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The Admini:t rator of. AID appro\,c.d the inclusion Mauritiusof in the AEPRP onJune 1985 (Sce Arnrne E). Congress was notified of AID's intention to proceedwith the flauri tiu , on Scptember 6. The waiting period will expire on
September 21 and, 
 as-r-uming Congressional clearance, HEDSO plans to obligatethe proqrm funds on September 23 or 24. The Statutory Checklists have beencompleted (attached theto PAAD as Annex and noB) legal issues have been 
identified.
 

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

Program Inrlementation: The proposed program will be implemented by the
Ministry of Finance in co-ordination with the Ministry of Economic Planningand Development. Individual activities financed with local currency from theprogram will be implemented by the governmental entities charged with theirdevelopment and operation. Discussions have been held with all entitiesparticipating 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 principal REDSO backstop officers
will be Jim Dempsey, Project Officer, and Stu Callison, Regional Economics

Officer. 
 In Mauritius, S. Jathoonia, Economic/Commercial Assistant at the
 
Embassy, will handle day-to-day communications.
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I, SUMMARY AND RECOMM4 ENDATIONS 

A. Principle Program Features 

Five million doJ~lrs o Economic Support Funds (ESF) will. be granted to Mauritius 
under the African Econcmic Policy Reform Program (AEPRP). 'Thepurpose of the one 
year programis to assi-'it the,Government of Mauritius (GOm) by providing foreign 
exchange and bnuget-a,y support to ease the burden of policy reforms needed to 
continue econ.:mic structural adjustme.nts. Thc program will benefit ;auriLius 
first by providing 2o7icjiIxcnjC in the foi; of a cash granL for the 
importation of e:ssential commodities or for nec.esary finan -"ng. The local 
currency equivalent of the $5,000,000 grant will be used Lo urpport priority
government activities,. The grant will be relcascd in two tranches. The first,
foL two million dlollars, will be released within a month of the .igninq of the 
grant agreement. In I-irch o: April of 198G, a sucond tranche of three million
 
dollars will be released subject to satisfactory progress by the GOM int the
 
target reform areas (see s.ction 5!3 for details). 

Local currency equivalent of the dollar grant will be provided by the GOM for 
development activities. The two million dollars of rupee deposits from the first 
tranche will be allocated to assist in financing the budget deficit, while the 
rupees from the second tr..nche are e,:pected to be used for a smnill scale 
entrepreneur loan scheme ($2,000,000) and the construction of industrial space
for the expaumiing 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 (DB). 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 be 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 oriented 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
 
moderate increase in the foreign exchange available to the private sector for
 
investment, operations and consumption. The provision of the EPRP dollar grant

will come during 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 foreign exchange and the local currency combine in a programthat will inc'ease economic growth and ultimately help roduce unoiploymentMauritius. Through intariff and iin-duz.try reforiis and incrsod private investment,resulting f rom tax cuts, P"auritian :%n-ustrios will improve their efficiency andinternation i1 co;npehi[l.veses. The ri:0u].tinj er,:ansion of industry wi. geneatea subtanil nuiber of new jo-a. The EPr cgant hallp? the economy ov.,rcome itsserious foreign exche!vge constrainL and, thusc., lia intat the momentum of itsgrowth and employMen!: expansionj.. 1inallyr thl, local cutrrency depot-its willfinance the ca.[pital r'and consLructionL needed for the expansion of industry and

other productive sectors.
 

C. 1l.plementation and Conditions 

Several options, including project type activities and a commodity "rport program(CIP), were considered for financing under: Lhe EPRP. Project options wereevaluated in the PAIP and judged nrot to meet the EPRP objectives of quickdisbursement and foreiqn exchange and budgetary assistance. The use of the EPR1Pgrant for the importation of U.S. coramoditi:.es s carefully considered during thePAAD desig(n bccause of t-L'? desire to exland U. exports to Miauritius. Afterreviewing various options; for CIIa durinc PAIl? development, fertilizer rawmaterial .:as jjudged the only practical US import that could be firianced.However, the reCLui rerwncnL for ferjtilii zer raw materials, during the descireddisbursement 2riod for the EPRI' (O'Mi's fiscal year - July 1985 throughJune1986), is limited to the purchase of anhydrous ammonia, a commodity in which the
US is not Jelf--sufficient 
 and which is often not compeitively priced in theUnited Statc.s. For the EPRP to enconragc policy reforms that stengthened marketforces and the competitiveness of 1t uritian firms and then require the purchaseof a non-coiitpetitive US product undermines the very concept of the the program.Additionally, only $2,000,000 of the EPRP grant could be absorbed in the purchaseof this fertilizer ra, material. Edible oil, the commodity being imported under
the annual CIPs, has a financing backlog resulting from the 1984 
 and 1985Comimodity Import Programs. The purchase of alternative commodities, whichnecessity would be. large in number and small in value, 
of 

could not be managedbecause of the lack of staff in Mauritius. In the 
PAAD guidance from AID/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 GOM 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.
addition to its budget will 
This
 

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.
 

http:coramoditi:.es
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This policy reform determination will be a condition precedent to disbur--ement of
the second tranche. Additional.y, the GOM will '.be torequired open a special
account and deposit in the account the rupee equivalent of the second t ranche
cash grant. As mentioned previonusjy, this money wi.. be u.wed to cors!t.uet
industrial buildings and expand credit to small industries and ,-ntrepr%:neurs, 

0. Statutory Requir...... s 

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 to disbur-emeiit of each of the trariches. 

The Adinistrator of AID approved the 1nclusion of M.'auritius in the AEPRP on June18, 1985 (see Anmw.ex- E). Congress was notified of AID's intention to proceed withthe Naulirtius LE,P 01! Septemiber 6. Tho waiting p-eriod will expire on Septemihber
21 and, assuming Congression-al. clearance, PEDSO plans to obligate the 
funds on or about Soptrmn:E-,r 23. 

program 

For the envi ronneriLa. examination, a categorical exclusion determination is 
attached as Annex C. 

E. Recommen-dat ion 

The PAAD design team 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 COM in its
 
continued program of structural adjustment.
 

F. PAAD Design Team
 

M Baguant - Secretary of Finance, MOF
 
R Bheenick - Director of Planning, MEPD
 
S Callison - Economist, REDSO/ESA
 
J Dempsey - Project Development Officer, REDSO/ESA
 
B Stader - Commodity Management Officer, REDSO/ESA
 



II. PROGRAM DACKGROUND AND R ATIODALE 

A. The Setting
 

The island nation of Mauritius covers 720 square miles and has a population of 
one million consisting of Hindus, luslims, Creoles, Sino-Mauritians and 

Franco-Mau ri iti ns. The polyglot po,ulation mirrors the island's mixed history of 
French and Bril ish colonia.ization, and the importation of a large number of 
Indians as induntured !z borers following the abolition of s7lavery in 1833. 
Hindus Un0 Nl.:!lim o .1 ni an "e,: t coIstit; ute 67 percent; of the prpulation; the 
Creoles, de:scunding from. African slaves mixed with other racial strains, make up 
29 percent; the Chines:e rcrusent 3 percent of the ,opulation; and the 1Ihtes, 
percent. ]Lcspite the heterogeneity of the population, a dis'tinctive Mauritian 
cultural idcritity has unm, .ged. 7%1_thoacgh English constitutes the official 
language, FreTnch and Uindi are wid.:ly spoken. Creole represents the prevailing 
language of communication for Mau citians. 

While the population density is very high, at 1,333 inhabitants per square mile, 
the popvlatio;, growth is a maodest 1.5 percent per annum, largely resulting from a 
succes,,zful family planning program introduced in the 1960's. With an estimated 
pet capita ilcomae of l,,1,240 in 1983, rlauritius enjoys a standard of living 
comparable to those in i;liddle income countries in terms of nutrition, literacy, 
health care and educational facilities. However, the income distribution is 
relatively more uneven than in other developing countries ewing to the historical 
dominance of the suLgar estates and the rapid growth of a new industrial class. 
While poverty is found in both rural areas and urban concentrations 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 political 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 d-omestically. The major trade partners are the EEC
 
countries, the U.S. and Japan. 

During 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 government more similar in polii-.ical and economic
 
philosophy to the pre-1982 governments, the GOM has maintained its membership and
 
credibility in the Non-Aligned Movemen., 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 Diego Garcia, it has significantly muted the previous criticism of
 
the US military presence in the Indian Ocean. Indeed, the current government is
 



permitting Mauritian laborers to work on operations/maintenance contracts for the
 
US military at Diego Garcia. 
The Mauritian government 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 Mlauritius has set out a development strategy which has as its

goal economic sclf-reliance. At the sarme time, the 
GOM realizes that, as a

small, isolated country, it does not have the resources or mark'?ts to develop

without substantial foreigii trzA-e. Govornment officials 
and a recent White
Paper, "Towards lncrea;-i ng Self-Reliance," acknowle.1ge the comparative advantage
and crucial role of sugar production and manufactu;ing 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 o 
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 strategy, the GOM has instituted a serl.

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 III), 
but it is important to note that the

government's long term development strategy 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 standby credit arrangements and the World Bank's Structural
 
Adjustment Loans to help them through 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
 



growth is having important impacts on employment generation. Although thecurrent rate of employment creation is faster than in previous years, it needs tobe 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 firns under Exportoperating the Processing Zone (EPZ) Scheiiie. Underthe EPZ, enterprises setting LIP factories to sell their entire output outsideMauritis are for Eligible':port Enticrprise Certificates (EC). The main
objectives of tl:- EP.Z pra:oram are: to
(1) ,:,nrin, and diver ify the economy; (2)to lessen MauIriti:ius' depeni.1]nce on monocultire, ar.diI:s zuigir;(3) to createemployment. Under this sc1l)nae a numhor of incentives and f.!cilities areavailable to indIist ries in!clitding, inLer alia, exemption of import duties and
excises on tho ioportation of mnachinery and raw materials, tax holidays, free
repatriation of capital, preferential 

of 

electric po 'e: rates, and the availability
factory buil IAings for rent v:ithin r",rviced injustrial estates. Tho ExportProcessing Zone is not a physical area in which the exporting firms are located.In fact, approximately 200 firms operate under the C through,,utE the island.The government also awards Developiient Certificztes which provides incentives andpr-otection, primarily for import substituting industries on the island. 

The EEC incentive scheme has been extremely effective in employmont generation;
presently there are neat:ly 41,000 jobs in the EPZ. In the last year a:one,13,000 new jobs have been created. EPZ exports grew from less than 42 of totalexports in 1971 to 41% in 1984 with a cotrespending drop in Hauritius' dependenceon sugar exports which were t.educed from 87% of exports to about 50% during the same period. Thus, the progrE.n gone long way towardshas a diversifying theMauritian economy, creating new employment and upgrading the skills of manyworkers. Indeed, some 70% of Mauritians employed in industry work in the EPZ andthis represents 33% of Mauritian-all engaged in productive activities
(agriculture, mining, manufacturing, 
 power generation and construction). The EPZsubsector has been and is the main engine of growth of the Mauritian economy and now accounts for 7% of CDP, mostly in textiles and garments, jewelry,

electronics, diamond cutting, watches, toys and plastic goods.
 

Not only has the EPZ program riade effective use of Mauritius' best natural 
resource, an abundant, relatively well-educated labor force, but it has beenaccomplished at a relatively low investment cost of approximately $2,500 perjob. 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 tofoster economic growth and to add to foreign exchange earnings. There is scopefor expanding the program and an estimated 10,000-12,000 new jobs vwill 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
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'means of solving the most serious economic and socialunemployment. At the 
problem in M1auritius, highsame time, the GOM is not ignoring the need to attractnon-textile foreign investment. 

One of the key iinpcdiments to thc, immediate expansion of the EPZ is the lack ofindustrial space for irnfacturing and appropriate site,constructiozn. for factokyThe Go,', believes that and areas is 
public private sector actio.n in thesen ded immi'dizteiy. Consequently


factory cooctruction atio. is Suppo)7ting 
it- is placing highest priority on


infrast-lizture d veiopment for industrial 
parks. 

Although the is,EPZ for the present, the main engine of grot',th, the COM believesthat the drevelopment of small incdustry and entrep-eneur-,expansion of larger industries to support theand to build indigenous capacity,achieving self reliance, is crucial to long 
as a means of 

term devt--lop1 L:nt. Theand entrepreneurial small industrysector is an area where substantial new employnent can be
generated.
 

To increase sclf-rcliztnce 
its ferti3e 

and to achieve econoillic adjust:ment, I'lauritius must makeland more p..ocdctive and more eff.!ctive fo: national development.These lands arE: almos;t holly under cultivation with S,00Some devoted to cane.adj.s.-rtmen: of presecnt land usCe is required 
sugar 

to limil: dependence on this 
crops. GO;program 

crop and 
of 
increase 

agricultu-al 
prc'duction of food The has proposed an ambitious

one 

dvernsification to reduceaccounting for 2t% o tocal imports) 
food !;imports (presently


and, where feasible, to extend
agriculture as a forui;n the role ofexchange earner. Thte program seek;s to foodproduction, iiaximizeto incre s - sugar yields, to rationalize tea and tob-ncco production,to develop high-value export crops than andother sugar, to promote local
livestock production. 

Making more resources available for foodcrops does not necessarily mean thatsugar production will be reduced. 
The objective of the government is to increase
yields and sugar processing efficiency to keep sugar production at marketable
levels, while at the same time utilizing cane interline cropping and croprotation 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 industrykeep it competitive in the world markets. to
 
Increased productivity, factory
rationalization, agricultural diversification and energy production from waste
are specific objectives that will be 
supported by projects and investments.
 

Tourism development represents another objective of the GOM's economic structural
adjustment. 
 In 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 earner, 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, education and other social services will have to be
examined closely with a view to ensuring that they are cost-effective and that
 



they do not prejudice fvture-growth. Fiscal discipline will be required

throughout the economic adjustment period. 

D. US Assi.tiance Stratogy 

The 	 AID assisLtncre cir,-itegy f~or Mauril-ius has 	 been to help t:I', GOM achieve
macroeconomic .tnb:i.1. zati(,n by providing a modest amount of balance, of p.ymenut
support through CI]? anCd 
 PfL 180 programs. The local currency geiuerations providedbudgetary supporiL flor priort.iy develop;ierit activitios. The strategy for use' of 
local CuLren y i.. thrc:e-prongd: 

1. 	 To promote private sector activities in key development -,2ctors such as
agriculture, c:xport processing, manufacturinq, tourisft promotion, and 
services; 

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

3. 	 To assist the GO;1 to provide essential services (e.g. water supply) to the 
poorest elcmei-ts of the population. 

A summary description of activities financed with local currency is contained in 
Section Vii A. 

http:priort.iy


III. ECONOMIC DACKGROUND AND REFORM PACKAGE 

A. Economic Background* 

Mauritius' economy grOw rapidly betwecn 1972 and 1977, thanks to high sugarprices and rapid gqro.tjh cf the 11anufacturing sector. Generous incentiveschemes encoul:Jlged manufactLuring for export. Sugar prices declined sharply in197G, however, an1 combi ri<.d with the second large increase in petrol.eum prices, ade ald bl.anllce of. paymlTlhz'. 
in 1979 to rThei.e ,au c.iitj. telerms of r:
Expansionary f:[cn.a policies and ge"eu]ous wag increases in the late .970's ledto budgetary d.i,:its and] e-eelerat2, infla :ion. The real GIP growtthdecelerated and th:en the G)I? [tell by 

rate 
.1.0 percent in .980. The decline in sugarprofits shairply r-educed locally ava,.ilable funcds, ajdi this c,.)mbined with largewage increa.ses recduced the attractivencss of Miauritius to prospectiveinvestors. rece-sionary desand and the rise or protectionism abroad furthercon;stricted e::poct mar!,kJ.L-. Maiufactured exports rebound.d in 1983 and 1984,reflecting the racovery in world trade and more maret-oriented foreignexchange and wage policies. While this recovery created a sizeable nurmber ofjobs, the level of unenployn.int is still high at 15 percent or higher and is anissue of major concern in Mauritius. 

B. Reforms to Date**
 

In 1979 the GOM initiated stabilization and structural adjustment programswith IMF and World Bank support. Since then, five consecutive IMF stand-byarrangements have been implemented, supporting policies to adjust the foreignexchange rate, reduce consumer subsidies, restrain wage increases, restrict thegrowth of credit and the money supply, reduce the overall fiscal deficit, andmaintain a liberal system of trade and payments. Despite the worldwiderecession, adverse weather conditions and continued deterioration of the termsof trade, progress under' the stand-by arrangements has been good. 

The first World Bank structural adjustment loan (SAL) for $15.0 million in1981 focussed on supply-side measures. 
 Energy planning capacity was
strengthened, the medium-terra public investment program was reduced and
rationalized, and policy reforms in agriculture and industry were initiated.
The second SAL for 140.0 million, which began in late 1983, has four
objectives: (1) a restructuring of the sugar industry and agricultural
diversification; (2) further promotion of 
export-oriented industrialization;
(3) tourism development; and (4) improved public 
resource management. A
restructuring proqram 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 1f by-products, and (5) diversifying

agricultural activities.
 

* For more details, see Hadley 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,"
**This summary is based on the World [tank, 
Feb. 1, 1985.


"Mauritius, A Review of Recent
Industrial Policy Recommendations," Report No. 5541-MAS, June 17, 1985, pp.

3-5.
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In accordance with the SAL agreenient, the Governmentin September appointed consultants1 £83 to assist in the preparation(IP1) to of tn Inustria]. Policy Reviewr2comimend reforms cf the p:qmot incentivecompleted in August sy.stem. Thn TPR report was1984. feforms to dTike in lIneare: (1) with tihe iPQ. rccon:anndationthe el i nation of qLuant it:iie mpoI.AiIe restrict ioielir.ination k; (2)of rrice t hecont :olz for all but 28 colioi;itie (dovuie froimbasic e:1 6ent I. .; (3) corplo rate 74), mostlyta: yeforis, reduing therate corporate .nuoinefros ... tax. il;c65 p:ret nLrO :H-1:
operat:ing out side 

to 35 percent a,- io' ro•ucino 
Lax{ 1 !icU] L:s for expo)rtersth,! Eroor 1: .tor,.i .,. Cert(the il il!Wlil rt.:C] 

, Schn..!, ctn] (4) climinatingtie Luo1: 1-:011 i iIteits . i the ,.vI L.oce::(1) and (4) were undcl rtken 
) .- i;[hj Zon ! (i . t'-)o*:* .
 

of the pc*,er.:ul p ivate 
in the face of ;L ronj opp.ilt: ion f£rosi parts
-0cl:r0 comlm.nity (in the .a of impoicL quotas) andlabor unions the(ajinst tLe mi.nilmum %,trjo rate red'uction). 

C. R.emaining Prob!(,m Areas 

Despite the implerenta-ion of sigificzn1t refornis overand substantiail p-ogrc.ss the last few y'earsin promoting exports,balance of p,',g, reducing the budlgetary anddeficits, contrcll-'.ng domen'tic pricestiiulating inflation, aindindustIrial employvlent, seriou-s probmisad dre s:ed. Unp.oyinnrit remain to be satisactorilyremains higih. Investm.ent incentivesregime2 still rewvide and the tariEftooI much lencourage;,entintensive, often and protection to capitalinefficient, import subsitution inc"ustrics.scheme:s Export incentivedo not equately oncouraye non-21pZ firmsoutput. to export partRisilng foreign debt has of theirincreazed the debL ..ezvice burden28 perccnt) to peaklcve]r, inhibiting the co.,try's abtility 
(25.

imports. Until to finance essentialthis year, personal income taxes havein the upper brachets) been so high (70 percentas to reduce financial incentives to work and save. 

1. Population Growth a$.m Unemployment
 
A Successful 
 family planning program
population growth 

in the late 1960's reduced the annualrate fron: 3.0 
percent. to the present rate of approximately 1.4
This rate of increase is still a matter of concern to the COM, whose
goal is to bring it Jown 
to 1.0 percent by 1990. 
The continued growth of the
labor force seking work, coupled with the steady rise in the labor force
participaion rate 
(from 33.1 to 36.8 percent between 1977 and 1983), 
is
seriously straining the island's capacity to provide enough productive jobs.
 
The Mauritian labor force presently consists of around 364,000 workers, of
which a little over 
300,000 are gainfully employed, two-thirds by large
establishments and one-third in the informal sector.
formal, Total employment in the
or lare--establishment, 
sector has stagnated since 1979, despite rapid
growth in manufacturing (mostly EPZ) employment, due
employment on to a steady decline in
the sugar plantations.* 
 Employment growth in the small-scale,
informal sector has also been fairly rapid, from an estimated 77,000 in 1.977 to
103,000 in 1983, or by an average of 5.0 percent a year. Employment)pportunities have failed to keep up with the rapid growth (3.3 percent
innually) of the labor force, however, and unemployment steadily increased from
 
** The mini.num wage rate for men in the EPZ's was higher than
:hat for women. When this became an eglity and employment issue (in March 1985
7omen comprised 76 percent of total EPZ employment), the GOM eliminated the EPZ
linimum wage requirement for men to encourage more male employment, while.eaving the 
one for women intact to protect them from exploitation.
 

