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1. COUNTRY     :  Republic of Mauritius  

 
2. TITLE OF PROGRAMME Development Budget Support Loan for the 

Economic Reform Programme 
 
3. BORROWER    :  Government of Mauritius 
 
4. PLACE OF IMPLEMENTATION  : National Territory 
 
5. EXECUTING AGENCY   : Ministry of Finance and Economic  

Development 
 
6. PROGRAMME DESCRIPTION  : The objective of the Development Budget  

Support Loan is to support the 
implementation of the Government’s 
Development Strategy  
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DEVELOPMENT BUDGET SUPPORT LOAN MATRIX 
 
HIERARCHY OF 

OBJECTIVES 
CONDITIONS/ACTIONS 
2006/07 2007/08 2008/09 

VERIFIABLE 
INDICATORS 

MEDIUM TERM 
OUTCOMES ASSUMPTIONS 

OVERALL DBSL 
OBJECTIVE: 
 
Maintain macroeconomic 
stability to accelerate 
growth in the medium term 

 

Annual average growth at 
5-6% during 2006-2009 

Stable macroeconomic 
environment as indicated 
by satisfactory IMF Art. IV 

Continued political 
commitment to the reform 
programme in the country 

 2006/07 2007/08 2008/09    
• Use fiscal rules to set 

budget envelope and 
strengthen monitoring to 
ensure allocations  to line 
ministries accord with 
present ceilings  

• Pass legislation to abolish 
ministerial discretion 
over tax and duty 
exemptions 

Undertake PEFA (Public 
Expenditure and Financial 
Accountability) review and 
complete Public Financial 
Management Performance 
Report by end 
FY2006/2007. 

Allocate funds to line 
ministries according to 
preset ceilings under 
MTEF principles 
 
 
 
 
.Follow up to PEFA review 

Allocate funds to line 
ministries according to 
preset ceilings under 
MTEF principles 
 
 
 
 
 
 
Follow up to PEFA review 

Reduction of tax 
expenditure by 0.5% of 
2005/2006 GDP in 
2006/2007   

  Ratio of primary spending 
to GDP reduced by 0.5 
percentage points in 
2006/2007 relative to 
2005/06; 1 percentage point 
in 2007/2008; and by 1.5 
percentage points in 
2008/2009. 

 

 

Operationalize  MRA to 
strengthen tax 
administration 

Monitor the performance of 
the MRA with reference to 
published quarterly 
performance indicators.  

Monitor the performance of 
the MRA with reference to 
published quarterly 
performance indicators. 

Revenue stabilization at 
not less than 19 percent of 
GDP. 

 Enact and implement new 
Public Procurement Act.  

  
 

 
Initiate pilot performance 
based management system 
in MOFED 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
A. Consolidate fiscal 
performance and 
improve public sector 
efficiency: (i) stabilize 
revenue; (ii) reduce 
expenditure. 

 On the basis of 
comprehensive audits, 
evaluate state of health of 
parastatals, identify 5 least 
healthy and establish 
remedial actions to address 
problems. 

Implement remedial action plan
parastatals  

 
 
 
 
 
 
 
Fiscal performance  
improved   
 
 
 
 
PEFA performance 
improved 
 
MRA strengthened and 
performance  improved 
 
 
 
 
 
 
 
 
Improvement in financial 
performance of parastatals 
net of subsidies 
 

 
Continued government 
commitment on improving 
fiscal performance. 
 
 
 
 
 
 
 
 
 
 
 
Government having the 
requisite capacity to 
undetrtake the relevant 
reforms 
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HIERARCHY OF 

OBJECTIVES 
CONDITIONS/ACTIONS 
2006/07 2007/08 2008/09 

VERIFIABLE 
INDICATORS 

MEDIUM TERM 
OUTCOMES ASSUMPTIONS 

 2006/07 2007/08 2008/09    
First year of phased tariff 
reduction 

Second year of phased 
tariff reduction. 

Third year of phased 
tariff reduction. 

• Tariff reduction 
toward eventual duty free 
island by cutting top ad 
valorem rate from 65 to 
30 percent and reducing 
average tariffs by 2 
percent. 

Unify tax and regulatory 
regimes for EPZ and non-
EPZ firms, with the 
exception of labor 
regulation 

Take and implement 
decisions on liberalization 
of remaining administered 
prices.  

 

 

 Make decision on opening 
CHCL to strategic partner.  
Continue to open air access 
to increase carrying 
capacity, diversify sources 
of visitors and bring down 
travel costs. 

