cost of servicing external debr, including IMF and publicly gsuaranteed
debt will be about Rs 2,130 million in 1985/86. Government will also kave to
repay anonymous bearer bonds which were subscribed in 1982/83. I have
already dealt with the Government’s policy with regard to external indebtedness,
I would Fke here just to remind the House that the debt burden of this magni-
tude scvercly constrains the scope for cconomic and social development.

89. Thircly, the provision for essential services. I would like to start with
education. I have made a provision of Rs 540 million for meeting the full cost
of frce education. The education budget has besn spared to a large extent from
the burden of fiscal adjustment. : '

50. Next, Health, [ am allowing a substantial increase from Rs 285
million to Rs 306 million excluding the cost of wage compensation. I have
sanmarked an amcunt of Rs 6.0 million for an open-heart surgery programme of
Professor Raffa 2nd the Paris Medical University. We have noted during the
past years an alarming increase in cases of bronchial asthma and allergic discases
in Mauritius. The Government has decided o create a cenire for research with a
view to identifying the causes and preventing the diseases. The centre will be
under the aegis of the University of Mauritius, and the research work will be
performed under foreir <echnical assistance. I am providing an amount of
Rs 500,000 in the C:- 1 Rudget the total project value of which is Rs 5§
million. N ' - o
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91. The Budgst for the Ministry for Employment and of Social Security
and National Solidarity is being increased from Rs 333 millior to Rs 367 million
this yeor, that is an increases of Rs 34 mitlion. This increased provision reflects
the firm commitment of the Government towards the old, the disabled. the
vremployed zad the weakest sections of cur populztion. The House will note
that this year agein the Government has aworded rzcipients of social benefits a
rate of corpensation higher than the increusz in CPIL '

pecial provisicn of Rs 325,000 for the
ore puartictlarly the disabled and the
¢ Governments policy of assisting the
af witl be used 1o provide artificial aids
also provide wincenities for the aged,
am increasing thie coatribution given
:anisati s, The Lois Lagesse Trust Fund
velfore of the deaf are doing a tramendous work to
iothe deafl I have thorelore decided to
enizaticns. Mr Spzeber, T am also
Z he pensicn peyotle to old age pensioners under 75,
Wwho aie sev hand! d. As from Ist July this year, their pension will be
increesed frem Rs 184 to Rs 230. This amount of Rs 230 includes the 9 per cent
compensation given this year.

PRSI
~va D

z.

\

3. Ministry of Women'’s Rizhis and Family Affairs

czsad from Rs +.3 million to Rs 3.5 miliion. The House will
remember that the Budget for this Ministry was barely Rs 0.5 million two

years ugg. ubstantiz! increase of the budget of the Ministry reflects the

S4. Government dovotes considerzdle resources for the promotion
2is 35 n line with our siratezy for aceelercting the growth of this

e

tourisin premetion campaign in the United Kingdom. This amount is. in
adaition to the Rs 13 million which is provided in the Capital Budget for tourism
prom.otion.

93. With regard to subsidy on rice and flour I have maintaiaed the level
of subsidy at Rs 80 million. Here again I have been able to resist IMF pressure
Jor a much reduced level of subsidy.
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© 96. With regard to capital expenditure, I am providing an amount of
Rs 1,510 million. Therefore in spite of the budgetary censtraints, I have been
able to provide for a higher level of Capital Expenditure than last year. To the
maximum extent possible, projects with good economic justification hav.
been retained. These are projects in the productive sectors which are essentia
for sustaining growth. i

97. Now I come to my financing proposals. Recurrent revenue in 1985/86,
inclusive of the yield expacted from the new revenue measures and tax adjust-
ments I shali announce shortly, is estimated at Rs 3,388 million. As I indicated
carlier, grants are estimated to reach a total of Rs 276 million. Other capital
receipts, such as dividends on investments and miscellaneous receipts, would
come to Ks 39 million. Therefore, total revenue, grant and miscellaneous
capital receipts will amount to Rs 4,203 million.

98. Given a levei of Recurrent Expenditure, on a net basis of Rs 3,94y
millioa, capita! expenditure (excluding repayments to the IMF) of Rs 1,150
million, there will therefore be a need to finance a deficit of Rs 896 million
corresponding to 5.3 per cent of GDP. As I have mentioned earlier, this is the
maximum level of deficit agreeable to the IMF. - : B

~ §9. Iexpect to be able to fund this deficit from net foreign loans, totalling
Rs 198 million, and Jocal loans ¢ Rs 698 million. .