I 

http:contrcll-'.ng
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6.8 percent in 1977 to 1.7.2 percent in 1983. It is thought to have fallen 
somewhat since then (depending on whether the participation raLe and informal 
sector employment have continued to increase), thanks to the economic recovery
which began in 1984; but it still remains around 15 percent or higher. (See 
Table 1.) 

It is unlik~ely that the agricultursl sector will ever provide much additional 
empl.oyment. Indeed, as mentioned above, the pronesrs of mechan :ation has
steadily di..l.ed large' nw.,r w',,orkers on the sugar p lantatio-is, the maino uf 

source of aqric] tural eIp]oymenL (sulgar oCCupies about 90 ptercent of all.
 
arable. land and cannot i.L;a]f expard Lurther). The public sector, .,hich

pr'esentl.y em.oys about 28 precentri of formal secl:or worl:er:s (but only 15 
perccnt of tlhc total labo: Force), cannot be expected to er:pand much further,
in view of current bu(!gehay strinMni:is, lMaufacturing and services are the
only promisinj outlet orr future grothl! of prCduCt ive em]oyment.
Manufacturiog .. :ploymenL grew, (prim -mcrily in FPZ firms) by an annual average of
9 percent b-tween 1975 and .. 984, which is a remarkable record. It sta:ted from 
a small base (22,517 in 1975), however, and continued growth at such high rat-es 
will be more difficult to achieve.
 

2. Balance of Payments Deficit
 

During the 10 years prior to 1976, mauritius had small current account

deficits in only two ye+ars. After 1975, deficits on the current account
mounted 6ramatically each year, except for 1980, to a peak of US$ 154 million
in 1981, or 13.2 percent of GDP. There has been dramatic improvement since
 
then, due mostly to considerable restraint on the import side achieved 
 through
efficient demard management policies, including the exchange rate policy. The recovery in exports, uotil this year, has not been strong because of low world 
sugar prices and weak world market demand for EPZ commodities. Despite slow 
growth 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 EPZ exports and a small reduction in other.
 
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.
 

* See Hadley E. Smith, op.cit., pp. 21-22.
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Table 1. 
Island of Mauritius:: 
 Population, Labor Force and Employment, 1979-85
 

(1000's) March 
1977 1978 1979 1980 1981 1982 1983 1984 1985 

Population 881.8 896.5 911.5 926.6 939.5 949.7 965.0 977.5 988 
Labor Force 

% of Pop. 
292 

33.1 
303 

33.8 
313 

34.3 
324 

35.0 
332 

35.3 
339 

35.7 
355 

36.8 
360 

36.8 
364 

36.8 
Employment 

Large Estab. 
Informal 

272 
195 
77 

279 
197 
82 

286 
199 
87 

289 
197 
92 

290 
195 
95 

289 
194 
95 

294 
191 
103 

300 
196 
104 

307 
202 
105 

Unemployment
(residual) 
(regishered) 

20 
17.3 

24 
17.5 

27 
23 

35 
31 

42 
57 

50 
78 

61 
73 

59 56 

As percentage of Labor Force: 

Employment 
Laj:e Estab. 
Informal 

93.2 
66.8 
26.4 

92.1 
65.0 
27.1 

91.4 
63.6 
27.8 

89.2 
60.8 
28.4 

87.3 
58.7 
28.6 

85.3 
57.2 
28.0 

82.8 
53.8 
29.0 

83.5 
54.5 
29.0. 

84.6 
55.6 
29.0 

Unemployment
(residual) 
(registered) 

6.8 
5.9 

7.9 
5.8 

8.6 
7.3 

10.8 
9.6 

12.7 
17.2 

14.7 
23.0 

17.2 
20.6 

16.5 15.4 

SOURCES:
 

Population: 
 Hadley E. Smith, "Macroeconomic Analysis, FY 1985 CIP PAAD,"

REDSO/ESA, May 20, 1985, p. 1.
Labor Force and Employment: 
World Bann, "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 employed in that
 
sector as 
in 1983.
 

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

about that time.
 

REDSO/ESA, Nairobi: 
 CSCallison, 8/27/85
 



Table 2. Mauritius: Balanue or Payments, 1975-85 (US.$ millions) 

1975 1976 1977 1978 '1979 1980 

Balance on
Current Acct. 17.7 -35.9 -78.5 -117.5 -147.8 -117.9 

Merchandise: 

Trade Balance 24.6 -42.6 -60.2 -97.7 -100.6 -81.7 

Exports (fob) 303.4 264.1 310.2 324.6 381.0 430.1 

Imports (fob) -278.8 -306.7 :-370.4 -422.3 -481.6 -511.8 

Projected:
1981 1982 1983 
 1984 84/5 85/6
 

Balance on
 
Current Acct. -154.0 -43.1 -23.9 
 -51.4 -27.4 -19,6
 

Merchandise:
 

Trade Balance -147.9 
 -30.4 -17.2 
 -37.0 -15.7 -9.8
 

Exports (fob) 
 326.5 363.8 367.3 -370.4 359.7 389.1
 

Imports (fob) -474.5: -394.2 
 -384.5 -407.4 
 -375.4 -398.9
 

SOURCES:
 

1975-84: IMF, International Financial Statistics.
 

1984/5 and 1985/6 (fiscal year) projections: IMF, "Mauritius -Request for Stand-By Arrangement," February 1, 1985, p. 21.SDR figures have been converted to U.S. Dollars at their end of
1984 value, $.98021/SDR.
 

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



Total external debt outstanding rose during 1983/84Lo aboeit 50 t-o a level equivalentPercent of GDP. On the basisincluding of currently contracted debt,s.hec.u1.(d repurchases to the IMP and projected PaYmenLsborrowing required on commercialto finance future overall balancepayments of paymentswill decline caps, servicefrom their peak of 28 p'ercentservices in .. 8o,1/85 to 
of goods and non-factor25.2 percent in 1985/86, before dropping to about 20porcent for t ho rest (-4 LI." dcade. 

All:hough th: p1 'o(res mc.e ,o far has reducedbalance of excess domestic demand,pay ts consL rainLsc will continue to haveeconomic potential, PCiutLicuL]rly a serious impact onin 3J985/86 whon there W.illhunching of dc'bt Fervice :;"y ,ent In 
be a continued ac. this s ituation,the importanrcu of con the InF has emphasizedne] policy adjuscinenlts al..ng the linesyears, of the lastbut with continucr] emphasi four onl growth and employrient creation theexport and j ,mport-coj6Lc-h in 

ig sectors.* 

3. Fiscal Deficit 
The drop in sugar prices after the sigar boom,cyclones natural calalni-ies likeand drought, and costly statedeficit to reach 

welfare policies caused the bu6geta Peal of -14 percent ofwere difficult for several 
GDP in 1980/81. Expenditure cutbacksreasons. Some development projects required outlaysfor several ye,rs, and many projects created jobs whichdifficult to reduce when wore politically 

Current 
private employment job oPportvnitiesexpeniit:ure patt,.,. were declining.we;.e a'.;o politically difficul.t1979, howekw r, to change. Sincea sharp ch.nqe in, fiscal policy has inof stabilization fact become a key elementin Mauritius, de' ;pite a setback incyclones, 1980 due to severeThe current fiscal defioit was reducel1981/82 to Rs -76 froic Rs -554 million inmillion in 1984/85, whilefrom Rs -1388 million to 

the overll deficit was reducedR" -868 million, or fropercent. A further -12.9 percent of GDP to -5.8reduction in the overall deficit is projected in the1985/86 budget, despite an increase in capital spending, to bring it down to 
-
5.3 percent of GDP. 
 (See Table 3.)
 

Gradually improved performance on the 
revenue side has been watched by
continued restraint in current expenditures, which have fallen from 25.8
percent of GDP in 1981/82 to 23.8 percent in 1984/85 and a budgetted 23.2
percent in 1985/86. 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 targeta."**
 

* :.M'F, "Mauritius - Request for Stand-By Arrangement,. February 1,25-27. 1985, pp.
The above discussion of the balance of payments has relied heavily onthe same source, pp. 9-10 and 20-24.
** IMF, "Mauritius--Reguest for Stand-By Arrangement," February 1, 1985, p.See also pp. 16-18, same source, 16.and World Bank, "Mauritius: From Austerity to
Growth, Country Economic Memorandum," March 15. I0flr_ -- 'I-" 
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4. Dependence on Sugar
 

Despite significant eXrptnsion of other sectors since the early 1970's,
sugar still occupies around 9 percent of the culLivable area and accounts forabout 50 percent of export earnings. (See Tablelargest empioyer, and its culntribUt ions 
4.) It: is tChe island's 

to domestiJc s;,vinqsrevenue are and gjovernment:iqnifjcai~t. 
 About 54 percent of the bestCUIltivatcd by 2] ml 1, 
sugr l.Jlhd Is owried and1--!.te 


owiied and , 
Three of th.cse factory-estatesin go\'1'.r:.:-uwned, tiha 

are foreign-.
lat Lcr ha1vngforesjLall ci orui re. 

bern purchacsed in 1973 toTha rcmainin. 46 percenlt oX the sugar landab:.out 36,U00 is cultiwv-ted by:!l p2 antars, of wl.u,.. 1400 are toatsthese ,J! -, 92 percentsm -. p al; cultivate of]err that 5.0 arrenL.them cultiv-;L(: (5.2 acres) each (half ofles:s t: n one arpent , oz lord tihan 1,043yields var'y drie Lvic zcres). Although caneto c] and .vil cornditions from toestaZte yi-ol.cjs 20 46 tons per arpent,average 30-4(0 percend higher thoan those of other oh: 
Factors conatLi butin2 Lo Jow yields are smallfertilizer aiiil outlays on irrigation, equipment,ripenars, cx Leaded reliance on cropsratoonimproved varieties, t1> part-Limo nature 

and los use of 
poor qual-[Ly l;ind, and 

of cane growing for many planters,a combinition of tile sLatu., valuelegal of 3.and ownershipand ta:.x impediq-n[t: to sale and
aEid long-term lease,concentration which inhibitto achieve better ecoijories of scale.average li.ritius importsof 42,000 metric tons of fertilizer materials, at 

an 
a cost ofmillion, annually, some US$4.9about 90 percent of which is used for sugar cultivation.*
 

Scope to increase 
sugar p[roduction further is limited, since world market
demand is saturated and the cultivated 
expanded. Future 

area under sugar in I4auritias cannot begrowth of output and ernployment in 11auritius will depend,therefore, on non-sugar- activities. Substantial
already been achieved, 

progrens in this direction hasas EPZ exports increased
1974 to from 8 percent of the total in41 percent in 1904, while the sugar contribution dropped froin 
86 to 49
percent, and this effort must continue. 
 (See Table 4.) Nevertheless, the
sugar sector will continue to be very important in providing employment,
income, 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-AnnualDigest of Statistics, Mauritius,
December 1983, pp. 90-91.
** See World Bank, "Mauritius: From Aasterity to Growth, Country Economic
Memorandum,* March 15, 1985, pp. 28-33; and World Bank, "Mauritius, A Review of.
Recent Industrial Policy Recommendations," June 17, 1985.
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Table 3. auri'tius: Central Government Finances, 1980/81.-1985/86 

(RS million) 
Prov. Prov. ud et 

1980/81 1981/82 1982/83 1983/84 1984/85 1985/6o
 

Current Revenue 
 2059 2218 
 2793 3019 
 3505 3927
Current EXpend-. -2318 -2772 -3091 
 -3274 -3581 
 -3949 
Current Deficit -259 554 -293 -255 -76 -22 

Capital Expend. -1048 -902 -889 -793 -912 
 -150
Granto 
 1.4 68 23 
 61 120 276
 

Overall Balance 
 -1293 -1388 -1159 
 -987 -868 -896
Financed by: 
 1293 1388 
 1159 987
----------...------ 868 897--------- _ 
---

-

Ext. Borrowing 638 


.)47 315 
 472 1435 71.8
Debt Amort. 
 -152 .- 234 -572 -791 -648 -640
Domes.Borrowing 
 807 
 675 1416 1306 81 819
 

Memorandum items: 
-
 -


GDP atMarket Prices 
 9236 10746 12307 
 13455 15070 
 17000
 

Overall deficit
 
as % of GDP -14.0 -12.9 -9.4 
 -7.3. -5.8 
 -5.3
 

Current Revenue
 
as % of GDP 22.3 20.6 22.7 
 '22.4 23.3 
 23.1
 

Current Expend.
 
as % of GDP 25.1 25.8 25.1 24.3 
 23.8 23.2
 

Capital Expend.
 
as % of GDP 11.3 8.4 
 7.2 5.9 
 6.1 6.8
 

Grants as % GDP 
 0.2 0.6 0.2 
 0.5 0.8 
 1.6
 

SOURCES:
 

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, *1985-86
 
Budget Speech," Mauritius, June 28, 1985.
GDP by fiscal year: 1MF, "Mauritius -
Recent Economic Developments,"

August 31, 1984, p. 4, and IMF, 
"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's Budget

Speech cited above.
 

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



Table 4. Mauritius: Exports, Percent Share by Type, 1974-84
 

Type 1974 1976 1978 1980 1981 1982 1983 1984
 

S ar 86 75 66 65 54 62 62 49 
Molasses 3 2 2 3 4 2 1 1 
Tea 1 2 3 .1 2 2 2 5 
EPZ 8 17 24 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, Mauritius, 
REDSO/VESA, vairobi, May 20, 1985, and COM, Ministry of Economic Planning and 
Development (1984 figures). 

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

The Development Certificate (DC) Scheme, introduced in 1964, provides
 
selected import-substituting enterprises with significant tax and duty
 
exemptions. Over 200 comapanies have benefitted from the scheme, particularly
 
in food and beverages, textiles and garments, chemical products, iron and 
steel, and touriv,. In June 1901 suc., firms %'7ej-ealso made eligible for the 
drawback of duty paid on the import coftent of auy exportz they might make. 
DC firs were allowed the duty free imp.ortation of capital goods and often of 
material inputs, as well, although the!.- two privileges were withdrawn in 
October 1983. DC firms have often received protect-ion in the form of higher 
tariffs and import quotas on foreign goods competing 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-substituting sector has beer mixed, however. A
 
r'-cent 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 suggest 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 to over 800% for 
electrical machinery. In 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 higher 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
 

**Center for Development Technology, Inc., "Industrial Policy Review," Port
 
Louis, August 2, 1984.
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export industries. During 1979-81 about 80 percent of total fixed investment 
in manufacturing was absorbcd by import--substitution industlries. 

Under the Export Prcessing Zone (EP7Z) Scheme, introduced in 1.971, 
manufactu r ,i h lh e::poi:t their ent ire output are eligible for Export
Enterprise CeL.t ii:icates; (.EC's), which provide incentives and production 
bencfits (see Sction IL.C., above). 

Mauritius has een 1 igliy nUCCeSnfu in promoti.ng export processing 
industr ies an, niantali , the coun.try' s expoirt cop.tive ss. Macroeconomic 
policies hcv,' ,] erally t:n adj1st ed to support the e or:t-oriented strategy. 
Inflation Ias kept ;inpeoially1979. .rnual wagebk,)zn ! ok rate, siica 
adjUI'slent.s in tha inchis?: -al sector have been held considerably below 
Increases in t r-lig DItspe cr ,Iipnivc legislat ioncost--o Dng. labor 
designed to proLect worL. r::, money ,ag rates in tLh e,<POEtL manufacl t!uring 
sector comps.i)e favovably with nest ef Ecuritiu' competit ors. The Gov.ernment 
has followed a re loL ively libl:,il interest ratL olicy, and the e.change rate 
ha&s been kept flexible. SpecJfic reforms underlzdkc rcCently in connection 
with World Ba"1-Supportd SAL's are ment:iond in Section III .B. , above. 

D. Need for Additional Policy Reforms 

As part of its ongoing stobi lization and structural adjustment program, 
the GO recently comnminsiomed two studies on trade and industrial policies. The 
Center for Development Technology, Inc., presented the final report of its 
"Industrial Policy Review" (IPR) in AugUst 1984; as paLt of the World Bank
supported structural adjustment pro raim (SAL-TI). Its main objectives were to 
rev'ew and evaluate the exi:sting package of industrial incentive-s and to 
propose policy reforms designed to increase the efficiency of resource 
allocation in Maluritius, Maxwell Stamp Associates (MSA), which had been 
commissioned by UNIDO to carry out a policy study with similar objectives, 
issued its report in June 1984. These two reviews reached similar conclusions 
about the impact of the incentive system on the manufacturing 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
 
III.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 EPRP:*
 

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 tariff structure was recommended, to be implemented over a 4 or 5

* See World Bank, "Mauritius, A Review of Recent Industrial Policy 
Recommendations," Jine 17, 1985, pp. 5-12; World Bank, "Mauritius: From 
Austerity to Growth, Country 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.
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year period, which would (a) consolidate the fiscal, customs and stamp duties 
and surcharges into a unified ad-valorem tar.ff and (b) result in a more 
uniform tariff structuru that would lower,tl'o existing average effective 
protection and reduce the pr,.!4.ent disparitic.s anong effective p'ottection rates. 

The reports also recoatiended tho implementat:i. on of a forw:el_- anLi . -dInping 
mechanism to prot.ct local producenlr-;. T IT" propor d :;.eci fi tariff 
changes, to : impr,:nt,>: by sc-,: s ovr a,jei:d of Lo:i: ycat:s, to achieve a 

L (a) on3--tier tcr.ri: tructurs: :::ero ta iff fondstut; zisntia],and keroeno; 
(b) 410% tariff on all othegr goo!,: imilortcd foa ptrAfe11ni.DaI couIIL ciOs; (c) 45% 
general tar ifff on al.. othe" inipo . ted goods ; and (d) thi,cofivois,. or high 
tariffs on 2t.u: ury go,",d..: to oxcifc taxes on both import:- t.nd compt[:i' domestic 
products. The 40-415 tar! levCfl .,isere r+c';uu;nde, to (i) Inzin'Lain the 
current D,,oj-t level, (2) inc n,aC. tariff collections, (3) not pcnai ize low 
income gLi's, and (4) sLrike ,a,suii. able cc Lpomise bt.en the achievement of 
more efficictnt roson ce allocat ion and the rneed to mtnimi e t:he dis::uption of 
existing industry. 

Rep]_cementl:. of (Nuota-;with Tariff.-- The IP, recomInended the elmnl nation of all 
quotas and thlf renldcajtent of about half of them (the "binding" quotas) witii 
their tariff equivalents, which would then he subject to the overall tariff 
reform proposed above. It also reccrmmended discontinuing the import permit 
system in favor of a non-discrimin-tory general licensing system. As noted 
above, the Government removed ll import quotas by January 1985, although it 
1 3 not yet raised the tariffs on some of tha commodities so affected. 

Termination of the De')elopment Certificate (DC) Scheme. Both reports agree 
that the protection granted import-substitutini Firms 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 market, and that makes such tax benefits proportional to the
 
share of total output exported. Such a measure was introduced in June 1984 and
 
expanded in June 1985 to provide a tax rebate 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 offsets only part
 
of the additional costs imposed by protection (it does not cover secondary
 

inputs and imported machinery used to produce exports), and long delays occur
 
before any refund is actually received. Both reports favor the use of tax
 

vouchers (or credit notes) in lieu 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 regulation 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 guotas. The IPR recommended the e.A.mination of all
 
price and mark-up controls. Since the beginning of 1984 maximum price controls
 

+
i!
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have been removed from about 50 commodities. By August 1984 the prices of only 
11 imported and 17 locally--produced goods, nearly all classified as 
necessities, wrere st:A.ll under conLro]. How.ever, the ntnIbor of coimniodities 
under ma.irt,'i mack-up conhrol has increased to ahout 40. 

mT,rovinc, r z .rnren-.L . Se\,er~-l chanoe. X!Cr. pcropo ,,,in the 1,PZ scheme: (a) 
r [ ,,h .- (b) Fr.es impl.i. icc, i , cc iif caL.: grantin pircoss; repatri a ion of 

all profits and capir,.| a (c) -l ( ohhers as; ;I ulifor 5-10 p(OUcf1 rt_.coii.mended 
15-20 per(cl, ]evr') co.:oorate pof:t tax ))iyal].o afto r a 5-year La:," holiday; 
anl (d) p. miscion for EP.; ras to hol]d ac cu, nts d cam .1 -d in foreign 
currency, or thoI. i rodulction of fi.) ro ign c c,:h:, je as r . , 

.abor PC..rv. Refinrmns. 'rhe lPR r:com.dd ,'',-ral chi!,-, in labor policy to 
rodU,-e t<b cost of Ia hoc and s IttL ;Timo,:ae c,:!,]Oy mcnot (a) repeal of the 

.... fon et ola (advance noti.fi.cation I f.r cdjus: ..t2 irni',o 
eliminating the moeg i,:ceat for a ,;everance allow:cnce, (c) the iat ''lction of 
an uneimplloment in.ur.,ace plan fwirahed ,ith a 1 porcent increase .inthe sales 
tax, and (d) ain-emt.'m.:i: tax credi.t to stii.!trlhe emp].lov;mnLt, Odfl'ed wcith
another 1 percent inc cse in sale2s t:' . The IT is p ec.itlty about to 

finalize a Oiore thorouuy; study of private sector wage rcjul a tion:, u.nemployment: 
benefits and their finacicing, which will pi*ovide the basis for pl icy reforms 
regarding i:iinimum wau:es, laboz stLndards, col.ctive bargaining and grievance 
procedures, in order to :impr.ove the effectiveness of the Governmecnt:'s efforts 
to contrul. Jal:or costs and encoirc,g(e a more efficient allocation of labor. 