Implement decision on 
choice of strategic partner 
for CHCL. 
Continue to open air access 
to increase carrying 
capacity, diversify sources 
of visitors and bring down 
travel costs. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
B. Improve trade 
competitiveness: (i) 
Revamp incentives to 
reduce anti-export bias; (ii) 
raise productivity of 
existing sectors; (iii) 
facilitate development of 
dynamic new sectors 

 Increase 
telecommunications 
capacity and reduce 
price, and promote 
competition including by 
taking measures to 
increase the capacity 
(including cost models), 
independence and 
effectiveness of the 
regulatory authority  
Complete National ICT 
Strategic Plan. 

Increase 
telecommunications 
capacity and reduce price, 
and promote competition 
including by taking 
measures to increase the 
capacity (including cost 
models), independence and 
effectiveness of the 
regulatory authority. 
Implement National ICT 
Strategic Plan. 

Reduce cost of 
International Private 
Leased Circuits by 20-
35% from 2 Mbps = 
US$7,900. 
 

Elimination of substantially 
all tariffs (95% of tariff 
lines). 
 
 
 
 
 
 
 
 
Common regulatory and 
tax regime across virtually 
all sectors of the economy. 
 
 
 
 
 
 
 
 
 
 
 
Trends towards increased 
export share of GDP 
relative to 2005/2006 
baseline 

 
 
 
 
 
 
Measures  continue  to 
reduce of anti-export bias 
impeding private 
investment in 
internationally competitive 
activities in order  to 
promote Mauritius as a 
trade and business bub 
 
 
 
 
 
 
 
 
 
 
Improvement of trade 
Competitiveness continues 
to be a priority of the 
Government Reform 
Programme 
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HIERARCHY OF 

OBJECTIVES 
CONDITIONS/ACTIONS 
2006/07 2007/08 2008/09 

VERIFIABLE 
INDICATORS 

MEDIUM TERM 
OUTCOMES ASSUMPTIONS 

 2006/07 2007/08 2008/09    
• Facilitate doing business 

by streamlining 
registration practices by: 

enacting Business 
Facilitation Bill to enable 
ex post verification 
rather than ex ante 
approval; 

designating the Registrar 
of Companies as one a 
one-stop center for 
business registration in 
the Business Registration 
Act; 

amending the Planning 
and Development Act to 
merge development and 
building permits.  

transforming the trade 
licensing fee into a single 
municipal fee to be paid 
post business operation 
through amendment of 
the Local Government 
2003 Act. 

• Improve key elements of 
business climate, including 
by 

enacting the new Insolvency 
Bill  

• Improve key elements of 
business climate. 

 
End of BOI role in 
granting discretionary 
allowances by June 30 
2008. 

 Link wages to productivity 
increases by  
replacing present wage 
setting mechanism with 
National Wages Council 
phasing out Remuneration 
Orders over a transition 
period.  

Introduce flexibility in 
recycling labor while 
protecting workers not 
jobs. 

   

 • Design and begin assembling 
national land data 
base/cadastre system.   

Prepare action plan for land 
management system. 

C. Improve the 
investment climate: (i) 
Facilitate investment; (ii) 
increase labor market 
flexibility; (iii) attract 
skilled foreign workers; 
(iv) Improve infrastructure; 
(v) ensure environmental 
sustainability. 

 Adopt transport action plan to 
reduce congestion, including 
demand  management 
measures  .  

Initiate implementation of 
transport action plan to 
reduce congestion, 
including demand 
management measures. 

 
• Ease entry of foreign 

skilled workers by 
combining work and 
residency permits into a 
single occupation permit 
issued within 3 working 
days for: professionals 
offered employment paying 
more than Rs30,000 per 
month, self-employed 
persons earning at least 
Rs600, 000 per year and 
investors generating more 
than Rs3 million in annual 
turnover. 

 
 
• Increased investment in 

emerging sectors over 
2005/2006 baseline. 

 
 
 
 
 

 
 
 
• Increased registration of 

SMEs over 2005/2006 
baseline. 
 
 
 
 

• Improved ranking in Doing 
Business during the period  
 
 
 
 
 
 
 
 
 
 
Reduction in time to start a 
business from 46 days (in 
2005/2006) to 3 days .by 
2009. 
 
Increased number of work 
and residency permits 
granted over 2005/2006 
baseline. 

 
 
 
 
 
 
 
 
Continued Government 
Commitment to improve  
the Investment climate 
environment including 
facilitation, to attract 
skilled workers 

 



 viii
HIERARCHY OF 

OBJECTIVES 
CONDITIONS/ACTIONS 
2006/07 2007/08 2008/09 

VERIFIABLE 
INDICATORS 

MEDIUM TERM 
OUTCOME ASSUMPTIONS 

 2006/07 2007/08 2008/09    
Set up machinery for 
Empowerment 
Programme.  