100. I now come to the revenue measure which I need to take to realise
my fotal recurrent requircment of Rs 3,888 million. Taking into account the
increase ir revenue accruing from normal buoyancy of the tax system, ard the
tax concessions I shall make, the estimated revenue on a no policy change
basis, is Rs 3,748 million, that is, Rs 140 million short of the amount required.

101. I shail new anrounce my revenue measure for filling the gap and
then move on to the Jast theme of :his Budget — income tax relief. The
Honourable Members will appreciate the impact of the increased debt burden
on the budset. As I have indicated, the cost of debt servicing as compared
to the estimate last year will increase by Rs 230 million. Furthermore, the
Government has awarded a generous wage compensation costing some Rs 138
millicn to the Budget. These two items which account for an increased expen-
diture of Rs 368 million have had a direct bearing on our deficit.

102. This year again, I have refrained from meeting the deiicit through
expenditure cuts. I have deliberately ruled out cuts in the social service: because
of the Government’s commitment to protect the low income groups. I have
also reftained from the easy solution of slashing capital expenditure. This
would have been inconsistent with our growth and employment objectives.



fave sad therefore nn alterrative but to raise additional revenue,
T tions to raise the required amount, My main conside-

3 T hie X burden ng widely os possible with the minimum
hardship tc the weaker sections of the population, Secondly, there is a need to
reduce demznd for mporied goeds in view of our sill precarious balance of
DPayments situution. Thirdly, there is g need to contain price increzses, -

IG4, T havey dtoincreass rhe stemp duty on imports
from 13.2 pir con, by 3.8 per cent. I wouid iike to remind
e House thar this 1 Impori of basic commodities such ag

basi
izers and keroszne, [ am scutisfied that
spares the lower income group and it

105, Ner Spcker, | will now ¢ me 10 the cenira! theme of the Budaet

Tam relrding 20 the Inconie Tax Reler witich 1 premised. Mr Speaker, the
Budeet is not 2 mere AcCOURLng exercise. It is in fact a powerful instrument of
socizl and economic o ange and is an effective too] for allocating resources to
mect Sovernmant sconomic and sacitl priorities. It also Provides an efiective
means for reducing Inequity and brinzing social justice.

156, cious on the inequity in our income tax
system. Th 1oN 1S 2xcessive und over time it as become
& mojor iv Oorx elrort and risk taking. Also too many people with
ow income i have been convineed for quite some time

hace mal

Individual taxation, could not kring all the
Wl oconstruings, 1 opiwd last year 1o first
comie zroups. | ool a bold decision to
I houscholds with combined gross income of up to
ure, I removed from the lax roil some 15,000 taxpayers.

that the teiel number of taxpayers today is about
2ar because of improvad tax administration,

I o

I have Qecideld 1o exenmipl this year mcre houssholds
S from this yeur, the cxemption limit is being raised
000 for a married couple. In other words, Mr Speaker,

rom income tax all married couples carning up 1o Rs 2,500 per
»mth. Through this measys 5 Lam reroving this yaar seme 13,600 individuals
m the @x roll,

3Tt
vili (L8 40C

- g A¥a)
57 Rs 24,00
-

108, This vear, Mr Speaker, T have &iven z special attention to what I
uld call the intermediate income groups. I consider that these groups which
lude teachers, nursing officers, police officers, civil servants have been much
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penalised during the economic adjustmeut period. Theéy have had to bear'mor
than their fair share of the austerity measures.. I DOW announce my new mea:
sures for giving tax relicf. The measures will comprise :

* (1) reduction in the rate of tax; "

(i, extension of bands;

(iii) increase in personal deductions.

Mr Speaker, with regard to rate of tax, I am reducing the present rate
of 70 per cent to 33 per cent. With regard to tax bands, Mr Speaker, 1 am
reducing their number from 8 to 4. The new tax rates will be as follows:
’ Rate of tax on the I' — 10,000 rupee band will be 5 per cent;
Rate of tax on the 10,001 — 30,000 ruper band will be 15 per cent;
Rate of tax on the 30,001 — 50,000 rupee band will be 25 per cent;
Rate of tax on chargeable income in excess of Rs 50,000 will bs 35
per cent

. 109 I Rave just announced my proposal for simplifying and reducing
the tax bands. This measure is designed above all to remove a major disincentjve
to carn more through hard work. 1t is also a logical extension of the measure |
took last year to reform the Company Taxation. As the House is aware, I then
reduced the compuny tax rate 1o 35 per cent.