Income Ta, P..-*ornst. In addition to increasinq the sales tax to finance the 
unemploymorit insurance and an employment tax credit prograir proposed above, the 
IPR recomm,,-nded reducing the personal marginal income tax rate to no more than 
50 percent, in order to encourage savings and equity financing. The latter 
recommendation has already been implemented, as the Minister of Finance 
announced a reduction in personal income tax rates across the board for all 
income brackets his annual Budget Speoch to the Legislative Assembly on June 
28, 1985, with the highest marginal Late reduced from 70 to 35 percent, as 
noted above. This was approved by the Legislative Assembly 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 economic 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 way to help the poorer elements oC the society and to reduce
 
existing poverty appears 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.
 

http:r:com.dd
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IV. OTHER DONOR hSSIST1A\NCE
 

Prom a situation of almost complete dependence at the Lime of independence on tha,United Kingdom, Nlaur:iitius now 'receives assistance from a large variety ofbilateral and nLltilateral sourcc. On the bilateral front, 11auritius ispresently rc? iv. n aid from the OPCD coiunt rics (UK, Prance, the USA, the Fede.:al.Republic of cleruany, Caantd,,, AAr:]. i a aad Japan) , oil.-.,'lorting Arab courisLrPr(Saudi Arabii, talwait and Abu Dha b.), commun ist countL iem (mainly USSR and thePeopD's P,epIub ic of China), and even some. larqe deveiopingr countries (especially 
India),
 

The Worlc ank and the Tfieare the agencics; which have broughl: th. Jargest,
amounts cE e_ Lernal ,DesouLrces to Iauri.tius 
 in recent yealr. But other.o
org..
m i e aid ion-: the l-u roLean Dcvelopment Fund, the EuropoeanInvestment 
lanL, the ;,f*rican 1)cvlo(i.nent hBan!-, the Un.ited Nations Agencies(especially the UN;.} a'd IFAD), tho Arab 1;,nrk- for Ec.:nolaic DevClopment in Africaand the OPEC Fund h-:.vo also provided subs.tantial amounLs of concessionary finance 

to the cournlry. 

This diversification of aid sources 
is a good illustration of the country's

pragmatic approach to aid mobilization from all sectors of the international
 
community.
 

The amount of external resource 
received in Mauritius increased tremendously

since Independence through FY 1980. However, the trend has been reversed in the1980's as e.:ternal flows have been below the level reached in 1980; only Rs 987million (compared to Rs 1207 maillion in 1980) was mobilized in PY 1983. Thischange resulted from the decision on the part of the GO.I not to go to privatesources for development borrowing (tables 5 and 6). There was an obvious needfor additional resouces to finance the country's recurrent needs and developmentprogram, but the GOM was willing to forego present consumption and development
expenditures because of its escalating debt service. 
 Clearly, given the presentdebt repayment schedule, the GOM conservative borrowing policy is now helping the 
country afford its present structural adjustment program.
 

TABLE 5
 

COMPOSITION OF EXTERNAL RESOURCESMOBILIZED (FY 68
- FY 83) 
(Rs million) 

Type of Resources 
 FY 68 
 FY 80 toFY 83
 
Amount % 
 Amount %
Grants 
 34.6 65.8 
 2.25.1 6.4
Concessionary loans 
 18.0 34.2 2,374.2 67.5
Non-Concessionary loans 
 - - 917.7 26.1 

TOTAL 
 52.6 100.0 3,517.0 100.0
 

r7.
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TAPLE 6 

SOURCP OF EXTERNAL RESOURCES NOBNIIZED (FY 80 -FY 83) 

(Rs million) 

Source FY80 FY81 FY82 FY83 FY80-F 

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 1,024.0 409.8 875.6 3,517.
 

Over a period of !e:3s than two decades, naur'itius has wm-/ed from a situation 
where multilateral flows verc almoot nonexistent to one where they amount to more 
than 70% of total re.orces mobil.ized. 'Phis change is, a1 course, accounted for 
mainly by the heavy borrowings from -he itF and the World Bank. But it rf].ects
also Lhe relative ,taqnat.ion of bilater aid ar a re:3ul' of economic 

difficultie,.7 encounl:ered by traiditional aid donors. Starting in 1979, the ThF, 
in five sucOSsi ,e stand.-by arrincqment.s, has lent the GO?- nearly SDR 300 mi.llion 
while the 113RD has LpyroVed, sinrce 1981, $55.0 million of loans to the GOM. The 
loans from th-.s;e two international. organizxtaions have helped Maur itieus throuch 
periods of foruign .ezchange shortage and directly suppo:ted the GOM's economic 
adjustment program. 

The Mauritius EPRP stands separate from other donor policy reform initi&tives but
 
w 1 compleinent the IBRD and AD3 industrial sector Icnns of approximately 520.0 
million each, both planned for 1936. The IDRD will r-quire some initial 
industrial incentive reforms and tariff rertructuring as a precondition to 
negotiation. The present expectation of the MOF is to announce -hese refori,: in 
January, with IDRD negotiations to begin shortly thereafter. For the ADB, iLs 
industrial loan is to become effective with.the implementation of tLz same 
reforms. The ABD expects to continue to disburse funds under the loan sul.jec-t to 
continued progress in the implementaction of the reforms. THe IBRD will hive an 
initial release upon signing of Lbe loan agreement (June-July 1986) and - second 
tranche subject to specific requirements. The exact nature of these conditions 
will be negotiated in January-February. 
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V. PIOPOSED 

A. Object ives 
The pur'poso: of the EPRP is 
to assist the Government of Mauritiusforegn eC l by providingand bu,:3c. tary support to eas!e the burdenneeded to cmj.inlue ceoo)iji of policy rceforlusstructural adjusi-,ntL The
provides iot oi ly * 0 TmiIllion rantthe b;i..O:neinL i e forIut thereforms ai.-] '_he GOI to mL'!nl: 1ainin p.1l-,ce and to und:]r:t&ie additional refoms.the COilV's The I.,PfU? supportso.. r, or!a p.g:*,, which Js er.: Jeconomric t,f;ij sigrii< i.cant chimnst in] thea. Iu,au i:.iUo '1110dtils.The plo1n_.,. fOrlsibes,,t d c r ,n i.r ohjc Lives are...
d. 
~~ . tain...,,:n1ev(-j dev u3 upU.:' a d (~ b- the .Iiiii.steor ofo p~i,.,nt .11 a1 C~] ~o i i s n ; 5 . P"nzince on 60,IolC ,u / b .;udj eh Sn hI /,, ,:.cch (A nnex6 T; IoI d (I e L.S D ),ho i0ientjr; C-k211CI (.'[11o( .l or key cdvj.: .ctivuss: (:o Cea:,conLrel jo:l, acccj,. econol! .c growth,ac I .,ye tht b Ilsace of ]psy,:efl C.is1985-86~3gVeC 

The overridin I theiie of1935, wc.s ,preer)t:1 .: s-,-.- i to the L'.'g,po, 'Iie H gr.'crA:tien an aurlc>1';ev ,une. 8e mrci1 on JLativ:",mbiyTeo, Elms 28,anId 
P1)roajr a m, I1o :]v, TilPieVce this goal., 
 netdprivate p r.j ' nee fo.: "a vigorouLso e
L~,[, .growt}h
to proli;O1 -ll.scs l.;.oloh theo (,.pan-[on oE. ':ri.cul:ur exports and inCentives,wd ind.sr\',.
thi The ;Qci !12 j1port heomeBud'ict Sp:!tch [] , 

il i tI ofLL COlOltJflU ":2 m.e:L Oil of [lh., 
La syerl\'ii:on enL Lcii to cruato "antfavu Eabi.: 1Lo eco.olii. xrou'l h" andri.sk-tahing an,] to enc,.OL-.I:m : "hard woi ,,iniitiat Lve ,,"and furtCh'l? et;:; adjusti:ents.taxes were cuL in line Personal incomeiith the
Fiially, corporate reducLionn i1Iil0lerKefted intha minister duionstrated 1904.

the GO:,'s coimmnitmentprer;enting a duvelcoent to fiscal austerity byhudget that- !n real terms is cut from last year'salready bae bones budget, 

The Minister also announced that
industrial incentive 

the GOM plans to rationalize the variousschemes an0 t,. Customs tariff "in orderstructure to makemore conducive to the tariffgrowtL and employment creation."Mauritius The proposedEPRP is designed to encourage and support these objectives of the GOM.
 
11F projections indicate that this year and the next will be difficult for
Mauritius, balance of payments, since its debt service ratio is at a near peak
levei of 25.2 percent of export earnings duri:1; this fiscal year (1985-1986).
The ratio will level off to a projected high, but sustainable, 20 percentrest of 
the decade. for the
Total debt service obligations are increasing from SDR 119
uTillion in 1983/84 to SDR 141 million and 136 million in 1984/85 and 1985/86,
respectively, 
an 
increase due largely to increased repurchase requirements (by
some SDR 24-28 million) and charges on 
IMF drawings and an SDR 9-12 million
increase in interest and charges 
on public debt.
 
The IMP 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 1979/80 through 1983/84, and an
improvement in the competitive position of Mauritius. 
 The authorities feel that
the past policies have provided the foundation for a second phase of adjustment,
which should be more growth-orientr..d and concentrate on increasing employment.
However, the bunching of external debt-service payment in 1984/85 and 1985/86
threatens the transition to these policies. 
Also, international 
reserves have
 

/J
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been reduced to dangerously low levels., givenl the vulnerability of the economy to

cyclones and adverse 
 movewients in international prices."-* 

Much of the investaent ;lnned for lant year hnd to be deferred, and this yearpublic invcstmn, plans ,ire even more austere. Thu s, the provision of US$ 5.0million durin,I -he GOMI fi:w; l year 19Q,5/86 will help provide the critical boostM'aii~:tis rec3,; to gut itself over thi financial hump and back on the road to

stable, more eyuit.able growth.
 

B3. Policy Cliige." to 5o Soppo;'ked 

After re.ie'iPj the needi foi additional reforms (Section 1II D), the design teamident:ifier th:>c areac - the EP tPoneys can be used to support policychal nqe and c:cu.ic re!: ' .. Fir.-t, the proq rain can help the GO1 in theimpJcnoetat ioa of the roc:r.tlJy aniouncer] tax reduction and rationalization.
Addit-ioially,t l~e TPRPP Wi1l b:' us0d to r.i,porl- tariff and trade reformswhich eico11V,3, ticincr &&: :.fificiei and intertln,'.tonal con~ptitiveneas on the
part of haumi Li;n .nduit:.a... 
 PJl ly, and a,; a cormpleni;er-t to the tariffreforms, Eno, fu.s will b,-- relcas:d Eollow ng changes in the industrial 
incentive pro'j::,ri .:o encourage indtias:i.ial prodach:ivity. 

As part of the tax refo;mi effort, tho 1inister o' Finance announced substantialreforirs of the income ta% F;'ys1:em in his June 23 address, reducing the rate oftax, reducinq the number oF income brackets, anrl increasing personal deductions.The naximum ralte of taxatioli, on chargeable income in exces-<; of Rupee 50,000 (US
$3333), was rouucd from an excessive 70 percent to 35 percent, 
 in line with thereduction in corporate inco;ue tax rates announced last year. Personal deductions were standardized and increased frow Ps 7,500 to 10,000 (from US $500 to 667).All households vith grors income lens than Rs 30,000 (US$2000) are exempted from
income tax (increased from 
 last year's e;':emption rate of )is 24,000). 

In order to make up the revenue shortfall expected to result from these initialreforms (estimated at some Rls 90 million) and to reduce further the fiscal
deficit, the Minister simultaneously announced 
 an increase in the stamp duty onimports from 13.2 to 17.0 percent. Basic commodities such as rice, flour,vegetable oil, pulses, dried salted fish, fertilizers and kerosene are exempted
from this duty. Further, the tax structure for the EEC (or the new combined

incentive system) will be simplifed by imposing a flat 15% corporate income taxfor new firms, zeplacing the phased incentive schedules presently in use. 

The proposed Mauritius EPRP will support the implementation of these dramatic
reform measures by making the first trache of US$ 
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 acLivit.c.s in Nauritfius have beeii protected fromcompot-ALion by t~Amffs, foreign
,hichraise th,. edome.s.tic p rico above the worldby level, andi J:p: p-I j.L.t -ad Iice ;e3 i Cued bI the govor1ne11-only prootion frem fo':eign con:pe :ition 

Th tariff sysLem not
IotrI:ci; on rocatmc.tic iru]. ries, itprovide.-: the m-,in. :}out'co of r(.,:cene for the GOM., 

also 
ef 0ori.'. PriceL a.fll a fact vC c oita .iiate< reformfl,.)-! ( c- u ts h.\,! Lc"c, i<'VJ cOu tin. to bu appJ ie,] J.nlim.iol, iin¢,o aof ce. :., to , p t h. ue w: po.vilece conoFer d bypEotec
and ion llho taari Isy.:.e;,i is hi, 2ph.y......
a..... u:Ia . coinW.;tiq of-* fl.;cal,, 3 'l~~cr.,cA~v. cu r7oLher "t c e.,ih.tOH U' .. . ol. ~teaL 'ian:,': p :o[ h ,-led]e 

1uLLlo(n~(,~~Lencou 'aji.h3 ,:to ;o~do;;a 
 .,i: ItoL c:' st7O I- .ec ufU2oto fiF Leinri i; n'.inid;i'1 on .Ciii c ,:piLihort-ikcnsive;e ivinori.sulbSltiut~i i i t t: , ra L,:,tohz in tho e;,:purh ,'c1:a, i. thopotential -h5h; g):o-iLestfor fact grot h, ( m,!oy,,nt
gem-ri*Jon or:.11in QC earnings..:.nce 
AS mentio!lel in Sect ion .II , iee, Fo) A.2i i1ConL fo rn, a recent reviow Oftrade and indut r [T:l pol iciet , for t-11 ii h crn.the ,(mCX :ri on-s i:,-1 0Sstudic';, aaL-eone by -h,, ", ... D elopa.;i Tc C:Iinol of Now andMaxwell Stamp one.. byA..oc int s of .::;]_-lnd witi ,uppo:.t i aooi he.o:ol thj'respectively, we md 

Bank and UNIDO,
'tJ:u .o eva2.uat,- h e>:,i l[I,, pl.'iage of l' -incent-ivr..,.; oiand teal if- pro tat--:oin-. Additie;.illy, the sludies propose policyreform;vS deriqned to .1Increa.;e L:b, eft:icici,,:y or rezour,-c allocation, promoteindustriale:nployi, :,l: and inc, oase Goveramiunt revenue. 

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

(a) Rationalizatio-n of development incentive schemes with a viewpromoting exports and foreign eychange earnings 
to 

(Incentive schemesfor aqriculture, hotel existdevelopment, 
the export service sector, as well as 

import subsLitution industries, and 
for the EPZ); 

(b) Improvement in the program to reimburse loeal non-EPZ firms for the
duties they pay on the imported componenn; of products exported.
"duty dra;back scheme" might This
be improved by: 1) adopting a tax vouchersystem, 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 (ce.lculated on the basis 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 the industrial
reform program, the COM is expected to introduce shortly an Industry Bill to
rationalize the incentive packages for manufactuiing 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
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expected that they will be implemented in a series of changes over time, Release 
of the second tranche will be tied to the next step in the reform plan. 

World Bank industriI.i loan negotiations on. many of the same reforms will be 
taking p.-ce in January/Febrtiary of 1986 . The re:sults of these negotiations
will set thc stashrj for the AID 1evieU Of poJ:oqrss au. will be taken into account 

decison release second trau.in our Lu the Hcow.ever, the AID determination on 
progress will be inLcjheneent o LLe IBRD niigjotiaLions, 

We believe to i.lthat cs s] t c rit . :;- for thc ele[;ze of t he funds at this
point wou.d V, conu i.e.;.p :oC1ucti The., i no single, snoiple reformn that can be
identifiedI izes "the" key to eCc1 nic g vo;th o : even indu'trial e:,:'nion. Ra the r, 
ecause of :he, raCuo a coii '.-..I'of the poPosed reforms ...awllIof th1,e


politicol Ln h.oppcri.u ost of hc~m it is difJficii'L 
 to prcli.et the paticu].gr
soL o, st-.t th.t wiT. heo. anauu;.v',4 hetwe:. r now a!n,; ril, i n';:.liUne]. I th 
AID/W ])AAD,]u dc.:ncc , a geneia.] coritiLicn -rocuden., is set for tle reletse of Lhe 
second 1:,'..ucho whi. ch r.t:1ui r- a dete rin IALin by AID that saLi::; I.tctory p .oojre ss
be madce in th,. La set rcco:'m c--'as. Spc: ical.y, asia ConditiC;: preae:Ii: to
 
di ur ,,c at of t-he 1:. 1"11 -.cu,- tranche a ;!S,: 3.0 a 3i. on, seched uled for
 
release in 1arch or of the will
Ap !il .1(.86, COti suc.ti L evidence, saLisfactory to
AID, that irogress has been mmde in tariff ):efonM and in th(. modification of the
 
governmcent's indu.t;-hrial ince:n!-:i.ve progroe to increase the, internetional
 
Conlretitivenys of local manufaci:ure:s. This 
condition is general in nature to 
give AID flexibili.ty in deteriinyng what is "satisfactor'y p.ro-,ess". To help the
GO] and Lrogresm, will be set out as spec fic measuresAID evaluate b-nchmart:: 
against which progruss can b,:!judged. Thse proposed changes are not 
requirements, but rather indications of tihe level and type of reforms expect-ed,

The benchnark for the tariff refor and the industrial incentive modifications
 
have been collaboratively identified by the G0M and AID. 
Annex 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 and 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 be reduced 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 judge reform progress.
 

The benchmarks for the evaluation and decision on the release of the second
 
tranche will not be included in the grant agreement but 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
 

http:flexibili.ty
http:ince:n!-:i.ve
http:paticu].gr
http:prcli.et
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AID a description' of howk it intends to proceed, through Apriltariff and 1986, to implementtrade reforms aiW to make :'modificatins in th- industrial incentivepr;ogram to :i.nurc.,se the ilhernatioul competitivowess
REDSO/ESPA of locai, manufactirers.docs n,t exrocI: a detai...--d plan but rather oulyexplaining the planned a letter to AID.:1aLi\:ities cand time fraie. AID's response will be the PILwith the bL c.ws: rk. which confirms the timing. 

C. Program Activity 

1. Cash Grant 

Five million dollars of Economic Support Funds will be grantedthe African Econo~nc Policy to the GO:M fromReform Program. The pmirposeis to assist t;ie Gover*-n;u0nt of the onfo year .)rogranof zi4ui:Ltino (G0:1) by providing foreiyn e':chango andbudgeo:ry sLl-:or- to ,:.;e the bulden of policy reforms neededeconomic st: 2:,.tu to oca:.n'] ad~ji~t n:;:nt . f~i,? p-ro ) : WI.1it.l befll fit ;ia.uritis:.prCo Vi. i n for,. ;j i 
zst by: j,i the fo ,,1o- a c,:ih * C ""
equ.valent oi- tho loca1t:l c ',.,.5,(f100,000 g:ari. w,i.ll be u.-:,to support priorityactivities. Jo'c; rninentTie rant bllbo r,lee : : ill tuo tLrancho. *million dollai: ::,.i i ie i-r"-, Fo r t:o40be relea.ed ithin a lO:i:h of the s.if';ijig of thc'ag ree~ment. In Warch o: April y:rant 

Wil~l be release subject 
of 1986, a second tranche of three million dollacsto satisfactory progress by the GO:.1 in the tacget reform 

areas. 

2. Local Currency Use
 

The use of local currency generations in Mauritius has been highly successful.Significant development activities have been financed usingrupees. CIP guneratedThes,, include ru-al wl elr development projects, sjiali busine.,scemics, irrig,tions pl'ojects loan
 
(over 500,000 sq. ft. 

for smaill holders and industrial space construction
to date). The strong planning and budgeting processhe withinGOM has enabled All) and the government to identifydevelopmentally and financesound projects mutually greeab.le to both parties.sot out its priorities The GOM hasFor Lhe prograin period in its annual development budgetand thcc-e year Public Sector Invest.ieni Prograin (PSIP).deficit targot To meet its fiscalof 5.3% of CDP, the development budget has been slashed from thealready low level published in the P.,IP, 1986-88.ongoing reform, Fiscal constraint is anbut the additional cut as part of the recently announced packageis truly a new level of austerity. 