Implement key elements of the 
Empowerment 
Programme  

Implement key elements of 
the Empowerment 
Programme 

Design measures to 
facilitate growth of formal 
SME sector, including:  
access to finance 

technical assistance and 
capacity building  

SME consultancy service 

Implement SME support 
measures 

 

Continue to implement 
SME support measures. 

 

 
 
Replace consumer 
subsidies with targeted 
cash transfers, with 
additional measures to 
increase support and 
opportunities to the 
poorest. 

 

Evaluation, consolidation 
and refocusing where 
necessary of existing 
social welfare 
programmes. 

 
 
 
 
 
 
 
 
 
 
 
 
D. Democratize the 
economy through 
participation, social 
inclusion and 
sustainability: (i) Improve 
education; (ii) provide 
transitional support for 
unemployed workers; (iii) 
Supply low-income 
housing; (iv) strengthen 
social safety nets 

  
Begin implementing 
phased increase in pension 
age. 

 
Reduction in reported skill  
shortages over 2005/2006 
baseline.  
Increased registration of 
SMEs over 2005/2006 
baseline.  
Increased completion rates 
for primary and secondary 
education over 2005/2006 
baseline 
Outcome indicators for the 
Empowerment Programme 
include: 
number of workers trained, 
with a target of 12,000 
since inception;  
number of SME operators 
operating sustainably after 
1 year relative to 
2005/2006 baseline; 
number of low-income 
families receiving housing 
relative to 2005/2006 
baseline; 
number of vulnerable 
families assisted and 
reduction in rate of school 
absenteeism in children, 
relative to 2005/2006 
baseline; 
number of unemployed 
women who have found a 
job or become 
entrepreneurs, relative to 
2005/2006 baseline; 
number of completed 
tourist villages, with a 
target of 5. 

 
 
 
 
 
Empowerment Programme: 
1.Spend Rs5 billion over 5 
years on social protection, 
retraining and SME 
support. 
2.increase in the number of 
(i) workers trained, (ii) 
number of SME operators 
(iii) number of low-income 
families receiving housing 
(iv) number of vulnerable 
families assisted and (v)the 
number  of unemployed 
women who have found a 
job or become 
entrepreneurs, relative to 
2005/2006 baseline; 
number of completed 
tourist villages, with a 
target of 5. 

 
 
 
 
 
 
 
 
 
Social inclusion, 
transitional support and 
social safety nets are 
important for the continued 
political commitment to the 
reform  
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EXECUTIVE SUMMARY 
 
1. Context 

 
1.1 Mauritius’ economic performance has been strong over the past three decades, 
with annual rates of growth averaging over 5 per cent. However, economic growth 
slowed down to an average of 3.4 per cent over the past four fiscal years (2001/2 – 
2004/5). In 2005, real GDP growth rate was 2.5 per cent lower than the above average. 
Also, in recent years, unemployment has risen substantially, net foreign direct 
investments have reached marginal levels, foreign exchange reserves have fallen (from 
6.8 months of imports in 2003 to 5.5 months in 2005) and external account deficits have 
emerged after several years of surpluses.  

1.2 Mauritius is currently facing a sharp transition from dependence on trade 
preferences to open competition in the global economy. Moreover, it is doing so in a 
difficult environment because of trade shocks caused by the erosion of trade preferences 
in sugar and textiles and the rise in oil prices. The export performance of the textiles and 
clothing sector has declined by a third as a result of the ending of Multi Fiber 
Agreement (MFA) quotas in January 2005.  A similar experience likely awaits sugar, as 
the EU implements a 36% price cut in 2006-09. Meanwhile, the run-up in oil prices 
from $24/bbl in 2002 to above $70/bbl in the first half of 2006 has added nearly 4 per 
cent of GDP to the oil import bill. From 2003-05, the terms of trade deteriorated by 
nearly 15 per cent equivalent to a massive 10 per cent of GDP. Mauritius has also been 
affected by sluggish import demand from Europe which is the destination for 80 per 
cent of its exports. While tourism and financial services have fared better, they have not 
been able so far to compensate the output growth decline in the more traditional sectors 
(sugar and textiles). 