110. Mr Speaker, 1 now come to personal deductions. - At Prescnt,
different personal ceductions are claimed by taxpayers depending on their
circumstances, A single person’s allowance is Rs 7,500, If he is married, he gets
Rs 7,000 for himself and Rs 7,000 for his wifc. I have decided to uniformise and
increase the deduction (o Rs 10.000.

i ar increasing the additional permanent disablement deduction
from Rs 4,000 10 Rs 5,000.
I am increasing the deduction for wife uniformly to Rs 10,000.

Wife's carned income deduction is also increased from Rs 4,300
to Rs 5,000, o
For a child up to the age of 12, the deduction is Rs 2,900. For a
child between 12 ang I8, the deduction is Rs 3,600. 1 have decided
to have only basic deduction of Rs 5,000 per child up to a maximum
of threz. This Tepresents a substantial reljef. Furthermore, we are
also giving a uniform deduction of Rs 12,000 for a child attending a
university. Presently the deduction is Rs 9,600 for a child studying
abroad and Rs 5,500 for a child studying at the University of
Mauritius. ,
I introduced last year the Domestic Servants Relief of Rs 1,200 for a
full time houschold employee and Rs 400 for a part time employee,
I am now increasing the part time relicf to Rs 600,

111. Asa result of the tax changes I have just announced, there will be 3

substantial reductics in the tax bill at all levels of income. '
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112, Mr Speaker, let me illustrate the type of relief being given. In the
case of a married couple, with three children, therc would be an increase in
deductions of Rs 10,C20. If cuch a family =arns income up to Rs 3,000 per
mogth, the wmx deduciion will be 109 per cent, that is this income group will be
exempted eatirely from income tox.

In case this fimily draws Rs 4,000 per month, the tax reduction
will be 78 per cet. The House will realise that this category of
pessens will 2. lo a substenviz] redzction in their annual tax bill,

115, Jtis clear Mr Specker, thar 1 have sene 2 long way to make our
income iox sysiem more acceptable. Indeed | have probably gone much further
than most people would reasonably expect in the present circumstances.

114, Mr Speaker, I have received various representations from different
organizaticns thet customs duties on ticveles and spare parts are prohibitive.
I have the picasure of annourncing a subsiaatial reduction in the rate of customs
dutics on cycies, cycle parts and tyres. I am reducing custems duties as follows:

- Cycles — from 20 io 10% .
Oycle parts —  from 309 to 10%
Cyclenyres  — from 0% to 309

115. Befora I conclude my speach , Mr Speaker, I would like to express
my thanks to the Prime Minister for his unflinching support and cooperation.
The cconomic and sociu! programme we started two years ago, which is being
implemented through the Budgess, bears the stamp of his inspiration and
leadership.

116, Mr Speaker, I mentioned ia the beginning of my specch the central
kemes of my Bucget this year. [ shail conclude, Mr Speaker, by summarising
3e mcasures 1 have introduced in the Budget to give practical meaning to

hese themes.

117. These measures fall in four groups:
First, the measures 10 stimulate the productive sector of the economy.
1 have rationalised the corporaic tax,
I have extended tax exemption for dividands.
I have provided for increased access to credit at
preferential rates.
1 Eave exempted from Stamp Duty imports of fishing
vessels and from pavment of Customs Duty on outboard
used by fishing boats.
I have provided Rs 35 miliion for the Small Scale Entre-
prencurs Scheme and have also provided Rs 30 million
for diversification of agriculture. . :
I have increased the provision for Tourism promotion, -
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Secondly, for young peopls, I have removed stamp duty on imports
of books and I have also announced a grant to needy students for
the purckass of books and requisites.

I bave reduced import duty on computers and also on
bicycles.

We are increasing by 50 per cent subsidies to Youth and
Sports Fe-leration. .

Government is launching the National Youth Training
Programme under which some 4,000 young people would
be trained annually.

I have also provided for increased access to sports,

Thirdly, for the vulnerable group Governrient has awarded generous
compensation for the increase in cost of living.

I have provided for additional benefits to the handicapped
and disabled.

I have alto provided for a sharp increase in the provision
of the Ministry of Social Security and National Solidarity
for the benefit of the unemployed and the weakest section
of the population. :

Fourthly, 1 have announced very generous tax relief.

prosperous Mauritius.

Mr Speaker, Sir I move.

. 3382/6/85—3m
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