The package of reforms supported by the EPRP include fiscal reductionincome tax)rcsulting in cuts in the development budget. 
(tariff and 

Thus, the decision was
made to use the local currency under the first tranche 
to provide direct support
to the development budget. 
 The rupee equivalent of the cash grant, Rs
(15 rupees/dollar), will enable the government 
30 million
 

development activities. 
to increase allocations for key
The rupees will be allocated by the government directly
to the development budget. 
Within 30 days of the cash transfer, the Ministry of
Finance will inform AID of the specific allocation made with the local currency
equivalent. Quarterly reports of 
use will be made thereafter.
 

Uoder the second tranche, the GOM has agreed to establish a special account and
deposit the rupee equivalent, based on 
the prevailing exchange rate on the day of
 

e2I 

http:greeab.le
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the cash grant transfer, in the account within 14 days of the date of the cashtranter. The rupwas in the account will be used for mutually agreeddevelopment activi.tie. ft:is expo,:1:hd that appo:ximately 
upon 

Rs 16.0 million of theRs. 45.0 million d positcd will be uracd for PhLsce I1 of the Vacons-Phouni,Industrial iEstthe, Ths bL;..nce will reimburse the C@. for part of its Ra 35.0million addition to the ]V:r' n&S .l.l IKtCopr:eneUir- Financing Scheme.procedures for t he The .. lctiun 0: the projcnts and the reportin requirements arepresented in V1 
0, Pruojr',mr.Mon i torin g and Reports. 

Vac.oa-..lbahoci: ]nl:ustria.l_ !..: ate 

The \oan/1j,::: IndustriaOl Park (referred to as an Estate in Maurin') willbe a major in&u'nl. r I site builL primarily to house EiPZ firmFs. It wi.l be
develop id in foulr :stagc.s, cover 25 acres 

industrial bu.ilins 

and in its final stage include

:':ib 500,000 cq. ft. of the floor space. The local currencygenera ticn:, unirv Lh. FY .95 CIP (': 32.0 m.llinn) are fin nc ing Phase Icon:struction of .. 0,000 ,,:,CO. Althuugh the fundN have not bea n :;: nerr.ed,DBM, u;ing its cn8 unml s.' Oe rnc'::v adv'iicd from t 

the 
Ihe Con , has ob'u[i


Conslctrui:.oni. C:o'pletioni

nanc ed isc1)eduled. ; for March/April 1906.fi uith r c ,No.mthis p will Phase 1i to beogrem add 80,000 square feeL byconstructing two oaditioi;il l,,iidings. The DBN has firm 
 lease commiLmcnLs for
195,000 sq. ft. alr.dy andH,beliuves that befote the end of the year all of PhaseII will be optionci tor rent. 

The V.coas--Phooni :industriail Estate, no named because it is located close to twotownu - Vacas and Phoenix -- in the transportation corridor between the capitalcity, Port andLouis;, Plaisnce Airport occupies an excellent location because ithas good access to both the port and the airport. Additionally, there is amplelabor nearby PH the ;supporti.ng infrastructure is in place. The hadland beenpurchased at a reason-able cost theby DBA several years ago. 

Lenting floor space at 21 rpoes per sq. ft., the DBM calculates that it willhave a gross return of somewhat over 10% on its investment in Phase II ofVacoas-Phoenix Estate estimated to cost about 16.0 million rupees.of return after deduction The net rate o expenses and amortization is estimated by DBM to be5:to 6%. Experience by DBM, with the Coromandel Estate financed by an IBR) loan,shows that its earns enough money to Day back the concessional constructionprovi6ed by the IF3RD. The GO, will loan 
loan 

the local currency to atconcessional rate that engenders 
the DBM a 

a 5-6% return. The investment in the estatewill at least break even financially and may possibly bring return.aimportant, Moredespite possible low financial returns, the project will bring higheconomic returns theto country as a whole. Based on past experience with otherindustrial sites, the Vacoas-Phoenix Estate will provide space for 1,500 to 1,600new jobs in its secon(J phase of 80,000 sq. ft. and the completed project of500,000 sq. ft. 
will house an estimated 7,500 to 10,000 new jobs. 
 When the
multiplier effect of each new EPZ job resulting in another new
sectors job in related
is added to this, the positive impact on 
the economy of Mauritius of this
project will be quite significant.
 

2)'
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The Small Entrepren_;nr Financin.q.. chen,
 

In FY 1984-85, the CO1, through the DDI", started a Rs. 
30.0 million revolving

fund for 
,hQ financing of. projects proposod by newly emerging en.r.pr.nuers. Thebasic objci-ive ofE 
 I]c: scheme is to induce and encourage persons who are
economic:alJy disadv,\n;ged or no..:ployed to sMt up thLU own smflall enterprises,
buildinug on k.a).id'y and0
:ih t;i.ll s . TJ, e scheme in designed to providefinancial n.. Lan...on M a.l Owns to 3..'s .. .... L isZ;:,. only
int-end.ed

for new Vnnr(,,,_-tne.,ic, pi, ,uct ve unLar.. The s.all 
 -,preu.irs
participating in 
t:e p:o2 m M;,e boon garmen:t mlLakers, furnitiLr. ,r:,k,,rs,
plumbers, l]vetricians, ,echan'c- and ot.ha artisans. Small agrulturalists

includii: rr:iiy and F ", ]ry f.Lmrs, fishermonin and thos.;e unqaOd in househo.ld and 
cottage i n ]u.n: les hv.. al"o ban.-', ited from assistarce undet, the scheme.Purchase ol a taxi, ...
s or lo'y Cor the first time by eligible j.rcons is also
 
being finance'd und,:r the ,schu.
 

The assistance is avallJalde to those persons who are unerployed or whose annual
 
income doe. nch excead Rs. 25, 000. Loans a nq sanction'd mn.Jnl ' for acquiringmachinery/egoi.pmcrL /twoo.s 
an! pa-:]:y for meetitng the initial requirement ocworking cap.li nod t.o sta Lh. small enterprises. Where necsary, 
a partof the assi itance is otilized for construction of sheds or repairs/onovaLions Loexisting buildings. In the case of units located in in lutrial otates of theDBM., concessional renL 
in charynd as an incentive to set 
up sm-ll enterprises. A
grant not uxc>~ciir 20,.ou the awont of loan is provid ed along wi:h the loan.

The amount Q; loan cannot exceed 
 Hs. 50,000 (US13333), inclusive of grant
element, fo: a si.ng.e borrower. In the case of an er rprise prnooLed by morethan one person, each promoter will be eligible for a loan/grant as determined bythe Bank. The repayment schedule is fixed depending upon the expected income ofthe borrowe:, with an initial moratorium of 3 to 12 months and an overall term of
3-5 years from the date of the last disbursement. At present, the loans carry an 
interest rate of 8% pa, 

The borrower executes a Loan Agreement with the Bank and a flexible approach is
used with regard to the nature and extent of security. The loan is usually

secured by a general 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, marketing support and entrepreneurship 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 COM and over
Rs. 15.0 million of its own resources have made loans as listed in the following
 
table.
 

http:househo.ld
http:int-end.ed
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Table 7Small Entrepreoneur rin nc.nq Scheme-
Posi,tt0n on 3.6.85 

Subsector 
 No. of cases AMount 

-Mixed Farming
(Including ishing) 735 
 15,689, 600
-Foodstuff:3 ani'C
Bcverages 
 115 
 2,319,600
 
Ga r nt 
 369
-H~et.l 10,332,525Indu t:iKS 

.1,237,800
-l4anf. of I~n-:thllic Prod. 
52 

6 135,600
 
-Leather Prodctiojn


(.nclucding 1.hc?aking) 30 
 777,300
-Paper Prodtc~ton 9 314,000
•-Chewica5, iVlaztics Production 3 135,000
*-Fu -ntu91e 9 
 2,930,350
-Sand]-Quar ry 2 20,000
-Con s: ruct io1 
 14 
 530,500
-Other Manf. TInv. 51 1,664,300
-Tran:3port, SLorage Com. 102 
 4,172,100
-Social Corn Services 
 7 
 229,000
-Rccreition and Cult. Services 
 3 
 125,000
-IcPaiLr Services 
 54 
 1,067,00
-Agricultural Act. 
 99 
 3,452,000
-Others 
 18 
 378,000
 

TOTAL 
 1,768 
 46,009,675
 

Disbursements 
 1,086 
 23,200,000
 

The employment generation from the scheme at the Rs 45 million level is estimated
by the DBM to be 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 designod to help the poorer individuals in Mauritius.
Arrearages are. quite likely to be high, but the benefits of the successfulexpansion of the local enLrepreneuriil class will be enormous. 
The GOM is
seeking grant assistance for the expansion of the scheme to Rs. 210 million. 
The
GOM believes that EEC assistance will be made available starting in FY 1987, but
has no pledge for this year. 
 Thus, if: is proposed that the balance of the funds
in the special accoant (estimated at Rs. 
21.5 million) be used to support the
DBM's Small Entrepreneur Financing Scheme. 
 The DBM estimates that an additional
Rs. 45.0 million of loans will be disbursed under the scheme during FY 1986.
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VI. IMPLEMENTATION
 

A. Responsibilities
 

1. Government of Mauritius
 

Responsibi].ity for impleIntp.on1 of the polJ.cy
as . :hole. Sohi. 
reform recots %.1ith the governmentof the c,2Ynes wili.

Industry Bill) 
require parli mentary appri.al tho 

a ri~f w]lo ol.c. can be inY0p].ement y lini:'Erytax n3 :fl~ Enc ) oF . (eo~ 7 hc .~i ..rytaX and tar~iY r ) 0.yo crOo ''.... of indosl rythe(new .[r~clP;!: f . The.. ial policy)

Minic-_ y of Fir'nr:l specifi.caily th.i Src:.tary ok Finance, Wil.. 
 be co:i.natorand the A.[D coJ','.-t p.ci n o::hi)i [:he ::respo 1 Th.c S'c - j:y 'ilJ he d ircatlv.' io ol- Lhe cashS:oo ,_ant7t::,. bo t \.,,:l 0o0ei'jnrdli U5C.Ch) of b,)LVexc han.,_ ed 1he local cu r(?.1cy wiI:" hh?, v.i nin:vDeVejopment. iPol. Lhe 

.)1: t-r, of Econ: * jPla . andallocC;.Lion of Lho for,,iua -. the 1lOj wil' sult

with the Ban!k of i>aritiu
 

The .SecreLary of Finance %i.i11 be respon7i)le 
use of the 

for accounting and re-potiog on thelocal currency. Since the fi.rs[- tranchebudgetary support, ail] b.,,used for directonly r:porLts on their development budget allocations and useswill be requied.
 

.For th second i:rant-he of lozal curr- ;cy, a spucial accounL, opemedthe Minio-ry of Finarce, will 
in favor ofbe establishd inCitib- nk, the only US bank with 

the Port Louis branch of an office in Mauritius.account funds in thiswill be ursed for dcr.vlop:nent activities 
The 

the Ministry of mnL ua~ly agr<ed upon by AID andFinance in consultatioit ,ithin linistry ofand t mh Economic Planningl)evelopment. Disbutrsements will be made by Finance in a timely mler to thagovernment entities implementing the aqixed upon ecl:ivitios.basis, the i..'mplmnenting agenicies On a quarterly
or the Ministry of Finance will send to AIDprogress reports on 
the programs. 
 Since these financing and reporting procedures
are the same as those used for the CIP, no serious problems with them are

eypected.
 

2. AID 

REDSO/ESA, with the assistance of the American Embassy, Port Louis, will have
primary responsibility for the administration and implementation of the grant.
REDSO Program Committee, including RFPMC, A
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 progress in the 
reform process to release the second tranche of
funds. An economist and other members of 
the Program Committee may be required
to visit Mauritius to review formally the reform measures taken by the GOM.
Based on 
this review, and/or information provided by the Embassy and GeM, the
REDSO/ESA Director, with the concurrence of AID/W, will make the determination.
The mechanism for the decision will be 
an Action Memorandum to the REDSO/ESA with

the decision sent to 
the COM through a Project Implementation Letter.
 

U9
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B. 	 Implementation Arran c;;ients and Procedures 

The program obligation will be made by a gra.t ag remc-u'nt in September, 185 with 
funds di..mr;e, iii tvo Lranch-.s. The first two million dollars will be disbursed 
within a month of [h. signini of the grant agreeim. nt. The e tranche of 
three mi...lion Vorch 1'39;6, 

satic ac:ory pfo(.1(It':.; by th .iinL,t : :o(,. tar,<arc:;
 

dol. will bo ,i '?b) I l- ie or Ap 19i, subject to 

The m-chznisism for diobur-i.g pE-o grai-t fund", 	will be as follows: 

1. 	 Upon cowr.].iac: ith all ca:&1idtion,: pTih2cerit app.lic:ablos to first 
and th .n su 'iri ly for Second tranche disbusemls, the GOM 
will reque;t ,Af ) by mean}; of a liiancing Rcjue. I: (torm AID-I].30--2), 
disbt ra;eot of !.'ant 1W i-J, to a Gav2:menh zccc.: nt at the Bank of 
Mauritius or at: (',,;ijnai_(l-e comoc.'c al bank. Tie Finan,:ing
Request w%,ill bi? ,igne0 by the detigj.ate'Ivs reprcg bothn.a:.t 	 of 

U.S. 	 Governmerd: and the G,'),\I. 

2. 	 Upon execution of the F'inancing Request, American Embassy /Port
Louis throujh P1.}D:O/S:SA will request the Regional Financial 
Manaium-:ent Cetct (RFMC) in Nairobi to arrange for the transfer of 
funds into the GO',I bank account. 

3. 	 RFMC/airobl will telegraphically txansmit the request to 
AID/Oashington (0./F1/PAPD) with all information required for the 
transfer of funU:. including certification that all conditions 
precedent have been met. 

4. 	 M/I"1]/PAFD will telegraphically transfer funds to the Gott account at 
the Bank of Mauritius or at their designated bank through the 
Federal Reserve 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 generation from the 
second tranche disbursement, based on the prevailing exchange rate of the day of 
the cash transfer, will be deposited into a special account within fourteen days
of the date of cash transfer and will be used for mutually agreed upon 
development activities. GO,4 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 state'ent. 

C. Illustrative Implementation Schedule
 

DATE EVENT/ACTION 	 RESPONSIBLE
 
OFFICE


By Sept 30, 1985 	 -Grant Agreement signed REDSO/ESA and MOF
 
-PIL # 1 delivered REDSO/ESA
 

- October 15 	 -CP's met GOM
 

- End October 	 -First Tranche Awarded RFMC/MOF
-PIL with benchmarks sent REDSO/ESA 
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- I'ovei!iber -Local Currency Allocation
 
for Cash Grant 
 MOF
 

1986
 

- March 	 -Revie.r of Policy Reform AID, Mel and 
Performaance Embasny
 

- Late March .-Approval of Second Tranche REDSO/,SA & AXDA, 

- Early April -Second Cash Granti awarded RFMC, I-1O
 

- May -Deposit of Local Cur:rency 
in Specd. Ac-coun and 
AgreertrjL on 	 Msc1.OF & REDSO 

- June -Dishur 1'-.en:of Second 
Tranche Local Curr:,ency 14OF - November -Local Curi:ency Activities MOF & implementing 

Co1ple'e 
 Agencies
 

D. 	 Program Monitoring and Report:nq 

REDSO/SA is responsible for progra:n monitoring which w1 l be conducted during
periodic visits to ;iauritius by the Project Officer and 
 other 	RfEO!S/ESA and <rFMCstaff 	as roquired. Tihnse idCjividua.ls will visit 	the 11OF, MEPD, imrplementingagencies and sites of the local currency projects. AID/REDSO will 	also monitorthe progrec.s of the rupee program through periodic reports containing the
 
following information:
 

a) 	 Deposits and disbursemQents in the Special Account;
 

b) 	 For each program or activity, mutually agreed upon for funding from the
Special Account, a description of the ac:ivity, the amount budgeted for
the program and expected 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);
 

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

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

E. 	 Evaiuation
 

In addition to the normal implementation evaluations conducted as part of program
monitoring, a special evaluation of the program will be undertaken. 
 Two key
 

http:idCjividua.ls
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objectives of this evaluation are to help dctermine thr, appropriateneos and 
impact of the African Econoinic Policy Refonm Program (AI'PRP) and to recommend 
modification:. thatl: may b necded to iturke the 71EPP more .f:ectivc The 
evaluation wi.l take }flae in JuIe/JUIJy 1986 af te: nu: .y all progr:in act ivit ies 
are comlp.et;, An .- nd ,rc .aia or p.:aject of. 2.c'Z, not invlved in theconomoI.st7 

au r itis 12>9 dcv._ ! :'t or iLwolh!:tio . a(2;id u :r ;i weeoksJ 	 t-\:o 
in i.iauIri ijs. ito *>,yc',,: .< tCli s:r - AK2: i"].,.! )y, 7]H./'bT '.;i!i t, :cyi~she3 An 

early Fi 19 1e [.o reV. ,' thc da L '.I IA u : F vs,., : tor d1 .lopdmnt I 
MauriLius. 'l',s, if !W. at,: a " : .1.]. j ii thm ova!la:.iun teai in 
July to rr.<j'rc LlB3 e'i!L;d.e tihe 'yI. ii : X? t 2.aatu iin th,., ove .ill 
e~va~tln.~on. GO:s, R)EI>;O/i>gA arid :o:.t Lo .is ];b~a i:;y staf!s will act as rnesources 

to the team. Po specia!l ffundi ing be i,'a d since the evaluation will be'i 

internal to AlD The e%.:t.uationil ase 

(1) 	 the extent to which the EIPP has resulted in policy changes, 

(2) 	 the impact of these policy changes on economic performance, 

(3) 	 the extent to which the reforms are additional to those required by 
other donors,
 

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

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

(6) 	 the impact of ]ocal currency generations on the GOM budget, 

(7) 	 the developmental impacts, especially employment generations, of the 

local currency activities, considering selection of the activities, 

successful implementation, outputs and beneficiaries, and 

(8) 	 the overall effects of the program on poor households. 

http:economoI.st
http:comlp.et
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VII. OTHER CONS IIERATIONS 

A. Other AID Programs and Present Pipeline 

In recent years, Lr, Inajor component of the AID program to Mauritius has been acorflhlodi.ty import 1.)1(0Urain whi-ch has bwfn Used to purchase U.S. edible oil. TheCIP's have ri",--ori.dod $2.0 :i.1lion por ye; r since 1982, excepL for 1.984 whon a
total of foul: m1illiori dollar ; was author~zed. million is
A $%0 l CIP planned for1986. Two million dollars of CIP moncys from the 19134 prograwi remain unused and
in thc pipeline. Tue final !: rch~se of one million dollars re(J.ilining in 1L!( FY
1984 CI.P was in August. The last PL 480 loan (,$3.5 million) was awarded 
in 1983, and there is no PL 480 pipeline. 

Local cuurency generat ons under the various program are summarized in the
 
following table:
 

Table 8 
USAID Commodity Import Programs and PL 480 Title I 

Rupee Activities 

FY 1982 CIP 
 Millions
 

1. 	WaterSupply to CHA Estates and Other-Rural
 
Water Activities 
 Rs 	 20.0


2. 	Small Business Financing Scheme at the DBM 
 2.0
 
3. 	Small-scale Irrigation Scheme 
 2.0
 

TOTAL 
 Rs 	24.0
 

FY 1983 CIP
 

1. 	Francoise River Diversion 
 Rs 	14.5
 
2. 	CWA Rural Water Program
 

a) Caroline to Bramsthan Pipeline 
 3.5,

b) Bramsthan to Camp Ither Pipeline 
 2.5
 

3. 	Investment and Trade Promotion 
 3.5

4. 	Tourism Promotion 
 4.0
 

TOTAL 
 Rs 	28.0
 

FY 1984 CIP
 

1. 	Seven Rural Industrial Buildings 
 Rs 	 50.0

2. 	 Small Business and Industr', Loan Scheme 5.0
 
3. 	Tourism Promotion 
 4.0
 

TOTAL 
 t a n 

http:corflhlodi.ty
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FY 1985 CIP 

Vacoas-Phoenlix Industrial Estate, Phase I Rs 32.0. 

FY 83 PL 480 TIRp-' 

I- NPIP Pilot r),-1.11 rriga-,ion Project Rs 7.0
2. Livestoc!; DV!,lIopienL and Research
3. 12.5Food Crop Research and Pzperimentation 

18.5 
TO TA L 


.........
fls 36.0
 
Tbe CIP's and PL 
 480 loan as well as the iocal currency activitiesproVidjnj foreign exchangc under them areand budgetary supporteconomy and the that strenithen theassist Govtr;~@n,- to undertake Iauritius 
for all st: nlcturail adjustment. Theof thece !-,roorain'1:.s needill par't, fro , son eadjusLjwcnt under-tJtn 

-.,, of oconorni c Qtructural"W'by th a GOI startinj in 197". ofContinua:ionas Mauritius this supportnovc into
adjustfrient: is 

tL)h s econd staI- of policy refo mdevel opF.entcui]. y Sound. a,s
The EPi]P diri:cLly complements previous AIDactivities.
 