1.3 The combined effect of these developments has led to the deterioration of the 
country’s fiscal performance. In the early 1990s, the budget deficit was kept below 3 per 
cent of GDP. However since early 2000, the budget deficit has been persistently above 
that level, due to growing state expenditure and falling tax revenues. Lately 
(2005/2006), the fiscal outlook has deteriorated further, with a primary balance deficit 
of 1.7 per cent and an overall budget deficit of 5.5 per cent, due primarily to lower 
revenue collections than projected associated with lackluster activity and the widening 
deficit of state-owned enterprises resulting from the suspension of adjustments in retail 
petroleum prices to reflect import costs. 

 
 1.4    The above developments create new challenges for the Mauritian economy. 

Reforms are therefore needed to reverse the current trends and restore trade 
competitiveness. The country must attract more foreign direct investments, markets 
must be further liberalized to facilitate resources moving to their most productive use 
and better education and training are needed to enhance the availability of needed labor 
skills.  

 
1.5 It is against this background that the Government has requested the assistance of 
the country’s main development partners, namely the ADB, the Agence française de 
développement (AFD);  the European Union (EU);  and the World Bank, through 
budget support operations. In response to this request, the Bank has prepared this 
development budget support loan operation.  
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2. Programme Objectives 
 

2.1 To address the above challenges, the Government of Mauritius (GOM) has 
decided to implement a reform programme with the objective of putting the economy 
onto a higher growth path and make it less vulnerable to external shocks. The 
programme aims at (i) reducing  the budget deficit and the debt burden in order to bring 
them to more sustainable levels; (ii) improving  productivity in the traditional sectors of 
the economy with a view to restoring their competitiveness and facilitating the 
development of exports; (iii) improving the institutional framework for business by 
streamlining procedures for business registration and incentives schemes in order to 
attract more foreign direct investments, and (iv) facilitating employment creation and 
promoting social equity 
 
2.2 In line with the above key objectives, the programme is articulated around the 
following four main pillars: (i) consolidating fiscal performance and improving public 
sector efficiency; (ii) enhancing trade competitiveness; (iii) improving the investment 
climate and; (iv) democratizing the economy through participation, social inclusion and 
sustainability. Reforms to be introduced as part of the programme include  the reduction 
of tax expenditures ( exemptions and exonerations) by 0.5 per cent of GDP, the adoption 
of a legislation to abolish ministerial discretion over tax and duty exemptions, measures 
to strengthen tax administration, the revision of the corporate tax rate, the unification of 
investment incentive regimes, the deepening of financial services, measures to reduce 
time to start business, ease restrictions on work and residency permits and expand 
support to SMEs, the preparation of a master plan for poverty reduction, and the 
implementation of training and re-employment programmes.   

 
3. The proposed budget support operation  

 
3.1 The proposed ADB development budget support loan is in the amount of US$ 30 
million, in line with the GOM’s request. The loan is intended to support the 
implementation of the GOM’s reform programme. It will help fill a portion of the 
financing gap of the Government during three fiscal years from 2006/7 to 2008/9. The 
loan will be disbursed in three equal tranches – US$ 10 million annually over a period 
of three years. The first tranche, to be disbursed in 2007, would account for about 4 
percent of the projected budget deficit in the financial year 2006/2007.  
 
3.2 The GOM’s reform programme is supported by several development partners 
and the proposed ADB budget support operation has been prepared jointly with the 
Agence française de developpement (AFD), the European Union and the World Bank.  
The AFD and the World Bank have already approved their respective contributions 
(US$ 30 million for the World Bank and €24 million for the AFD). The European 
Commission is planning to provide a contribution of €6.5 million to support the GOM’s 
programme.  

 
4. Assessment of the Prerequisites for Direct Budget Support 
 
4.1 Mauritius enjoys a stable political system based on a multiparty democratic 
republic. Legislative power is vested in the National Assembly, which comprises 62 
elected and up to 8 designated representatives. Over the past 35 years, several free and 
fair elections have been held Mauritius boasts a vibrant democracy along with well 
established traditions of consensus building and maintenance of social harmony.  
Although Mauritius faces considerable uncertainty, there is no compelling reason to 
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expect the future will depart radically from past trends. For a quarter century Mauritius 
has been a consistently good performer and has exhibited impressive resilience through 
recent trade shocks. The country enjoys strong leadership, a high degree of social 
consensus, robust institutions and a tradition of pragmatic economic management. All 
these augur well for a continuation of superior past performance. 
 