In 1980, a Housing Insurance Guarantee
this program was approved butyear begininn ing to draw the GOM is justdown th.e money owinj tot havw pr(iVailed the hic.,h interest rates thain the U.S. In addition,approximately $200,000 per year 

AID has V:o.en providing a total. ofunder the AFGRAD and AMOPareas that directly complement the 
1I for training inGOI'Vs structLUwx- adjastment effortscurrency activitius. and localFinal.ly, approximitely $450,000 isfamily planning. Over spent each year inthe long theterm, solutionlower to high Unemployment isthe population growth toLate and maintain 

planning is setting 
it at a low level. Thus, familythe stage for long term structural adjustment. 

B. Environmental Statement
 

A categorical exclusion determination is attached 
as Annex C. 

C. Conditions and Negotiating Status
 
rwo special conditions precedent will be included in the grant. 
An explanation
)f the need and procedures relating to the following conditions is presented in
3ection VB, Policy Changes to be Supported.
 

As a special condition precedent to disbursement of the dols. 2.0 million
first tranche, the GOM will communicate to AID a description of how it
intends to proceed, through April 1986, to implement tariff and trade reforms
and to make modifications in the industrial incentive program to increase the
international competitiveness of local manufacturers. 
As a condition precedent to disbursement of the EPRP'S second tranche of US$
3.0 million, scheduled for release in March or April of 1986, the COM 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.
 

http:Final.ly
http:r),-1.11
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Substantive agreement har, been reacle(c on all aspectsthe cash gratnt, conditions, of the prograim, includingdiburrsemen procedures and the proposed uses of localcurrency qcnctat ions. 

Programn ncgoLtiJ,i,,'orls hv2 bcn extreomelyin both Lhc MiniLry o[ productive and cordial. GOm1.inance officialsond the llinisryIheVe 2 opmepV L-ta of Ecolowijcbo:en f[c1hco:nj;g Planning wnda n1 coop,:ativ 
No-cU:;'.ons.in NC) proiems ins (~ignig111 LhGm'L Agreow. 1 t befor Lt end of thel615)Dol;n are zltiCipa[:cd. fiscal year or implemating the 
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3A( 2) - NONPROJ'CT ASSISTANCE CUCKLTST hNNEX B 

CROSS-REPER ElCE: IS COUNTRY CflICCTJLTST UP TO DATE? YEIS.
 
CHECK THE "Y 1985 CIP PAAD 

A. GENERAL CRITERIA POP J ]C-'N -r;-(Gi ASISTANCE 

PY 85 Continu-inq eotIOn., See.

525, 3 ii 

a. 	 Descrilbc how1 Coi,!Iij.ttCc.s oil A CN 	Was sent to congress
Appropriafioi , Scate, o" end on Septenber 6, 1985. 
House have been or will be
 
notified COflCeri!iny the

non-projocta.;: ;nc
 

b. 	 Is asrsistance ,.,thin
 
(Operational Yeer Budget) 
 Yes
 
count ,y or international
 
O i za.location-........ion 

reported to the Conjress (or
 
not more the,1 "I mil.lion over
 
that Zar;ount)?
 

c. 	 If proposed assisLance is from 
the $75 million in ESF funds
 
transferred to A.I.D. under 
 Yes
 
the second CR for FY 85, for
 
programs or activities for
 
sub-saharan Africa not previously
 
justified to the Committees on
 
Appropriations, has Congressional
 
Notification been made?
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2. 	FAA Sec. 611(a)(2). If further
 
legislative-
 action is required
Within recificnt country, what is
the basis for r:s'onl;]o 
expectaI.;,u that: Much action will 
be comp.i,,0 in ti ; to 
orderly :.l iI;hI: of purpose 
of the htr.L-.'nce? 

3. 	 VAA Se, 209, i a liiLwce more
 
cfficicu? .2 : 
 ff,,,.t V:'y given
through a or mulilateralorgan].. ,&V:o.:? Tf .,cw.hy is 
assstaine,. h.f. ro qi Van? 
Info rmt:Ia',a ridconcluion whether 
assistau,.:2 ',ij~llencour:igo regionaldevElopn.: 	nt p~roramr. 

4. 	 FAA Srec, 601(o). lnformna-ion and 

conclusio:{ twhath-]n 
 -ssistance 
will eneoU"gr(. cfforL:; of the 
country 'o (:) in.ase the flow 
of intei lal trach;(b) foster 
private initiative and 
competition; (c) ecourage 
developi-nt- aijd use of 
cooperat: ives , 	 andcredit1nions, 
savings anJ loan asuociations; (d)
discourage monopolistic practices; 
(c) improve tcchnical efficiency

of indufltry, agriculture, and 
commerce, and 
(f) strengthen free
 
labor unions.
 

5. FAA Sec. 601(b). Information and

conclusion on 
how assistance will 

encourage 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 
h.ermitbe passed before April 1986.
 

No
 

Since this is a cash grant, it 
is impossib]e to predict its
 
impact on items (b) through 
(f). 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.
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6. FAA Sec. 12(b), 636(h); FY 85. 
COIf-[N.ui r.q Uc*.:o1 L"i.( 1" ,; .. j 507. 

L'p ; (a:luri w-n<'ire 
that, to thc. ii.<1xi1!:L ; x.tr,, this Program will be u:.3cd to 
po.i.:be, th., ccu1n.ry is finance development acti.vities 
contriILtiny l CUrrellics ill 	 The does 

De-,j: i be. c to 	 Local currencies gre.n-ruated by 

c:r:&L to auritius. U.-1:. 
meet the cot ,-t -ontric1.uc'i, and not own aay exces foreign 
oth,_,r Vicr,.3, c fo ec.-(In currency in Mauritius. 
curre2ncies o,,nc] b, the [in i-ed
 
State,< cr e uti 1.1::_,i to ,,L. the
 

cost of cont z.ctu.l and othnr
 
services- in. i- u of dollitrr.
 

7. 	 FAA Sec. 612(d). Do-S th* UnitCd
 
State ow n o.:c f. No
forc iyn 
c. rrencv of th,:, recipient 
coulllt.).y aln, i.f ,;o, what 
arra:irerts bneci' adcO for 
its Ix.;ase?
 

8. 	 FAA Sec. 601(e). Wi]1 the project
 
utilie co ivc:!.ii:ive selection
 
procedures fo, the warding of N/A
 
contracts, e:.:cept w.herc
 
applicable pjrociurejiont rules
 
allow otherwise?
 

9. 	 FY 85 Continuinqflc:;lution. 
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 assistance 
likely to cause substantial 
injury to U.S. producers of the 
same or similar competing 
commodity? 

10. 	FAA 118(c) and (d). Does the program
 
comply with the environmental
 
procedures set forth in AID Yes
 
Regulation 16? 
 Does the program
 
take into consideration the
 
p:oblem of the destruction of
 
tropical rain forests?
 

http:ccu1n.ry
http:COIf-[N.ui
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11. FAA Sec. 12C. Has an attempt been 
made to finance prGI(uctive 
facilitic31, goods and ;rvices 
which wi3.1 e>:pediL i(u;lf, and 
directly 1ctaEiL Lho:.;e living in 
absolute puOverty U)n]c r tho 

st.la~ .n , ,.pLed by t-e World 
Bank ? 

In providing foreign exchange 
as a cash grant, the projram 
will help all members of the 
Mau ritian society, including 
the poor. 

12. FY 8!, Cor)Liti'..i _ o,_-.oic Has full 
co idiiu a b,:ex jiven at each 
stage of (2;Jqn to Lho 
involoi.e-int sall id o 'ity
( i ilc-.udi 'I .n .ii- :.;o 

Yes, but 
to award 

the decision 
a cash grant. 

was 

historical1ly 
univers!L.2.:$, 

bJ.ack coll(!qes and 
and mnurity PVO's?-

Be* FUNDITG CilITP7.!, 

A S SI TAqTCE 

FOR NC 1RpEOJ1CT 

1. Nonaroject C ii a3, for '):onoic SUlort Funds. 

a. FAA Sec. ,_ . 11i t hi 
assistarnc,<,upport ,nd promote 
economic or politica-l stability? 

To the extent possible, does it 
reflect the policy directions of 
FAA Section 102? 

Ye 

b. FAA Sec. 5 31(c). Will assistance 
under this chapter be used for 
ilitary, or paramilitary 
ctivities? 

No 

C. FAA Sec. 534. Will ESF funds be 
used to finance the construction 
or the operation of maintanance 
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? 

NO 

6 
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5C(c) --STANDARD ITEM CHECKLIST 

A. Procuremeut 

1. FAA Sec, 602. Are there 
arranoement! to permit 
U.S. snall lbUniness to 
participat_ e-qjuitably in 
the-,ftzrl ::;i 'q of 
co fjdi.]i . a l se rvices 

fi nanced? 

N/A, since this is a cash 
grant. 

2. ....) , Will all 
procuremei4: }'e fr:om the 
U.S. eXCept a otherwise 
determiv,.c I, the President 
or under oje'egation from 
him? 

N/A. 

3. FAA Sec. 60.(d). If the 
Cooperating c Ltry 
discriminatcs against 
marine in:;ur,-l1cec compallies 
authorized Co do businesS 
in the U.S., Vill commodities 
be insured ;11 the United States 
against marine risk with such 
a company? 

,There 

N/A 

is no discrimiiiation. 

4. FAA Sec. 604(Q); ISDCA of 
1980 Sec. 705(a). If 
offshore procurement of 
agricultural commodity or 
product is to b e 
financed, is there 
provision against such 

N/AI.... 



procurement when the 
domestic price of such 
commodity isr]es1 than
 
patri 	 y? (Exception where 
Comirc,)-cy fiL ni ,d could 
not rea ionabiy Ie 
proc red in U.:. 

5. 	 FAA Sco. 60,(n)_ W.I 

enq i ne rinj r,viccs he 
procu-red jr.firmcs of 
count ries ohl 'i . 
eligible un,'c Code 941, 
but which hIvvC-ttaiied a 
c0P,ettitve. ca, h)ibjity in 
ijternat:ion:! rkets in 
one of these eas? 
Do Lhese crnLrjes permit 
United Si. Ln riif.t to 
COfcpct~o for cooilcct tici 
or engJr, Ic-nen±:il~ rvice.rj.. 
finlced frol ;l:sist .nce 

prograns of tese countries?
 

6. 	 FAA Sec. 603. Is the
 
shippin'rg exciud--d from
 
comliance ,,th 
requirrmenet in section 
901(b) of the Merchant 
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?
 

7. 
 FAA Sec. 621. If
 
technical assistance is 

financed, will such 

assistance be furnished
 
by private enterprise on
 

-- 6--

There will be no 
construction.
 

N/A 

Yes, but no. TA is
 
planned.
 

http:rvice.rj


a contract. basis to the

fullest Le;:.n t
 

practicable? If the
 
facilitie-s oE oLhr
 
Federalg:i:c>e. will be
 
utilized, rl L],:v

particu3 rly ,uitablc, 
not Com.C i.Live wit 

privatc crnfi rpr::e, and
 
made a ,-i.1,hJ. -withotit:
 
undue nni r rcwcc with
 
domestic )Lc)J!_am.? 

8. 	 Inl:ernnt ir I:*Air
 
TCL InSjj; . I" 

Co ~L !) a- '.._'f-.Yes, 
 but no air 
Act, I!'if air services are expected

transpo K- in of pxr>;ons 
 to be required.
 
or pfop :t .]fJ.nI,-,
 
on grantl: , ill U. S.
 
carrierr; bo i:-:ed to the
 
extent urIch service is
 
available?' 

198 n'ni.t,[q 

Sec. 504, If the U.S.
 
Gove rn : nt is a party to
 
a contract for procure
ment, will the contract 

9. 	 FY J Renolution 

N/A.
 
contain a provision
 
authorizing termination
 
of such contract for the 
convenience of the United
 

* States?
 

B. Construction
 

1. 	 FAA Sec. 601(d). If capital
 
(e.g., construction) project, 
 N/A.
 
will U.S. engineering and
 
professional services
 
to be used?
 

2. 	 FAA Sec. 611(c). If
 
contracts for
 
construction are co be 
 N/A.
 
financed, will they be
 
let on a competitive
 
basis to maximum extent
 
practicable?
 



3. 	 FAA Sec. 620(k). If for 
construction of
 
productive enztc.1wise,
 
will aggJreg,,Le value of 
 N/A. 
a.snist-alnee to be
 
furni shed ]x'jhv U.S. not
 
e:-ceed $140r) r:;11io'n
 
(rexCe:1:t fre: ],"-tLctive
 

eutelrpri ses Egypt that
 
I*ere dosclii ' I in the CP)?
 

C. Other P.t r icf i on.; 

1. 	 deAvo lAelAo) if 
dcvelopjiieit: ln, is
 
interest rat-' at least 2% 
 N/A.
 
per annum dirLnjg qrace
 
period and at least 3,
 
per annum threafter?
 

2. 	 FAA Sec. 30 (d), If f und
 
is esa blishd solely by
 
U.S. 	 contributions and 
administered by an
 
internationi]. organiza-
 N/A.
 
tion, does Co;,,t ro].ler 
General hav, adit rights? 

3. 	 FAA Sec. 620(h). Do 
arrangements e:ist to
 
insure that United States
 
foreign aid i;.,
not used
 
in a manner .,,hich, 
 Yes, 	Embassy and
 
contrary to the best 
 REDSO/ESA monitors
 
interests of the United 
 the program.
 
States, promotes or
 
assists the foreign aid
 
projects or activities of
 
the communist-bloc
 
countries?
 

4. 	 Will arrangements preclude
 
use of financing:
 

a. FAA Sec. 104(f); PY
 
1985 Continuinq Resolution
 
Sec. 527: (1) To pay for 
 (i) Yes.
 
performance of abortions
 
as a method of family
 
planning or to motivate
 



or coerce pernos Lo
 
practive abortionn; (2) 

to pay for perto :J'arnce of 
invo)unla7y zation1er1i 


as intd:hod of i.2ni~ y
 
plarning, or :o,,rco
to or 
provi2 Li nauc IJ necent ive 
to any per:.;u)n tLiu'iCICqgo
stei.1iz ion, () to pay 

i & .]. re s eo r c.for any 


part, Lr i eth r the
 
pe rfo r/;c V:t', of 'jIL.ions
I 

or 1rv.ounLcary .:K':iJiz.-
Lions a mean:; of IaInily
plannirml; (,j) to lobby for 
abortion?
 

b. FAA '. 620(q). To
 
come"nsate owners 
for
 
expropriated nationalized 
property?
 

C. FAP3'.cc 660. To 
provide training or
 
advice or provide any
 
financial support for
 
police, prfi:-ons, or other 

law enforcement forces,
 
except for narcotics
 
prog rams?
 

d. FAA Sec. 662. For
 
CIA activities? 


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

f. FY 1.985 Continuing
 
Resolution, Sec. 503. 
 To
 
pay pensions, annuities, 

retirement pay, or
 
adjusled service
 
compensation for
 
military personnel?
 

:(2) Yes
 

(3) Yes.
Yieo.e 

(4) 'Yes. 

Yes.
 

Yes.
 

Yes.
 

Yes.
 

Yes.
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g. Fy .3985 Continniljn.qResolut:l; ui, S ,C 5V" Top:Ys 

aal r ';,.: fOr duo(. .?. 

Renot ; To ca
1.up 
out p).ovi..,Zon f FAA
 
socLion 2-(d) (Transfer 
 IYes. 
Of FAA funds to
 

MulLilcaLor"1
 
organiz.ot ions f(:t
 

lending)?
 

i.*FY ]985 Conitjinic, 

Re.' ........., . 51.0. To
 
finance t:, o:porL of
 
nuclear equipment, fuel,
 
or t 0'1 Lo train Yes.,
.chnOo'! 
foreign natioLals in
 
nuclear fialds?
 

j, IY 398q- Cont unui"L
 

Will assis.;Lnce b..
provided for the purpose
 
of aidinq the efforL- of the
 
governmanmt of such country 
 No.,
 
to repress the legil-irmlte
 
rights of the population
 

of such country contrary to
 

the Universal Declaration
 
of Human Rights?
 

k. FY 190 Continuing

Resoluti,, Sec. 516. To be 
used for publicity or 
propaganda purposes Yes.
 
within U.S. not 
authorized by Congress? 

1256D
 

http:organiz.ot
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6. The Government is very much conscious of the role that aprivate sector play vigorouscan in job creation. When the number of entrepreneursin a country grows, it Issymptomatic of growth. The Government is thereforesatisfied with the success being achieved in the promotion of private enterpriseiu !.hc count,, epeciaily the small businesses, i must hereGovernment's add that thcommitmeat to a strong private sectorcitulation must not be vicwed asto bg business. "he Government is concerned about the'needto democratise the economic system and already we have taken various stcpsto achieve this obiectie. It theis belief of this Governmentbusinesses can that smalland wi!l play as important a role as the large scale businessesin solving our unemployment prob!em. 

in.•and T.- ,
•7. In my7.hsi
In ryth Bdgzet Speech last year, as in my first Budget Speech, I laidpech lfatin idarinfirsute tee aido10. 

emhass or the importance of nationaleconoin:c adjustment. I am gratified solidarity in the difficult task ofto note that the movement I launched 
two Years ago has gaine~d considerable momentum during the 'ear. This hasbclp'd in a large measure to alleviate the hardshipfe"',.v citiz-,nS. of our less fortunateWe shall continuee'irit of nationa:l solid ,r:ty doing everythingand national unity. possible to fosterNational unity not theempi-y s'oian. Nly conccp is anof unity is that each Mauritian has his rightful 
place inthis country and a positive role to perform. It meansalso that allour institutions, whether the trade unions or the press are given the fullest 
opor: ,unityto develop and express themselves freely.S. in the fcmzaiation of my previous two Budgets Ipoint to consult representatives had made it i

of various sectors. I strongly believe nobudget can be properly framed and no budget can express the aspirations of 

the peoplc in the absence of prior consultation and dialogue. This year again,have had extensive consultations and lengthy dialogue with fellow citizens 
comngocfrom all 
 mut admit that I gave special attention tothatve 
 cf youth, of s dentsand of women organisations.sp;,e of severe bu,;_e'.ry constraints I have ma 

In 
the maximumnodlate the proposals he to accom-

19S5/S6 Budget, of these various grusnoulike the previous ones, will be a icrlIoetagroups. IIbudgetsincerelyof concensus.hope that thh 
9

9. 1 now comhe to the themes of my Budget. First andB,1dLjer is a .ugt foremost, thisfor job creation. There is no doubt, Mr. Speaker, thattre overriding priority to-day is to create productive jobs quickly. It is essen-Cal however that our model of develop:nent does not merely focus on growthand employment creation, but also give considerationfactors. to human and socialWe mtst not forge, thathuman happiness. We must ensure the ultimate purpose of developncnt is
that we do not create sectoral imbalances.by over concentrating 
on one sector and neglecting others. While emphasising 


- export-led growth we should pursue at the same time the objective of selfreliance, especially in such sectors as food production. It is essential, 

Mr. Speaker, that in this process we no not concentrate wealth in the handsof a few people. Economic development and economic democratization shouldgo hand in hand and the fullest opportunitycitizens irrespective must be given to all our fellowof their social and economic background, to be involved
in the process and to reap the benefits of development- This explains whyI am laying emphasis again this year on the expansion of the small scalesector in both agriculture and industry. We a want Mauritius to develop withwide economic base made up of a large community of dynamic smallnlanters and businessmen. We look more especiallyths country to take up the challenge lying ahead 

to the young people of
of us. In this Budget. Ihav, laid special emphasis on the measures),)uth employment. for encouraging youth training 

My second theme in the Budget is to complete the reform of ourtax system, which I started in my Budget last year. This reform is crucial inthe government's strategy for creating in Mauritius an environment favourable 
to economic growth. It is an integral part of our policies for encouraging
hard work, risk-taking and initiative.
 

11. 
 The third theme of this Budget is to pursue the budgetary adjustment inspite of the high level of debt servicing. When dealing with this theme
I shall explain the steps being taken to enhance efficiency in financial admnir..tration.
 