4.2 However, for Mauritius to achieve a high growth outcome in the face of the 
challenges posed by the loss of trade preferences by two of the main engines of growth in 
the economy, significant reform effort would be required. Sustained high growth rates in 
emerging sectors will require maintaining a stable macroeconomic environment with 
adequate availability of credit; improving investment climate; allowing resources to move 
efficiently out of declining sectors into growing ones; providing high quality, reasonably 
priced infrastructure and public services; and ensuring the availability of adequate human 
capital. The trade and competitiveness oriented reforms which the Government has put 
forward in its programme are well attuned to achieving these objectives. At the same 
time, explicitly pro-poor components have been added to the programme to shield 
vulnerable groups from some of the impacts. Given the breadth and depth of the 
Government’s reform programme and the political will to carry it through as well as the 
existence of MTEF, the provision of budget support is therefore justified. 
 
5. Fiduciary Arrangements 
 
5.1 Financial controls at the Bank of Mauritius (BoM) and in the Government 
appear to be entirely satisfactory. The last Public Financial Management (PFM) 
evaluation for Mauritius was in 2003 and it concluded that Mauritius had one of the most 
transparent budgetary processes in Africa.. The Bank’s support to the programme is in 
the form of a DBSL, the Government would be expected to perform the procurements in 
accordance with its procurement rules, guidelines and procedures, judged to be 
satisfactory by Development Partners. An examination found no problems or errors 
reported by the external auditors during this period. No evidence was found of any 
material weakness with the Public Financial Management system in Mauritius. The 
Government has agreed to a detailed PFM assessment using the Public Expenditure and 
Financial Accountability (PEFA) methodology during 2006/07. In addition to evaluating 
the current state of PFM, the exercise will establish measurable performance indicators to 
monitoring progress over time and asses the impact of the reform programme on financial 
management. In addition, the PFM will contribute to harmonization of the dialogue 
between the Government and Development Partners around a common framework. 

5.2 Preliminary assessment indicates that the control environment for funds 
disbursed by Development Partners is adequate. The BoM maintains a number of foreign 
currency denominated (US dollar and Euro) accounts, into which disbursements in 
respect of loans and grants can be made.  Funds credited into these accounts usually 
constitute part of the country’s official foreign reserves which are held by BoM. 

 
6. Programme Implementation and Monitoring 
 
  The proposed DBSL will be implemented over 36 months from the date of 
Board approval. The Bank will monitor actions and review progress of the 
implementation of the proposed operation as well as the subsequent actions of the 
Government’s programme jointly with Mauritius’ Development Partners. The Ministry of 
Finance and Economic Development (MOFED) is the implementing agency as well as 
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the Bank’s primary counterpart in the country, which will facilitate monitoring as part of 
the regular dialogue. 
 
7. Disbursements 
 
  The disbursement schedule for the proposed DBSL would be agreed upon with 
the Government of Mauritius and would be based on the Bank’s rules and procedures. It 
would however, take into account the national budget and cash flow needs for the 
implementation of the Government’s development agenda. The proposed DBSL will be 
disbursed through an “Account” opened in the name of the Treasury with the Bank of 
Mauritius prior to the first disbursement. Disbursement will occur in three tranches after 
effectiveness. Loan proceeds will be disbursed into an account of the Bank of Mauritius 
in US dollars. 
 
8. Conclusions 
 
  The Government’s reform effort has gathered momentum over the recent past 
and progress has been achieved in restoring macroeconomic stability, but the reforms 
initiated need to be sustained and broadened if progress towards adjusting to the 
competitiveness and globalization is to be accelerated. The Government has 
demonstrated a strong commitment to the reform, and there is now a greater sense of 
ownership of the reform process. Strong ownership of the reform programme will greatly 
enhance the likelihood of success of the support being provided by the development 
partners. The proposed DBSL will support the priority policy actions outlined in the 
reform programme and the Country Strategy Paper (CSP).    
 
9. Recommendations 
 
9.1 The foregoing analysis of Mauritius’ macroeconomic, and social setting and the 
Government’s comprehensive reform programme, presents the justification for providing 
a development budget support from Bank resources to Mauritius in support of the reform 
programme with other development partners. 
 
9.2  It is therefore recommended that an ADB budget support loan amounting to 
US$ 30 million (about UA 19.9 million) be provided to the Government of Mauritius to 
finance its Economic Reform Programme The loan shall be disbursed in three tranches of 
US$ 10 million (about UA 6.77 million) each. 
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1.  INTRODUCTION 

1.1 Origin and History of the Programme 
 
1.1.1 Mauritius is a small island economy in the Indian Ocean with a population of 1.2 million 
people and an income per capita of US$5,250. It has achieved important economic success since 
independence outperforming most other countries in the region and middle-income and small 
island states as well. Since independence in 1968, Mauritius has achieved remarkable economic 
and social success, based on good governance, exceptional use of preferential trade agreements 
for its sugar and textile exports, and the development of strong tourism and financial services 
industries. During the 1980s and 1990s Mauritius registered high real growth rates averaging 
about 6%. The vibrant growth in the Mauritian economy was driven first by sugar, then textile 
and tourism, and more recently, by financial services and the information and communication 
technology (ICT) sector. However, sustaining past economic growth pace has been a major 
challenge and the economy has slowed down in recent times due, mainly to the loss of trade 
preferences by two of the main engines of growth, sugar and textile  
 