Review of the Economy 
12. 1 shall now briefly review the domestic economy. First, aggregateoutput. We have achieved in 1984 an economic growth rate substantially
 

higher than that of the preceding year which was only 0.3 per cent. infact,
the growth rate will be in excess of our own projections made earlier. Weoriginally forecast a GDP growth rate of 3.1 per cent but the revised estimate
is now 
4.2 per cent. This performance would have been better still, if thesugar sector had a normal crop.
3. With regard to sectoral performance,with rear otoral perrmance the EPZ took a formidablete ok axformidale

lead, withEPZ achieveda real growth rate of 21an increase per cent. Inexports from 31 of 65 per cent, terms of export proceeds,total thereby increasingper cent in 1983 its share ofto 42 per cent in 1984. The outputof the manufacturing sector, as a whole, increased by 7.8 per cent in realterms. These are clear indications of a major breakthroughdevelopment. In fact, some in our industrial51 new units have been 
a set up during 1984 andnunber of existing units have expanded eenir
scale of operations 

14. The tourism sector is also buoyant,.with tourist .arrivals reachinga record figure of 140,000 last year. In real terms this sector grew by 14 per 

8 
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4 
cent in 1984 as compared to 4.6 per cent in 1983 and a negative growth of2.7 per cent in 1982. This confirms above all the excellent worl; being done
by the Government and also by the private sector in the field of tourism
promotion. The growth potential of the tourism industry in Mauritius is now 

more evident than ever. 


15. In agriculture, with the exception of sugar, output has shown
sigrnificant imrrovement. I would like to make a special mention of the tea 

a 


sector. Production rose by 30 per cent. This. coupled with an 80 per cent
increase in price crted a very good year for the tea sector. Thus our teaproducers, who had been strugolin- during a long period of lean years, haveproe rs, weto i be struging duin aonideay e ,when 
be able to improve their financial situation considerably. 

16. The cor.srction industry, on. Members will recal, was in a
rcess:on throughout th 
 period 1979 to 1982. Many workers had been laid
off. In 1983, the industry made a new start, with a real growth rate of 1 per

cent. This growth rae was improved last year to 2.2 per cent. We have all
indications that this improvement will continue, 


17. Let re r~ow cone to investment. This is crucial for economic 

growth and its bhavi-ur tierefore, is an all important indicator of economic
prohneis. After a fall of 14 per cenL 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 1984. Public sector investment increased in real terms by 10.6 per centin 1983 and 1984. Privr te sector investment, rose by a significant 4.5 per centterms in 1984. 

18. The rate of savings rose from 17 per cent inof GDP 1983 to
18 per cent in 1984. which means a large part of our investment has beenfinanced by local resources. 

19. The average rate of inflation in !he current financial year is 8.3 
pzr cent as compared to 5.6 rer cent last year. This deterioration in theprice level has been caused mainly by external factors. On the internal front,

policies have b.en anti-inflationary. Our fiscal andour .onetary policies
have aimed at encouraging local production and restraining consumption.~The ~1prceeelinsriiursinmneoutis spcal teLCsThe price level in Mauritius, as in manyhas been greatly influenced countries, especially the LDC's,by the appreciation of the US dollar. Therefore, 
as a result of our internal policies, the inflation rate has been contained 
much below the average for the developing countries which is 38 per centEven using the median rate, in order tf avoid the influence of high rates in
central American countries, our average is much lower. 

5 
20.- On the employmeit front, ire have made steady progressthrough

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 of13,500 jobs has been 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 othec 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 employment in the
construction section is picking up as a result of the investment now takingplace. The service sector, particularlyin a modest way, in hotels has also contributed, thoughto the increase in employment this year. In future years,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-employment to a larger number of people, thanks to the various schemes introduced
by the Government. However, I indicated earlier, the rate of job creationas 
is still below what is needed to give real relief to the unemployed. Despite
the significant progress made, the Government is still very much concerned
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 schemes designed to achieve the maximum results in 
the coming year.

21. I shall now briefly review the monetary and credit policies during
the year. Monetary policy in 1984i85, as in the preceding year, has been
guided by the need to maintain a manageable balance of payments position
and at the same tii.e provide necessar} credit facilities for the prioritysectors of the economy. As I explained earlier, the policy of fiscal restraint 
followed by Government has allowed more scope for monetary policy to 
operate. In fact, largely as a result of our budgetary policy, Government 
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 
the private sector more extensively. In 1984/85, the net domestic credit to the 
pri-ate sector is estimated to have increased by 18 per cent, which represents
at? 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 

that most of the increase in domestic credit is channelled towards thepriority sectors of the economy. For example, the EPZ sector alone is likelyto absorb about 65 per cent of the increase in domestic credit during !!.: 
current financial year. 

23. Let me now indicateto" the House the balance of payments
situation for 1984/85. Imports during the year are estimated to increase by19 per cent and exports by 20.5 percent as compared to the previous year. 



is to bhe C13e the ok 

67 
The main impetus to export growth is the EPZ sector whose exports areee-.-atcd to increase by about 49 per cent over the level of the precedingyear. 

cThecurrent account deficit, as a percentage of GDP would
decrease marginally from 2.6 per cent to about 2.5 per cent between 1983/84and 19S4/35. The overall balance of payments deficit for 1984/85 is esti-mated aL about Rs 110 million as against Rs 3S4 million in 1983/84. rhsMr Speaker, is quie a signifIcant achievemrent, especially when we realiseth'a: ! as been achie'ved aanst a very dilicult baakground, namely the 

t r~eciatil of the dollar and the heavy external debtservcing to I shall later.whc, refer 

25. The fcrei-: exchange situation has been an area of concern tothe G-,'ern.n... troughout the year. We have had not only to meet higher 
... also o meet havy external ebt repayments. 

e.....~r t e~rc beenhave scrso.:l reduction in sugar receipts duringtie year. Ae a consequence our forcign e.- hange reserves droppedlow levels at some periods of the year. to very 

26. 1 now come to the 1934,85 Budget outturn. Last year, we hadachieved an in'pressive budget perforn;ance. MIr Speaker, Sir, in this financial 
year we have surp.,scd even that pcrformnce. We have been able toreduce the ovet-all budget deficit from-,-. 9.4 per cent of GD? in 1982/83 to5.7 r cent ltis year. We have achieved thib performanceunorsen exndrcs of some Rs in spite of 
uniorszcr on 

240 million arising from increaseddebt srce, icee s iyonrice an flo anreaundof xP ,:t on r inn dty s e,of tnc exrne~t cr acubsd on rice and lo u pandeofunduty on sugar. We hive achievcd this also in spite of thefact that in th,t ,r, un:ikc in nrcecding years, a!mcstprovi,.cJ in th1e Capial Budget 
the whole amounthas been utilized. 

27. in preseatig my Budget last June, 1 estimated that totalexpenditure. recurrent plus capital, on a net basis, would amount to
Rs 4,720 mii'on. I estimated total revenue and gr-nts to Rs 3,735mauiion, iv'nu r:' to a deficitiraing requirement Rs 985of million.Tbve ox':ra'l deiJlt isb': now revised to Rs 861 million, which isRs 124 iecr than the Estimates. With regard to recurrent expen-diturc J-.L Hous ' .'ill' be glad to now that an extra expenditure of someRs 5 million ii s been incarred in connection with the heart surgery opera-
tior.s condu-ted 
 by Professor Raffa. Additional expenditure of someRs 5 nz!iioa has been incurred on drugs and on renal surgery. Recurrent 

in t'-- :ax vdtobe close to dget estimatesto theof sugarRs 3,575 million,spe c: relief on exportheduty granted sector, andvariations in receipts from a number of items. As a percentage of GDP.total recurent ievenuz is expected to be 23.6 per ceut in 1984/85 as against24.2 per cent in '983/84. showing a reduction in the overall fiscal burdenon the community, 

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 proiect implementation in both the Ministry ofFinance and the Ministry of Economic Planning and Development. As apercentage of GDP, total expenditure, (on a net basis) is 30.6 per cent ascompared to 31.2 per cent in 1983/84. Thus in terms of expenditure, revenue,and overall deficit, our performance in 1984/85 is the most gratifying. I am
however, concerned about the relative lack of progress with regard to thefinancing of the deficit. On the one hand, the capital budget continues to befinanced almost in toto from borrowed resources, especially foreign resources.From the point of view of both sound macroeconomic management and theneed to maintain capital expenditume at a desirable level, it is important 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 sector.As a result, Government's borrowing from the local banking sector has beenreduced by about 2 per cent as compared to the previous year. This is in line 
with Government's policy of making available the maximumprivate sector. credit to the 

shall now dwell briefly on prospects for next year. First, theinternational economy. According to the World Economic Outlook releasedthis year, the combined GDP of the industrial countries increased by 4.7 percent in 1984 compared to an original forecast of 3.5 per cent. Therefore the
 
re
 recoverycovcr that sttrted in 1983 improved slightly in the course of last year. Thishowever is globally unbalanced. A 

concentrated 

large part of this growth was
in the US and Japan. Output growth in the EEC countries, in
contrast has been moderate. With regard to inflation, the industrial countries
 
have managed to keep it under control.


31. As in the previous year, the main factors for this sluggish growthin Europe were the deficits in the budget and the balance of payments of the
US and the consequenatial high interest rates and the strengthening 
 of theUS dollar. The unemployment situation has worsened in most industrialisedcountries, except the USA. Canada and Japan. Mauritius is one of the veryfew countries which has succeeded in reducing its unemployment. The un.employment problem in the developed countries has often been invoked aspRoyet 
an excuseintentions for intensifyingin variousprotectionistfora, policies. In fact, despite all the goodexpressed there has been no abatement of proteetionism. At the recent Bonn Summit Meeting protectionism has again beencondemned. There has again been a call for more tangible progress in relaxing and dismantling existing trade restrictions. But the outcome of the meetinghardly gives any hope to developing.:countrie The outlook for rnu, 4, 

ope c t ofden been as 
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erefoe not that bright. It is forecast 
8 

that the annual growth rate in thede e1,3tej countries will average about 3 per cent for the rest of the decade.In the dcveloping couutries output growth recovered to 3.7 per cent in 19S4.For 19S5, the World Economic Outlook forecasts that growth in these coun-Sics '.vili be around 4 per cent. it is hoped that the deve!oed co-ntries wouldonore teir ownyd oen problems through measuresrisl c pethat would.hi put atat-he proapecs for developing reeries.32. Scon,' Export Prospcts. VWith ther cunties exort pton-it 
onse of recovery in the indus-o theeoinsetotries reorynheds yrial courie se epors, of non-oil developing countries, responded strongly.rang in volum~e twrnns, by 6 p!,r cent in 19S3 and by 12 per cent in 1984. TheHouse r:."v wsh to note that M.'uritius has done better still in terms ofexo:ors. Th2s rats of increase in exports have helped tooL.,pu- rov rates in doveiloping countries. Despite improve thethis i:nprove%-,enti933 ::r are _tEll fears overthat the rrowvh rnomentum may not last. The.u...poyrnent rate in the OECD countries has led to aninens1icat^on of protectionism 

- '-i. Sp-'"ker, I :;hall now briefly deawwith the phenomenon of theof ,do!ar.First, I shall mcintion the e.!V..ts it has had on developing:.-,and then I sh: indcate effects on Mauritius. The-- ,c,-:--,.' ncrease ih thu exchan:a rate of "nilar has een causeof niaor concern t, aimost all count-ies in the v, ai. ror non-oil developingcountries, especially those countries with open eonomies like M:tritius, ithas been a stumbling block of immense proportion. It meant thatdeveloping counris have had has 
oU*,pLt to ob:.:.an to devote a muchou:~: to a given volume oF 

larger share of domesticb:av ao - -', e o" realrealreresources fromn abroad. Theserce romabod.These1984/85
c0Z e- hvE hau o adiustmens by comTressing drastically thevene of t:cr hprs of goods and services. Consequently the sacrificetrmes of gccds and ser-vi es forego.,e has been stupendous. It has also meant 

in 
te necLssary resources for cee.n-mic development have not beena ail!bl-. as rcquired 

34. I a dollar surge has advers ely affected developing countries in two

o'tr tn:ar 'ays. -...;
in. 1.c 5. it as been a serious handictp to theseainst itilon. Those countries whose imorts are countriesdenominatedmainly in dolars have been severely affected, it has been worst for those-c~untsieswhich import mainly in dollar, but export most ofand their gservices in other ct'rrencies. Secondly, some countries have been 

Stei>'ht iu vicw of their indebtednessIt has .eant that tese countries h,1 level of iourhave had to devote aindbensil dollars.greater share ofrcceipt, front exports to service thedebt serice ratio same level of debts.deb e4icratio of
of non-oil developing countries which Thus the overall
sbt non-oilr devloing cou4.ntries ch was 17.2 per cent
wMaus7.2pe cent 


in 19SO roseto about 24 per cent in 1984. In the
servih'- ratio is higher casestill. In most countries, of Mauritius the debtthis increased debt service
burden has forced a slowdown in the rate of economic growth with the result.that real income per capita has declined. 

9
 
35. Mr Speaker, the external debt issue has been highlighted at variousinternational fora. It featured prominently during discussions at the annualmeeting of the I.M.F. and the World Bank as well as at the meeting ofFinance Ministers of the Commonwealth last year and more recently atthe Interim Committee which took place in April this year. Mr de Larosire,the Managing Director of the IMF. has constantly urged industrial countriesMrole'de Lasureto be more responsive

is unfortunate to the demands of developing countries. However, itto note that so far the industrial countries have refusedlegitimate claims of developing thecountries. Instead of adoptng a globalarproach to the problem of external debt as requested by developingcountries, industrial countries continue to adopt a case by case strategyindealing with difficulties faced by indebted countries. 

36. It is true that the international community has made anto attemptdeal with the debt crisis and has succeedcd in avoiding a disruption ofthe 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 adjustment over a short period of time with all the attendant sacrifices that arerequired to be made by the population of these countries. Brazil and Mexico are living examples of ruch countries. As the House is aware, in many casesthe adjustment programmes of indebted countries have been accompaniedby rescheduling operations. But debt rescheduling is just a paliative, and not a solution to the root problem.

37. As regards Mauritius, our total external debt servicing duringis likely to exceed Rs 2,100 million, thereby absorbing about 28 perecent of our exports of goods and services aot1 or about 80 per cent of the proceedsof our sugar exports. This level cf debt servicing, which will peak next year,arises mainly because of bunching of repayments in respect of Eurodollarloans contracted in the past, heavy repurchases from the IMFappreciation of the dollar. Such a 
and the

high level of debt servicing obviously cons
titutes a serious drain on our foreign exchange reserves. 

38. Yet, unlike most other indebted countries, we have not resortedto any debt rescheduling operation. We heve so far met all our external debtservice obligations in time. In fact. due to our prudent financial management,and in particular our debt management policy, we have been able to increase 
creditwothiness at te internationalalready aware level. The House, I am sure,of the exhaustive surveys of iscreditworthiness of developedas well as developing countries periodically carriedInvestor. This publication in its out by the Institutionalof Mauritius. recent issue has upgradedIn fact just between March the credit rating1984 and March this year, we have 

gained 3.7 percentage pointsand seventh in the world in in our credit rating.terms of improvementWe ranked firstin Africain credit rating d,,,.;ug
this period. 

http:ob:.:.an


39. Therefore, the policy of Government with regard to debt manage-
ment will continue to be guided by the need to ensure that the country retains, 

or bett2. still, i:;-Proves its creditworthiness. Cur objectives are to ensurethat the burden of external debt remains always within the country's capacity 
to service it. In pursuit of these objectives, Government will continue tofollow the p.-eset policies. These are (a) to maxinxisc utilisation of con-

cessicnary loans, whether from 
bilateral or multilateral sources; (b) to tapall sources of loans where disbursement is quick and the terms are notonerous; (c) to ensure that project loans raisedare only for high priority

projects with early payback;
marke. and (d) to minimize recourse to the capital 

40. The debt situation is being closely monitored in my Ministry andthe external deb: profile is regularly reviewed. Recently, at the request ofGovrnment. the EMF made available to us a consultant to review our debtmonitoring svstcn. As result.a I am setting up a fully computerized debt 
managment system. that will enabIe my Ministry to monitor and manage

moreffc,ivly the pLblic debt. 
 "
 

4 o.u. d now lke to touch brieFy on the nana-ment of our forehtn, echanf. This s a crucial con of finariciai,orent mana-zment. Thereis now a pr,_ez: d to have a fresh look at the foreign exchange laws. regm-!aLons and a.nistra~ien whh a view to rationalise and to simnplify foreign 
e:-n:ianzg manaemnent. In this context I an; setting up a Foreign ExchangeDivision in my Ministry which will co-ordinate and liaise with Ministries andcrganisa.'ions connected with international trade and foreign exchange andmon 
 for:':.zcxxchange :,dninistration at the general policy level. 

As I am on t-e subjct of frrein exchange. Iet me mention ameasure i am :Z'oiucing to encoura- Mauritian nationals working abroadto ,17- savings in Mauritius. It will be a modified version of a scheme 
wh;'kichi.xteraalhd been iro.rationfromiAccounlt) scheme" will 1931 to The newarovide 1984. "Non-Residentincentives to Mauritians abroad 

to rEt Lic Aonto'0 r sav .as a cheme wll hav the fooitt fea:urcs: 
to.,,unscuty The scheme will have the follow-anprgtigoemn. 

nca-rezidcan nationals will be allowed to open depositaccounts, of not less than one year, with commercial banks in
Mauritius in runees or indesignated foreign currenies.Second, t!-e iatcr~t earned on the balances insuch accounts will beendthe inere eaed onthbalac isThis 

th'--account hlc:cr, as long as he stays abroad can transferback at any time balance held in the account along with t1he accruedinterest Exchange risks on deposits in foreign currencies will beborne by the Bank of Mauritius. 

Fourtli, deposits in rupees in the external account for a periodexceeding one year will carry interest at 2 per cent above donistid 
rates. 

Fifth, on the return of the account holder, interests earned on such
 
accounts will continue to be exempt from income tax for a period
of 5 years. 

The widest publicity will be given to this scheme and I hope that our nationalsabroad 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 beenthis liberalisation might lead some concern in the public thatto a depletion of our foreign exchange. I haveset up at the beginning of the year a Standing Committee comprising representatives of my Ministry, the Ministry of Trade and Shipping, the Bankof Mauritius and the Customs Department to monitor our foreign :ade 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 Mauritiusa climate highly favourable to investment. An important factor contributingto this has been the international recognition of the soundness of the government economic and financial policies. The confidence in the policies of the 
government and the good management of the economyat several has been expressedimportant levels. It has been expressed at the level of governmentssuch as France, India and the United Kingdom and other donor countries;it has been expressed at the level of international institutions such theas 

IMF. the World Bank. the ADB; it has
recent CG Meeting in been eloquently expressed at theParis. The international business community iswell informed. They are fully aware af the image of Mauritius as a countrywhich honours its debts and all its international obligations, as a country.
which is on the verge of quick economic progress, as a country with a mixed 
economy and the most democratic 
nrg 

set up. and as a country with a strongai o e n e t
 

45. In the coming fiscal year we expect total investment to grow byabout 9 per cent in real terms. This indicates an improvement over the
highly satisfactory 8.5 investment growthregard to GDP, growth rate in real terms 

in 
is 

the 
expected 

current fiscal year. With 
is compared to a growth of 4.1 

to be 5.4 per cent.rate per cent in current fiscalThe expected growth rate is also much higher than the 4 per cent averagegrowth rate forecast for developing countries aas whole and the average3 to 3.5 per cent expected from developed countries. Largely because of anexpected 16 per cent in sugar output, the agricultural sector whole isexpected as ato grow by 12.2 per cent as compared to 1.5 per cent this yejr2 
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:Z .rd the tourism sectors areTne expected to register growth rate ofiI pe- cent and 7.5 per cent respectively. The construction sector is forecastto grow by 3.3 per cent. Employment prospeets are expected to substantiallyimrprove during the next fiscal year. The rate of unemo!oyment is estimatedto fa to 15.3 pr cent as compared to 17 per cent in 19841S5. Emnloymentin 11"e EPZ, which increased from 33.030 to 45,,30 in the course of this 
financi::l Var. i3 expected to increase by a further 25 per cent in1985/86.With regard to irfation,is favourable to us. we we expect an improvementmay expect next year. If the climatea rcduction in inflation to below 7 per 
cent. 

46. With rezards to our nonetary and credit oliicies in 1985/86, thebasic: c. .id.at.. wi! cc. tinue to be the foreign exchange reserve position.At t'!e sa.e time, credit policies will coat;nue to be flexible so as to accom-
modate the exige.eis cf econornicpol cies ,,ill particularcredit comp!ement growth. In monetaryfiscal policies in the andtask of promotingeconomic ro'th. 

-. 

r7... rears oarf ac.cvi:: a s :-2:us inaane of p:.:m.ns, there195./,6. Sach prospectsare now clear prospectsasour oalanze of pa,':eu :re most wei:omeLas no: r.;caied a surplus since 1975176.surplus is expected to arise from a signiticant improvement 
This 

in the current 
ac.count b.-rcc ,hichindicates the good improv-ement in the currenta-cont b.";:c- whichirpertnw indicates the good performancez:e i'WJ.LC d to increase by 12 of the economy.per cent in nominal terms during1985/6. E 
 :,e .xmcd to tncrcse: by about 17 per cent during thesame p-r-ia CK; n:.y, t'e curren: account dce:icit is projected to beredaccd from l(s 463 nillion in 1984/85 to about Rs 187 million in 1985/86.Thus, accczxc 1 g to cur projection, the ,:urrent account deficit, expressed as a .ag c5fercGD1 wou!d fall fromcent a-uxr I"F his crojeczion 3 per cent in current year to 1.1 permateria!iscs, as I expect it will, we will 

,

'.:a 12a- fo.:%Cward in our efforts to bringing equilibrium in ourCap:;-.-]a 111" t-- Same of inflow account. i isprojected to recordas in 1934185. Thus mainly as a result ofimprovemnent in th zurent account, the overall balance is forecast to showa surplas of about Rs 155 million. 