1.1.2 Mauritius is currently encountering severe headwinds emanating from the global 
economy. Textiles and clothing have downsized by a third as a result of the ending of Multi 
Fiber Agreement (MFA) quotas in January 2005, and a similar experience likely awaits sugar as 
the EU implements a 36% price cut in 2006-09. Meanwhile, the run-up in oil prices from 
$24/bbl in 2002 to above $70/bbl in the first half of 2006 has added nearly 4% of GDP to the oil 
import bill. From 2003-05, the terms of trade deteriorated by nearly 15%, equivalent to a 
massive 10% of GDP, with the sugar price cut about to add an additional 3%. Mauritius has also 
been affected by sluggish import demand from Europe which is the destination for 80% of 
exports. 
 
1.1.3 In response to these challenges the Government has embarked on an ambitious 
development strategy to find new drivers for economic growth. The government’s new 
development paradigm is anchored on a broad-based reform programme which it has set out in 
its budget, presented to Parliament. The reform strategy aims at (i) Consolidating fiscal 
performance and improving public sector efficiency; (ii) Improving trade competitiveness, (iii) 
Improving the investment climate; and (iv) democratizing the economy through participation 
and social inclusion. The new development paradigm includes a plan to modernize and 
restructure the sugar and textile sectors through better technology and greater capitalization 
while also promoting the diversification of the agricultural sector through the implementation of 
the Non-Sugar Sector Strategic Plan. The plan focuses on the development of other cash crops 
as well as food crops. The government also launched an Enterprise Development Fund with a 
view to providing support to existing enterprises that have a capacity to grow and to re-engineer 
themselves in terms of process re-engineering, design capacity to move into higher sectors and 
maintaining or developing new markets. Furthermore, the government aims to transform 
Mauritius into a value-added technology- and services-based economy and an attractive offshore 
financial center. The government is promoting Mauritius as a seafood hub, using existing 
facilities at the Freeport (free trade zones at the port and airport) for the trans-shipment, 
warehousing, handling, processing and re export of seafood products. 
 
1.1.4 It is against this background that the Government has requested the Bank to provide a 
Development Budget Support Loan to the country in the amount of US$ 10 million annually 
over the next three years. The Development Budget support was developed in close coordination 
with the Agence Française de Developpement, (AFD), the European Union (EU), and the World 
Bank to support the government’s comprehensive reform programme. This follows extensive 
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consultations with the Government, development partners and other stakeholders as a result of 
which Mauritius’ main donors have been able to progress toward a shared view of the country’s 
reform needs and priorities which is expected to underpin much closer coordination in future.  

1.2 Performance of Previous Reform Support Operations 
 
1.2.1 The Bank Group has to date financed one policy-based operation in Mauritius, an 
industrial sector loan approved on 25 March 1987, amounting to UA 30.00 million. The Loan 
Agreement was signed on 11 May 1987 and became effective on 24 September 1987. The loan 
funded by the Bank and the World Bank was in support of a programme to provide foreign 
exchange to import raw materials, spare parts and intermediate goods; with accompanying 
policy reforms under the “New Industrial Strategy”. The aim of the policy reform programme 
was to maintain industrial growth and thus increase the sector’s contribution to the economic 
growth of Mauritius.  
 
1.2.2 After the government made the initial request for the industrial sector loan, there were 
extensive consultations over a period of three years between the Bank, the World Bank and the 
government. The consultations sought to ensure that the government was agreeable to the 
economic policy changes aimed at improving efficiency in production and enhancing growth 
and exports that were required prior to the implementation of the programme. Consequently, 
quantitative import restrictions were gradually phased out until all import quotas were removed 
in January 1985. The number of products subject to maximum price control was reduced from 
74 to 8 in mid 1985 and the number of products subject to maximum mark-ups was reduced 
from 40 to 18. Following these actions, the government issued to the Bank and the World Bank 
a Statement of Industrial Policy in December 1986 which, among other things, spelt out the 
timing and phasing of future tariff reduction and price liberalization. This, together with the 
industrial policy reform which the government had already undertaken enabled the Bank and the 
World Bank to approve their respective industrial sector loans for Mauritius. 
 