48. Hcwc-cr, Ioverail b.ian.ce of muse hasten to point out that despite the projectedy-c::s surplus, our foreign exchange reserve w;li con-tinue to be under presure due to heavy repayments of our debts. 

49. Before coming to our financial strategy, let me briefly address anissue which has attracted considerable publicity recently. It concerns therelationship between the Legislative and the Executive, in so far as it dealswitih the administration and the control of public finance. Our Constitution 
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provides for well-established institutions to exercise in full independence theiauthority and responsibility as watchdogs against abuses in the public sectolThe Director of Audit has been given the authority and responsibility oauditing the accounts of the Government of Mauritius, local authorities, ammost parastatal bodies, while the Ombudsman has the power to investigatinto any alleged cases of maladministration leading to injustice. We als( 
have the Pubilc Accounts Committee. which is chaired by a leading membeof the Opposition and whose duties areGovernment of Mauritius mainly to review the accounts of thiin the light of the report of the Director of Audit 
In addition to the provisions containedfinancial in the Constitution concerning thtmanagement of public resources, we have also legislation enactedby this House, namely the Finance and Audit Act. and(Accounts and Audit) Act 

the Statutory Bodietwhere the means of control over t:-e Executive are spelt out in details. 

50. Government is presently working on an ambitious scheme toreview and update management practices within the public sector. It is 
imperative that the decision-making process and the implementation of
policiestechniques,be improvedby by the introduction of up-to-date management conceptsand the design of proper management informationand by the development of systemsnew attitudes which will make the public sectormore responsive to the country's short and long-term economic and social
needs. 

51. In this context, the ManagementAudit Bureau of my Ministrywillsoon be launching a Public Sector Management Improvement Programme.The main objectives of this Programme will be first to upgrade managementskills in the public sector, and secondly to streamline administrative systemsand work procedures in the Civil Service. 

52. The implementation of this Programme will be monitored jointly 
by the Establishment Division of the Prime Minister's OfficeManagement Aud;t and the 
as Bureau. A series ofthe launching of measuresa will soon be taken suchtraining scheme for managers in the civil service, thedesign of a new performance evaluation reporting system and the greaterutilisation of computer facilities .in the public service. 

53. Let me now briefly expiain the overall financial strategy of the
 

s r hegovernment. As the House is aware, our strategy in the'last two years hasbeen 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 .aconsequence of the budgetary policy, we have been able tofollow a monetary policy that allows more flexibility in allocat;ng credit tothe private sector. 

http:b.ian.ce
http:p:.:m.ns
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54. The policy of reducting the overall budget deficit is required- for
various reasons. Firs:, it is necessary to limit the borrowing requirements of 
the Government. A big deficit implies heavy borrowing, locally and. from 
forei3-n sources. 3orrowing locally from the bank sector is directly ;nflationary 
a-, There fe rzns couater to 'he objective of checkirng inflation. Secondly, 
heavy goveramat borrv,.n fro:n "he iocrl ncr-bank sector means that less 
of these resou,:cs are avail:: to -z zet thc needs of th1e private sector. 

35. The \f r-~ucing t de:ieit as a perter :age of GDP is also 
!irked wth t',_hb an e oi paym',nrs and foreign exchange reserve prospects.
Thes. two b ni de exteat o which domestic credit can 
be JrLcased d;rit-g a n:rt-:u!.a )ar. This credit has to be sha'ed between 

pllbic sector prc mts too large a share 
of : rr i cc dentd the credit neces.ary for con-
t i - .d cso soUd bu: 

56. 1a .dziiiion to the otbjective of reducing urther the o;erl budget
ici', as a',Fem-xaae ot G , ;cre is the xno less importt objective of 

iamro'.n 	 .:-,-t id'e:. "e-s ojetive is cruci::l. Uless the Recur-
--. .c v.-ill ccnt, itoaeed entirelyi5,'. to be 

ti:rouh as.i . th~e of obtaining conces-arcaty.. a:. .uie,-rd problem 
.:a
TherCfore i at a this yeer to bring some improvements 

in zheF -etrre-:tBege:. 1 :,m ai:'.inZ to reducing gross r~eurrent expenditure
from 28.6 pr cent of GDP to 27.7 per cent.. 

. ocontacts 
04,e n, o p!so,) ssameo .co:,ny Let nme :'.-sz- ,;,eP!:.:-:i, " ' pr cthethe Governnde-rlyingt-.-...... u. ri Govern-attract 

Oayrroae" to cc. *cr.e-t. As I ntioned in the beginning 
of my speech, we need to h t'; a balanced and integratcd approach to 

Fsep:nuntMauriras is fron agricultural anFirst fast moving an to 
neustrial sociat. his ransfor aton i:-cvirably brins in its train changes 

cnt.eOtu -"and hehaviocu: of -- ;e-'rc. 'e mut see to it ih:.t the model 
of v - na: we :aopidcc: no7 resuit in the alienation of our fellow 
citens. No o .,ii du:ny :ha: a.-,acceXa.:ej eeoz'on' gro.vth is essential 
if we v--.t ao -ole our uncrapt.zent rcblim. What we must be careful 
of, M S 	 acceklrated growthke. is that t[:,s takes place without disrupting 
the c and social fabric of the oation. Or feliow citizens should not be 

-:'.p:t 

:a,..en: c: hV. i.. .. d a"-a:-tion.. I wish to repeat that the ultimate 
objee.i~e c-f -- '~en:, rerai: i"he ar, hess of the. citizen. Secondly.
Mr. Spe:aker, w r.,' ensure tua-t toIe econom e model does not create 
actoral irbalances, by neglec.ing some sectors of the economy. Many 
cournues have pursned an export-led development strategy "a ]a outrance", 
without C!.ina due considertion to the nced for self-reliance in food pro-
duction and they have paid heavily for it. This is why. Mr Speaker, I spoke 
earer f an . t and balanced approach to development where we 

a :e of dwLevopmn,.. le."fu!ly enaged as an active agent in the 
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give as much attention to the sectors that enable us to save foreign exchangeas we give 	 io sectors that earn us foreign exchange. Thirdly, we must be 
careful that the benefits of growth do not go to a small group of people
only. The beaefits of development should be spread to the maximum possible
in the whole nation. That is why the Government is so keen to see the deve
lopmen" of viable small scale enterprises in all sectors and to encourage the 
emergence of a large number of small farmers and small entrepreneurs who 
will form the backbone of the economy. 

58. As I indicated earlier the manufacturing sector, especially the EPZ 
sector looks poised to achieve a further spectacular increase next year. -The 
tourist sector equally is set to achieve substantial progress. The small scale 
sector is also responding to incentive measures taken. The agricultural diversi
fication programme is progressing well. While these signs are most encouraging,
it is no reason that we should lull 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 sectors. The task ahead is arduous, especiallyas we need to urgently create productive employment. I consider that we 
should go all out for getting results. I am therefore providing in this Budget
several incentive measures to complement the series of measures introduced in 
the last two Budgets.

59. Before 	 coming to the measures let me briefly outline some areas 
where we have made particular efforts recently. We have launched in an 
aggressive way an industrial promotion campaign both locally and abroad. 
A number of missions led by members of this Government has established 

in the Far East. the Middle East, Europe as well as in the U.S. At the 
time we have oecn creating all the conditions necessary in Mauritius toforzian investnents. We have cut procedural delays to the minimum 

to ensure that adequate infrastructural facilities are availabe when needed. 

60. These efforts are yielding results. We have witnessed an unprecedented
interest in Mauritius by foreign investors. There has been tremendous demand 

pressure 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 350,000 sq. ft. of factory space. All of this space has been 
booked already. 

61. We have been prompt in establishing MEDIA, as an specialized body 
to execute Government's policies for industrial growth. This organisation has 
started operating and will provide valuable help to the Ministry of Industry in 
promoting investment by both local and foreign investors. 

62. The Government 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 been 
neglected. We have noted that investment so far has been concentrated in the 
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textiles sector. Whi!e we intend to consolidate our position in our exportmarkets for textile products, we are giving priority to investment in other 
activities, especialy those brining new technoo~gy into thecountry

63.ft~si In the fic!d of export promot',n, the organisation of such specializedf.s :ui.u has-e't"i
i....
....hs .......fno-,its-e"vrr.Csults. . Tics.-TA efforts will be supplemented-a 
:;rv s atnwciv:e V.1= cnab~e our nzat.c~rr o penetrateFurlth... I1cwor, tao .cvc..t iSstron u'.hc-gi with neigh-its ties
bouring countries wvith the ain- ofpron'otin" to-operatiorn in the field of trade. 

64. 1 vou!d -ke to tou,- briefiy onNo -manis art asland and o.,a,. :-, thesubject of regional cooperation.a wor., in ,,oeZ . A- a small island, weare co0a71etraj t i'..'s"-': ex';a:.d our econotnic and tradu relations withS': 

. -- u........ , ;it-.- the
We,' < 

Nor:d is olready extensive,;1&:d -,o ;--"iu1) 
bccus of-t 

ed , -t.u ~ d .. , csreciIy bcc.use of thethe.:

irce an. more pro-Cctcni:, dztit :dc of develo cd countries. Our Prime'hoM :' ",'*. b-. !m a'....to Mad ''ascar ha's shovn a personal 

ot.-~ 
in he p o....ro.to." 'g n cco-a'ronr, nrd also South/Southc~."i~c~ 's %Co .... un .:i,:lt VI:"J: -sca -.-n-;hc: 

co-; ";y
t.o ,""'"r our * r . ,,.ill ;:rengthen ou 

a:_d t.
an-;, CC,. .::Coo|t.in this context,1 "0 e .a--....y st a five year 
- --. rcc t-t
tre.,' e"to b i,'. .i ar roiding for preferentialCn 1scar. 


65 T--. ie , l 93-1 n , ~. 
 osf .e " Accord General de
Cc3.- t < c.t'. ! Ltnt - de la Cc-m_-nis;'o do FOecan I.dien" 

n-in er--tve. T. opens tip wideTF 'et 
o 2:),,:,
. . in:jc- s. 

1 
t .0 . Xcort-ratcon :n trade, 

: 
'. ,...is i=rc..,.-
Tr. T- .....,:t,... 'eTrade;,}have!!et-, ,¢"rn 
 aLso ra'id sazmea d ago therfo L:ime o th... . ret: Trade Area for Eastern and Southern

Ati, T.. 'a*i-.11r, : u..,'LS ififticu'to ' "'" -
iaurui u which are signatory

' i"" ,ecourse introduce 
... . t...r r-.s f a I.,r of conrno-

ter 
..... d7:a, : T.A ids out good long......
l ;. , cc z',>z.A...: itV -.
aln.0;:g tCZI.r:3O reqion.tilt2L


6. As I c-.... ca;:-, I wii!lnow arounce measures foe stimulatingthe prodicl:ve rectors: _.. ,i.nuxg nC, I s:bsrts.t ''iv tlhcorporate taxre'tmes pro '. .ur* iitV . tourisrn. At present 
z. to .. 'setrate schemes, 

.. L..Z co..- ;oy, comple:e e: 'on crprtJocorpoatfor -he ihrst : years ancd is taxah!ea"- half e, normal rate during years11 to 15 and at a quarter of the rate during years 16 to 20. Further-
mre, its dividends arc tax free for any consecutive five years.
A company holding an Export Service Cerificate pays corporate taxat the rate of 10 per cent and enjoys the same concessions with regardto dividends as EPZ. 

-..
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Under the Hotel Management (Incentives) Scheme, hotel companiespartial 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 15 per cent. 

company having a Development Certificate or A-ricultural 
Development Certificate enjoys a corporate tax holiday for 5 to 3years and the exemption from payment of income tax on dividends is
similar to EPZ. 

68. Mr Speaker, Sir, these different tax regimes have evolved t differentstages since t:e last decade. They have been framed under dileren. economiccomext. As a result, we have today widely difierent tax rates for the varioussectors of the econony. The period of tax reliefalso differs fron. sector to sector.This system of tax discrimination is clearly inconsi-oaTt with the balanced andintegrated denvelopment approach which we have now adopted. Discriminatorytax regimes distort the allocation of resources and therefore go counter to ourstrategy of encouragina investment in all productive sectors of the economy. I, 
therefore, believe that there are strong grounds for uniformising those taxregimes. 

69. Mr Speaker, I have decided the following tax measures.
First, all companies holding an Export Enterprise Certificate, an 
Export Service Certificate, a Development Certificate, a Hotel Mana
gernent Service Certificate, or an Agricultural Devc!opsenit Certifictitewill henceforth pay corporate tax at the nominal ra-e cf only 15 per 
cent. This tax will be paid during the whole life of the comnmany. Ihs 
new tax system will apply to new companies. Existing companiesholding these certificates will be allowed to opt for the new tax 
regime.
Second, diviends, paid by companies holding the certificates which I 
have just mentioned will be exempted from income tax for a periodof ten years as from production day.
The louse will recall thit last year I introduced a graduated tax 
reduction of 2 per cent for every 10 per cent of turnover exported,subject to a maximum tax reduction of 10 percent. My third measure
is to remove this ceiling of i0per cent. Henceforth, a company that 
exports ICO per cent of its turnover wil! get a 20 per cent tax rebate 
and wili pay tax at the nominal rate of 15 per cent.This measurerrajomajor incentive mpr Thisie1amgvngtam ging to import substitution industries to movetowards export. This measure will not apply to exporters of sugar, 
tea, and molasses. 

70. Mr Speaker, Sir, my colleague, the Minister of Industry, will presentto the House shortly an Industry Bill to rationalise the incentive packages
available to the manufacturing sector. . , ....- .... 
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'71. The other measures that I am proposing are as follows: 


() The preferential 
 rate of interest presently restricted to certaisectors will be extended to all productive sectors that I have juncntio wd Aetene to all henceforth be deemed prioritsectors for the purpose of credit aleoation by 	 the BankMauritius. 

(ii) 	 The Government has also initiated action to establish a leasin
bank for meeting the middle term and long term capital needs 
the pro,!=oti nge-ec:s.This leasng bank will go . longto;vards promoting,ii.vestmen,. 	 wa,
(iii) 	 I will bring to Parliament next year a Stock Exchange Bill tcprovide for the creation of a stock market in Mauritius. Thi.i.stitu. o i help to rnobiiise saving and encourage investmentIn this context, I would like to remind the House that the nev,
Conpmas.Act wil! create a l.al environmentto 	 more conductiveth:e 	developnt of enterprises.know that the State InvesrmentCorporationThe House would wishisdirectly assistingto.n 	 the promotion of businss expansion and is increasingly
becoming a key institution providing financial and technical 
resources to speed up the development of business enterprises.(iv) 	Finally, the Governmecnt wil! undertake a rationalisation of theCustoms Tar.i- short y inorder to make the tariff structure more 
conductive to rowth and employment creation. 

72.Let me now mention some measures which I amsectors. 	 taking for specific 
se 
 (i) 	With rcard to toe .-cuitra.... r p 

in last year's Budgccrop 	 for promotin' livestock, fishing and fooddevelopment. Ti,e diversification programme has made agood start. TheI amount has been used to finance schemes forliestock devlopment for fruit production, and for payment of 
support prices to footcronp roduczrs. I am again providing anthis diversification pro..'r.. 
amount of Rs 30 mi11on Innthis Budget for the continuation of 

(ii) 	 With recard to the fieh'eries sector, I am removing the stamp dutyon imports of fishing vessels. I am also exempting from paymentof customs duty on outboard motors used by fishing boats. Ourfishermen ;il, I hope, make the, best use of this incentive,(iii) 	With revgard to development, I am providing anamount o, Rs 5 mili;,a for MEDIA for its investment and exportpromotions abroad. 
(iv) In view of the breakthrough of our tourism in new markets Iamincreasing the provision for the promotion of tourism fromRs 12 million in the current year to Rs 17.8 million .
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73. 
Mr Speaker, this year has becn proclaimed the international Year ofthe Youth. Ihave made it a point, during the preparation of the Budget to meet- our young people so as to know better their problems, their aspirations andtheir vision of the future. I have met representatives of youth organisations aswell as students and I have had the most stimulating discussions with them. Ihave been very much impressed by the drive and sense of initiative of the young

people I met.
 
7w
 

74. 
Our young people legitimately want to have their fair share in thedevelopment of the country and they wish to participate more fully in theaffairs of the nation. As a Government it is our duty to help these young peoplewho will be called upon to-morrow to carve the destiny of the country. Thedevelopment 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 generation can take this challenge. 

75. Mr Speaker, I have tried in this Budget to provide the meanswhich our youth can 	 byget better access to education, training, employmentand sports, culture and leisure. 

76. A lot has already been done to democratise education in this country
social background
and we can canfeel 	proud get accessto-day that a child irrespective of his economic andto education. In order to improve furtherthis 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 of Social Security for the payment of examination fees will be
given a grant at the beginning of the school year for the purchase of booksand requisites. Secondly, I have decided to removeof books. Hon. Members will recall that in my first
stamp duty on importssales tax on books. Therefore from 	 budgetnow on, imports of booksI hadwillremovedbefrom all taxes. This measure will cost the Exchequer some Rs 3 million- free 

77. The House is aware of the huge efforts being made by the Government to promote spons in the country. Mr Speaker, Mauritius has a youngpopulation and it is fitting that we devote attention and resources for the promotion of sports. We are encouraging our young people to participate activelyin sports as this will instill in them a sence of dedication, fairplay and a feelingof national pride. An important event in our national life this year is thesecond Indian Ocean Islands Games, which we have the privilege of hosting.We all look forward to make these games a success. I am happy to provideccessar, additional resources in this budget. I am increasing the provision'brthis event from Rs 25 million to Rs 36 million. In the context of the Games,3 overnment has already decided to remove customs duty on training shoes. 
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Furthermore, I am providing for substantial increases in the recurrentvat,of the MInistry of Youth and Spores for sports promotion and for youtldeiopm-ent I providinam another Rs I million t year to supplemente Rs I milli pro',dcd, !ast year for the celebration of the InternationaYoath yea. -"r1air also trY:idii-,n cf 50 etnt in subsidis to youldsports fe.ations. ,ve;al, ti-e-ccurrcnt bh-e!get of the Ministry wilincrease from Rs 9.2 mi!lion to Rs 11.5 million :nd this is a clear indicatiorof Government's co:nmi-ment to promote and develop youth activities, 

In.-. to vonuh trainii_-.. h o,%ousis already avvare of the on--oin
voeatiep,21 :-minl p .
beirl, pro.1aeCd iriv"'s institutions such a- he Ministryof Educe 'e- the R-jonal DC~e!o-u-,nt aeenareU-it of the i:i:stry , EconomicPlannin anid De elapatent and more recently by the Ministry of Yooth andSports. Mr Sneaker in viev. of the acute ned for further training facilities forour young peepcl, Government has d-cided to embark thi3 year on an ambitiousprogamme
r": " Tiis :rnpo -tant secheme-s m v ls' ot b kno-'n th. National Youth 

.. ,.n.. 
as tilNtoa 


witithe close collaboratio 
ot 

of'e -- '. s1 r.T. veinttre and i.:-a :locating Rs 181r ,c: Tar-cc of 3 years in'I" Cari:al lB:udgct as Govcrnment's contri-ton th tin- T'csche.lTmoney xi! be,channclld through the NationalSo" "'nty F"-o vinh vill be thc responsible agerzy for the administration ofthe .o...mm.'jnier the programme young persons leaving school will'rej'--i_ in S
sstt' v to L:Ih2nce ihir chanc of securing 
a ,bor c..- :cp.e oi thIr.i s to "n.. . .- Ano-her objective of the programme 


is .,, y o
(utiiu ,0 i tn\iarious trades. Each participatingfie(cr bXPCC
wiaO %on- C-to ,Wru.it, inaUdii,ion to its normal labour force, a numberof vu.. a-cd not more than 30 satisfyin- the minimum qualifications_:cud. Tht: trai2ninqg period o pZte ,will _: leno enot!,,_-hto enable 11he trainees to 
acesef:cm-t I hy lt'iat.bor seek emCnoyr;On elsevhcre or bobdi h aeetrrs 

-tude~are eke can h~ave access create their own enter'prisCs. Unemployedeo: tr to the:,scheme. It is cXpected that over 4,000e-h 
 aagressive 
rogrape.w 
 t d egood 

Program-ne, 

79. Mr Speaker, I have spoken about job creation in general. The bulk

of the urmat!oyed 
 is to be found among the young p.eople and no Government 

can ignore such a situation. 
 " 
 " 


0. It >:as been a common practice for most Mauritians to seek jobswhich offer security above everything else with a strong bias for employment ip
the public sector. We have been for toomentality isvery nuch a 

long a natio,- of Job-sekers. Thishentale of tWe Colonil past. What Mauritius needs 
and isksandfac
te-day isa young generationo tkehoof entrepreneursre repaed thefutrefull of initiat.ive and dynamismoldy. A ths pintScheme.wnho are pre-pared to take risks and face the future boldlyv. At this pointMr Speaker I would like to speak on the scheme which I launched last year. TheHouse 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 theyoung unemployed who have ideas but not the means to put these ideas intopractice. The scheme gives a fair chance to all Mauritians, irrespective of theirsocio-economic background, to get access to funds to start a business of theirown. It aims at the creation of small enterprises and the encouragement of selfreliance. The scheme provides very attractive concessions such as a grant of 20per cent of the borrowed amount. Furthermore, there is no need for security byway of fixed charge on land and for third party guarantees. Iam happy to inform 
the House that the implementation of this scheme has been a complete success.The who!e provision of Rs 30 million has been fully committed. In all 1,550
loans have been approved. A whole spectrum of projects is financed under thisloanscheme,havievcomprising ,nanufacture of garments, furniture, metal works, roodprocessing, fishing and livestock including rearing of cattle, pig, sheep, goat andpoultry. I am happy to note that given the right incentive the young are willingto go back to the land. Mr Speaker, in view of the great success of the schemeI am providing this year an amount of Rs 35 million as compared to Rs 30million last year for the continuation and expansion of the programme. Theproject value of the Small Scale Entrepreneurs Scheme is Rs 210 million to bedisbursed in the coming years. it is expected that this project will help launchmore than 10,000 new enterprises managed by a new generation of youngentrepreneurs. This Scheme is a key element in the strategy of the Governmentto deniocratise the economy. At the same time because of its high potential forjob creation this scheme will go a long way towards alleviating the unemploy

ment problem.mn'p o l m
 

81. The role played by the DBM for the promotion of the Small Scaleand Self-employed Sectors
However it has 

has been decisive and it will continue to be so.come to my knowledge that many young entrepreneurs have 
been experiencing difficulties to raise working capital from commercial banks.
We beliexe that the commercial banks should also up innovative and
setprogrammes to bolster the small-business community. it makes 

business sense for banks to help the small businesses and self employedunits 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 self-employed units to grow. This is the type omeaningful commitment we expect from the banks. I have decided that fromnow on loans made to small entrepreneursrates and I have will carry preferential interestrequested the Bank of Mauritius to integrate such advancesin the 'priority sector' scale for the purpose of credit allocation. 