1.2.3 Of the UA 30.00 million approved for the industrial sector loan by the Bank, UA 15.00 
million was disbursed while the balance of UA 15.00 million was cancelled at the request of the 
government. The government requested cancellation of the second tranche release because of 
the country’s healthy fiscal and balance of payments position at that time. The government felt 
that it was not prudent to borrow when the country had generated adequate resources to meet its 
immediate needs. The cancellation of the second tranche release notwithstanding, the 
government implemented the policy reforms agreed under the programme to which the loan 
provided support. 
 

2. POLITICAL SITUATION AND RECENT SOCIO-ECONOMIC DEVELOPMENTS 

2.1 Political Situation  
 
2.1.1 Mauritius boasts a vibrant democracy along with well established traditions of consensus 
building and maintenance of social harmony. The political landscape is characterized by the 
presence of several political parties which are represented in Parliament and an assortment of 
active non-governmental organizations which are regularly consulted on national policy 
formulation by the government. The opposition Social Alliance coalition won the elections in 
July 2005.  
 
2.1.2 Mauritius has long enjoyed a free press and the liberalization of radio broadcasting has 
allowed the free and vocal expression of views and opinions by all sections of the population.  
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Mauritius has adopted the fundamental principles of good governance. The dominant features of 
this are: (1) the rule of law, an independent judiciary and separation of powers (ii) transparency 
and accountability; and (iii) respect for human rights. The Public Accounts Committee 
scrutinizes public finance and there is an effective system of both internal and external audits. 
Mauritius has agreed to be peer-reviewed under the African Peer Review Mechanism (APRM) 
of the New Partnership for Africa’s Development (NEPAD).  
 
2.1.3 Mauritius enjoys credible ratings on good governance by international ranking agencies. 
Rankings released by the World Economic Forum in 2006 revealed that Mauritius, with a score 
of 4.61, was the 5th country among 25 African countries in terms of the quality of public 
institutions, an index that consists of the perceived degree of corruption and the rule of contracts 
and law. The country is placed 51st out of 158 countries rankings (third in Africa region, after 
Botswana and South Africa) in the 2005 Transparency International’s Corruption Perception 
Index. The corruption index has moved from 5 in 1998 to 4.1 in 2005 and remains on a negative 
trend as of 2006. In recognition of this problem, a number of institutions have been set up by the 
Government to combat corruption.  In its effort to fight corruption, Government, in 2002, 
established an Independent Commission Against Corruption. Part of the legal framework to 
combat corruption comprises an Ombudsman, a Financial intelligence Unit and the Management 
Audit Bureau. The national strategy for combating corruption comprises three elements namely: 
(i) investigation and enforcement of the laws against corruption; (ii) corruption prevention by 
eliminating opportunities for corruption from systems and procedures, and (iii) corruption 
prevention by public education and support. 
 

2.2 Poverty Profile and Millennium Development Goals 
 
2.2.1 According to the latest Household Budget Survey by the Central Statistics Office (CSO) 
in 2001/02, the proportion of poor households in Mauritius declined from 8.7% in 1996/97 to 
7.7% in 2001/02 while the proportion of poor persons declined from 8.2% to 7.8%. The income 
gap ratio which measures the difference between the poverty line and the mean income of the 
poor, expressed as a ratio of the poverty line increased from 21.0% in 1996/97 to 22.6% in 
2001/02, an indication that though the proportion of poor people declined, the situation of the 
poor has deteriorated. Existing data also show that poverty in Mauritius is localized (pockets of 
poverty) rather than wide spread. There are also significant gender and regional differences. The 
incidence of poverty is relatively higher among female-headed households. In 1996/97 the 
percentage of female headed households in poverty was 19.7% as against 6.7% for male headed 
households. The respective figure for 2001/02 was 14.1% versus 6.5%. Also, the incidence of 
poverty in the rural areas is over three times that of urban areas.   
 