82. The House will be glad to know that various international institu-
They following the evolution of our tions have beenhave expressed their intention of sponsoring similar schemesSmall Scale Enterpreneurs

indeveloping countries based on 
our model.

iel 
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S3. 	 Mr Speaker, we are living in the computer age. 	The pace of our
development woculd depend how we canon fa.st adopt thz computer in all 
facets of ourHiifz - vdethr it is in indusinv, bsiness, school or even at home,
We wrnt our young people to become famiiiar with the computer world at 
n ear'ly a He. will recail that last yearT, ,ouse 	 I reduced the import dutyon computers from 50-3C--0 to 30-20--9. I have decided to redue.- -'.e duty

down :o a n-o::xinal rate cu.1-5-, a 'urther incentive to enable the youth
to h2,, access to COr-:uters. Fur:h'do Government is taking steps to 

ttudies in the sch-ool cuiricu.. 

,a-,:e with 
.to eSpoyn:eat, sports, culture and leisure. I will now move Mr 

.	 I deat neaasures to improve access of our youth to educa-
.... inin, 


Speaker, to Ile i985,'5 Estiiates. 

85. I , .,,o 

........
indicated broad lines the financial strategy of theGovernment. ! have:dealt on the need to avoid excessive borrowing because
of 	the c -nzcuentiai high level of debt servicing. I have also explained that 

th-.e present crcun'stances,we can.-ct pursue a too rie~d financiai policy, 
. ......ra n -acivityncCd 'i a , a.c w revrsing the borrow-

,.. :: th"e in,.l~ ct ty-.	 ., -r. d pc:e adncf 	in '.cs:at,.nicctiity,and 
e,.,ojon, In..,.s3,UjioC- I thedtrefore nbn ling toaeh~exe xaricu. o 	 am c copob policiesectiv.s. Inthe first nlac-, I have made substa tial provisionfor s:in.u.t::' the ,upp!y side t ony. I have alreadytr 	 announcedfonr. 	 S idOf 0"-t0110111y.p ace : announcedIe wh
soe !no'.-, c .u:ur,:s to, ace t',,cpace of eccnomi growth and 

e--
t :. 

::n .,'ki:a a ataor I ci ax concession ...... .... . yrs ,i sha , e the reasons witch announcing, tax 	 ixpliin
the 11i5..., I 	 -ovion to!',7 .1n.kin rive the low income -roup
adequate cor.-pensaian for the cost o iving increase. Fourthiy, I am making
adecuate provision "ooth to mainLlil b sic existing services and programmes 
an:d to prov.id - r up-radir.g of so. services. Fifthly, I have ensured that 

i-, tl-.2-acaita buuc:e or al, projects wlhich are essential for 
lelin. or ,.tarsct, in partdcuiac projects whose economic justifi-cation nave been establis:ed beyond question. 

86. 'MrSpeaker, I will now outline my Recurrent Expenditure proposals
for 185;S6. 

ndiate he.ezot~i~eamuntof ecurentexpnditre hatinFirst, :,:. me indicate 'theto ;;.amount of recurrent expenditure that
LMProvi, in Budget. hciusive of the c of the wage compensation,and 	fuii estimated ocideecost of wage corcost of paying the public debt, total recurrent expenditurd
would be Rs 4,6S6 .i:lioni,which is about 9 per cent higher, in nominal terms; 
than the recurrent expenditure for 1984/85. 
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87. 	 I will now explain the Recurrent Estimates. 
First, the provision for wages and salaries. I have ailowed for a 

marginal increase in the levei of employment in the general services. I have

aliowed 
for an increase only in cases where it is absolutely essential for the
 
efficient running of tie services. This is for two reasons. 
 First the level of

employment in tile public sector is already too high. In fact there is considerable

labour surplus in the government services. Secondly, there is the need to keep

the pay bill within an acceptable level. However, as the House is aware, I have

already announced the Government's decision 
 to give a fair and equitable
 
compensation this year allowing for full compensation to employees 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
total provision of Rs 1,848 million for this item, 
as compared to Rs 1,618

million in the 1984/S5 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. Thefull ccst of servicing external debt, 	 including IMF and publicly guaranteed
 

includicg
95 F6aoern pwbiclywill alsoaranvtedebt 	will he about Rs 2,130 million in 198 .Government have to 

repay anonymous bearer bonds which were subscribed in 1982/83. I havealready dealt with the Government's policy with regard to external indebtedness.I would like here just to remind the House that the debt burden of this .agni2tude severely constrains the scope for economic and social development. 

89. Thirdly, 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 free education. The education budget has been spared to a large extent from 
the burden of fiscal adjustment. 

93. Next, Health, I am allowing a substantial increase from Rs 285million to Rs 306 million excluding the cost of wage compensation. I have 
earmarked an ancunt of Rs 6.0 million for an open-heart surgery programme of
Professor Rafia and the Paris Medical University. We have noted during the 
past years an aL!arming increase in cases of bronchial asthma and allergic diseases 

Mauritius. The Government has decided to create a centre for research with aview to identifying the causes and prexenting the diseases. Th'e centre will beunder the aegis of the University of Mauritius, and the research work will beperformed under forein:Mn.rt technical assistance. I am providing amount ofThe Gudvrnen has an 
Rs 500,000 in the C:-- .1 Budget the total projecta value r withof which is Rs 5 
million. 
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91. The Budget for the Ministry for Employment and of Social Security
and National Solidarity is being increased from Rs 333 million to Rs 367 million 

this yoar, that is an increase of Rs 34 milion. This increased provision reflects 

the-r a:tmcnt cf the Covcmrn:nit towards the old, the disabled. the
fic.m 

unempc. ed anc Z setins of cur po.ulation. Th,. House will note
th-.e ca Ke... 
that this year agai the Goverrmn-nt has awarded recicients of social benefitsrafor 
rate of ccr'.pensation higher than, toe increasz in CPI. 

92. This ",ar! am m-ak:.g a special provi,icn of Rs 325,0CO for the 
Welfure of v rblo.-c r ticulariv the disabld and thle 

.... hL isa......in lr- ;,,th Gcvernucn.'s policy of assisting the 
to.. 	 vN41ib- uszed to or-ovid artificial aids 

.vi aLso provide amcnities for the aged,
the disabled and orphans. In addition, i am increlsing the contribution given 

to the non-ec-er&nzental vohutary orcanisati ns. The Lois Lagesse Trust Fund
=J. "he-Social'.,... *or th-e o,,!fr de:afda are a ndous work toan 	 ff ih,'ta doing trtin.e tre 

Of dth blin] an1t%_ C.a. 1 have t decided to , :,'., . s b~dyto ter o,D7r'i to tsens paZablt-aCS-2:s Mrd.r Sp .her,: 1 am also"esu gpesoer unamralso 
nrovor -n esei the zrnsicii p~y~ tO00ae pensioners unde7,wrho are severely handieapped .As from 1st July ,!his year, their pension will be 


increased fronm. Rs 184 to Rs 230. This amount of Rs 230 includes the 9 per cent

compensatioa ive.n this Year. 


S3. ThL '. for the Ministr; of Women's Rights and Family Affairsis being increased from Rs 4.3 million to Rs 5.5 mililon. The House will 

remember that the Budget for this Ministry was 
barely Rs 0.5 million two 
years ago. The substantial increase of he budget of the Ministry reflects the 

yars ago. 7-h s-ecs~anin increase of th;budget of the Mirnctry reflects the 

commhme: c5 Government to promnte the •of wonen. I aa provld v :int.'.a f"hn,".- M nisp¢cf ','o: n-'sR-Rizlhsh's and i'.dh~t 	 on:i;-; Aflfars arnon womn. acnro-

haiuot Of R&tri on for a naetieon canaign on th imoe of iof food
habits an-inutruion rhe obJeetive of the canpain is to improve food habits of 

94. Go e devoee , resources fortheponof94.Gors n n deo cons.erable resources for the promotion
i TGovernment 

sector. i have alovved in the b,,dzt a special provision of Rs 2.8 million for
t.he opening of a tourist ofdlce in London. Suchi an office will p intensify the
tourism promotion campaign in the United Kingdom. This amount is in
ado"iion to the Rs 15 million which is provided in the Capital Budget for tourismpromoton. 

95. With recard to subsidy on rice and flour I have maintained the level 
of subsidy at Rs SO million. Here again I have been able to resist 1MF pressure 
for a much reduced level of subsidy. 
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96. With regard to capital expenditure, I am providing an am-ount of
Rs 1,510 million. Therefore in spite of the budgetary constraints, 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 essenaa 

sustaining rowth. 

97. Now I come to my financing proposals. Recurrent revenue in 1985186,inclusive of the yield expected from the new revenue measures and tax adjust
meats I sh-ll announce shortly, is estimated at Rs 3,888 million. As I indicated
earlier, 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 Rs 39 million. Therefore, total revenue, grant and miscellaneouscapital receipts will amount to Rs 4,203 million. 

98. Given a level of Recurrent Expenditure, on a net basis of Rs 3,949
million, 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. 

99. I expect to be able to fund this deficit from net foreign loans, totalling 
Rs 198 million, and local loans cc Rs 698 million. 

100. 1 now come to the revenue measure which I need to take to realise 
my total recurrent requirement of Rs 3,888 million. Taking into account the
increase ir. revenue accruing from normal buoyancy of the tax system, and the 
tax concessions I shall make, the estimated revenue on a no policy change 

c 
basis, is Rs 3,748 mil'ion, that is, Rs 140 million short of the amount required. 

101. 1shall now announce my revenue measure for filling the gap andthen move on to the last theme of tis Budget -income tax relief. The 
Honourable Members will appreciate the impact of the increased debt burden

the 	budget. As I have indicated, the cost of debt servicing as comparedto 	the estimate last year will increase by Rs 230 million. Furthermore, the
has awarded a generous wage compensation costing some Rs 138 

million to the Budget. These two items which account for an increased expen
diture of Rs 36S million have had a direct bearing on our deficit. 

102. This year again, I have refrained from meeting the dei'i:it throughexpenditure cuts. I have deliberately ruled out cuts in the social servicer because 
of the Government's commitment to protect the low income groups. I have
also refrainedwld onte solution of slashing capital expenditure. 
would have been inconsistent with ourgrowth and employment objectives. 

ebninfrom the easy withlymenteTis	 This 



103. i have Lad thereforc 
26i nave. expioredj suvern options to r-ie 

rat~~~onitontos r-d rr.tM m 
no alternative 

spread ,'" q .irshiahasbe . ----
.-

... 
eu butir..d 

rc 
to 
a raise additional cevnje.Th..xb ' e , 'ely o n .My main conside-as possible w;11h the minimum 

C ,,sof th
- r e r Population. Secondly, there isa need to - imported goods in view of our still precarious balance of 
payments situ-tion. Thirdlv, there is a need to contain price increases.104. i haveOi....re-,re::!!thy


S-- I _. _'re ....
from . to -sMrr ct 7 per c : by 3. per cent. I woud iike to remindip.n imorL of basic commodities such asrice, flour, puLses, dried saLted fish, ferilizers and kerosene. I am satisfied thatthis necasure isselective ir the sense that it spares the lower income group and it 
Nillalso Leloour b of pay rme .ts. 

105. Mr. S Na.ker,I wi!l now comeamr,-f rri:;e :o tie lo:, T 
to the central theme of the Budget..,Bu--gis not.a na ",iich I promised. Mr Speaker, the
mre acountingcx:ecise. Itis in fact a powerful instrument of 


soci.al and econoI-c chan-e and isanmeat for rnduct.-t 
effective tool for al!ocating resources toeonitv 
a-id sociI or"orities It also providcs an effective 


reans for r -ducin 
 .e mcqn.da u y -r ; social justice , 
sysrem. The burden 0, ..... ii, cnficoc .eson..'.atn -- the inequity inis xcessive and over time it ihas becomeour incomer major disincentive to work ePort a'- -,- taking. Also too many people withow innome riab!e to nay 

ha 
:or-.'1VL.a. 

- n x i aavbcc; convinced for quite some timeincome:.
a ajor ref,: ................. i !ra.1v-an
rn . tx. ,, taxatiz., i col-d notc cstru:i riag all thets . !o;."ac.'yI 1.rcould:iastnotyear to... first- :oups. 1 1"7i.a bold decisionincome Lix all tou.-chc-
, By that measure, I reinove! 't comlbin-ed gross icome of up tofrom the tax roll some 15,000 taxpayers. 
SSa s i. e ofr!c2 

I mus: poi,,, out that the total number of taxpayers today is aboutC~m rovcd tax adJr.i rat:on 

on. 
1-. v- (.c:d. I t-o xe mp- his yer m or ho s h lst . o0 ris2.00oRs30,000s2-o

for
s 

a 
30tifo~

married ecouple.
t 

In oerwords, MNr Speaker, 
trn exempting frorn income tax 

cup ion limit is being raised 
m Throu-1 rried couules earning up to Rs 2,500 per.omc this measureaI r r ' -ngthis year 13,000 individuals m t tax 

10S. This Year, Mr Spealcer, i lhave given a special attention to what Iuld cal the intermediate income groups. I consider that these groups whichlude teachers, nursing officers, police officers, civil servants have been much 

duin0eaie adjusme tPeriod. Th y have had to bebd'm en 
t economi 

an d n 
than their fair share of the austerity measures.. I now'announce my new meat 
sures for giving tax relicf. The measures wi1 omlrise: 

( reduction in the rate of tax;(ii, extension of bands; 
7 0 increase inpersonal deductions.
Speaker, with regard to rate of tax, Iam reducing the presentratereducing their number from 8 to 4. The new tax rates will be as follows: 

per cent. With regard to tax bands, Mr Speaker, I am
 
Rate of tax on the I - 10,000 rupee band will be 5 per cent;Rate of tax on the 10,00 - 30,000 rupec 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 

109. per of Rs 50,000 will be 35I have just announced my proposal for simplifying and reducing
 
to earn 

the tax bands. This measure is designed above all to remove a major disincentivemore through hard work. It is also a logical extension of the measure I
took last year to reform the Company Taxation. As the House is aware, I then
red uced the co mpa n y tax 
ra te to 35 per cent. 

different0. personalMr Speaker,deductionsI nowarecomeclaimed by taxpayers dependingAt onpresent,their 
to personal deductions.circumstances. A single person's allowance is Rs 7,500. If he is married, he getsRs 7,000 for himself and Rs 7,000 for his wife. I have decided to uniformise andincrease the deduction Lo Rs 10.000.iamincreasing the additional permanent disablement deductionfrom Rs 4,000 to Rs 5,000.I am increasing the deduction for wife uniformly to RsWife's earned income deduction is also 10,000.increased from Rs 4,300to Rs 5,000.For a chld up to the age of 12, the deduction is Rs 2,900. For a 

child hc:.en 12 and 18, thc deduction is Rs 3,600. 1 have decidedae only basic deduction of Rs 5,000 per child up to a maximumof three. This represents a substantialeorm deductionalso giving a unifomddcino relief. Furthermore,university. Presently the deductionofx is Rs 9,600 for a child studying
s1,0 o child attendion aiisbigrie 

Rs 12,00 fhiraer we are 
abroad and hl tednRs 5,500 for a child studying at the University ofIMauritius.introduced last year the Domestic Servants Relief of Rs 1,200 for afull time household employee and Rs 400 for a part time employee.I am now increasing the part time relief to Rs 600.Il1. As a reriit of the tax changes I have just announced, there will be a 

substantial reducticn 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 thecase of a married couple, with thrc children there wo!d be n in indeductions of Rs 10,00. If such a family earns income up to Rs 3,000 permonth, the tax deduction wii! be 100 per cent, that is this inrcome group will beexempted entirely from income tax. 

in case
will be 7S

this 
p 
f-mih, draws Rs 4,000 per month, the tax reductionr ce t. The House will realise that this category of prsons ubsti s... -ntlrcd..ction in their annual tax bill. 

113. 	 It is clear "MrSp--ker, rian i have gcne a long way to make ourincome system mois acceptable. Indeed I have probably gone much furtherthan most peope would reasonably expect in the present circumstances, 

114. ,rorganizatic.ns tSpeaker, I have received various representations from differentt customs duies on ,,,clces
and spare parts are prohibitive.I have the paeasure of annourcing a subsuinatial reduction in the rate of customsduties on cycies, cycle p-arts an'J tyres. 1am reducing customs duties as follows: 
Cyces - from 20% to 0o

parts - -c from 30% to 10• 
Cycle tyres - from 70% to 30%/ 

115. 	 tteos,P cnc!d: w sp"ch , Mr Seaker, I would like to express
my thanks to tnruPrime 	Minis:r for his unflinching support and cooperation.The economic and social programne we started two years ago, which is being
[mplemented through the Budgezs, bears theeadershio). 	 stamp of his inspiration and 

116. Mr Speaker, Imentioncd in the beginning of my speech the central
homes of my Budge.: thfis year. I shail conclude, Mr Speaker, by summarisinghe measures I have introduced in the Budget to give practical meaning tohese themes. 

117. 	 These measures fall in fwur groups:

F.rst,themeasures 
 o stimulate the productive sector of the economy.

1 have ra-ionaliscd the corporate tax. 
I have extended tax exemption for dividends.

I have provided for increased access to credit at

preferential rates.
 
I :i;ve exe-npted from Stamp Duty imports of fishingvessels and from payment of Customs Duty on outboard 
motors used by fishing boats. 
I have provided Rs 35 million for the Small Scale Entrepreneurs Scheme and have also provided Rs 30 million
for diversification of agriculture.haveincreased the provision for Tourism promotion.-. 

29
Secondly, for young people, I have removed stamp duty on importsof books and I have also announced a grant to needy students
the purchase of books and requisites.	 

for 

I have reduced import duty on computers and also on 
bicycles.
We are increasing by 50 per cent subsidies to Youth and
Sports Fceration. 

Government is launching the National Youth TrainingProgramme under which some 4,000 young people would
be trained annually.I have also provided for increased access to sports. 

Thirdly, for the vulncrable group Government has awarded generouscompensation for the increase in cost of living.I have provided for additional benefits to the handicapped 
and disabled. 
Ihave also provided for a sharp increase in the provision
of Ministry of Social Security and National Solidarity
forthethe benefit of the unemployed and the weakest section 
of the population. 

Fourthly,I have announced very generous tax relief. 

I said at the beginning of my speech, that our economic and social
development model provides for equity in economic growth and for the fulfilment of the aspirations of the nation. l am satisfied that the stage isnow set for
 prosperous Mauritius. 

Mr Speaker, Sir I move. 
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