2.2.2 Using the Human Development Index (HDI) which is a non-monetary measure of well-
being and poverty, Mauritius ranked 65 out of 177 in 2003 having progressed from an HDI of 
0.655 in 1980 to 0.791. The Gini coefficient, a measure of inequality- has improved from 0.387 
in 1996/97 to 0.371 in 2001/02. The overwhelming majority of the population has access to safe 
drinking water. Primary education is universal. The general state of health of the population is 
good. Life expectancy has increased from 62 years at the time of independence in 1968 to 73 
years (2005), and infectious diseases such as malaria, polio, diphtheria, typhoid and cholera 
have been virtually eradicated. The overall improvement in quality of life is the result of an 
extensive welfare system, providing for free and universal healthcare, free education up to the 
university level, basic pensions as of the age of 60 at a rate of US$ 1.75 a day, and specific 
social benefits for the underprivileged (widows, orphans, handicapped persons, etc). 
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2.2.3  Mauritius is one of the few countries in Africa on track to meet all but one of the 
Millennium Development Goals (MDGs) by the year 2015. It has accomplished remarkable 
results over 15 years in terms of the MDG indicators, with four out of the eight specific goals 
already achieved, largely due to the maintenance of free health care and free primary and 
secondary education (see Annex 10).  The only MDG that Mauritius is unlikely to meet is the 
reduction by two-thirds in child mortality. Mauritius’ infant mortality rate currently stands at 14 
deaths per 1,000 births.  This is well lower than the rate in most middle-income countries.  
Bringing the rate down from 14 to 6 is considered unlikely given Mauritius’ level of income, 
especially in the various pockets of poverty.  
 
2.2.4  Unemployment has been a major problem since the beginning of the 1990s. The 
unemployment rate rose from 6.9% in 2001 to 9.5% in 2005, reflecting job losses following the 
closure of a number of textile factories due to the phasing out of the Multi-Fibre Agreement and 
the increasing capital-intensive production in the export processing zone (EPZ). There is an 
important social dimension to unemployment: nearly a third of the unemployed live in 
households in the bottom quintile of income distribution, 15 percent live in households with no 
other sources of income, and a high proportion of unemployed are women. The unemployed 
also are disproportionately young; in 2005, the 12-24 year age bracket comprised 16 percent of 
the active population but 43 percent of the unemployed, and the unemployment rate among 
youth (under 25 years old) was 11.4 percent compared to a moderate 4.1 percent for those 25 or 
older. Most of the unemployed have low educational attainment – 88 percent have not received 
a high school certificate. Meanwhile, other social problems such as crime, domestic violence 
and HIV/AIDS are on the rise. To address the unemployment problem, the Government is 
promoting Small and Medium Scale Enterprises (SME) development to enhance self-
employment. Given the actions being taken by the Government to tackle the unemployment 
situation, the overall social picture is quite positive and encouraging, as demonstrated by good 
progress on the Millennium Development Goals.  

2.3 Recent Macroeconomic Performance and Debt Sustainability 
 
2.3.1 GDP Growth: Mauritius’ economic performance has been strong over the past three 
decades, although, growth has fallen short of past performance recently. Adverse external 
developments such as the phasing out of trade preferences for textiles and sugar  as well as the 
surge in world oil prices are affecting the economy. Real output growth, which averaged around 
6 percent during the 1980s and 90s, slowed down to an annual average of 3.4 percent over the 
past four fiscal years (2001/02-2004/05) while unemployment has increased. In 2005 real GDP 
growth rate was 2.5% lower than the 4.7% recorded in 2004. It is however estimated that real 
GDP growth rate will recover to 4.6% at the end of 2006. Sectoral composition of GDP in 
2005/06 revealed that more than two-thirds (68.4%) of GDP was generated by the tertiary sector 
comprising the services industries compared to slightly over a quarter (25.9%) by the secondary 
sector. The remainder or 5.7% was attributable to the primary sector which consists mainly of 
agricultural activities The growth dynamics in the other two pillars of the economy (tourism and 
financial services)  has been unable so far to compensate the output growth decline in the more 
traditional sectors. The surplus of the external account has recently turned into a deficit, owing 
to a decline in exports and a price-related surge in petroleum product imports. These have led to 
a worsening of the external current account, some loss of reserves - albeit from a comfortable 
level – a depreciation of the exchange rate and a slowdown in economic activity (see Table 1)  
 
2.3.2 Inflation: Though the inflation rate (as measured by the CPI) remains within the 
monetary authority’s target, a combination of domestic and external factors have been exerting 
pressure on price levels. Having fallen from a level of 6.4% in 2002 to 3.9% in 2003, the 
inflation rate increased to 4.7% and 4.9% in 2004 and 2005 respectively. The rise in inflation 
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levels in 2004 was due mainly to domestic factors particularly the significant increase in the 
price of subsidized flour with its consequence on the price of bread while the rise in inflation 
levels in 2005 was due mainly to external factors, in particular, the rise in international oil prices 
which had spill over effects on the domestic economy. However, having reached an estimated 
8.9% in 2006, average inflation is expected to decline to about 6% in 2007 and is projected to 
remain at a low level (4%) in the medium term, partly due to prudent monetary policy and as the 
steep rises in food and fuel prices seen in 2006 drop out of the calculation.  
 
2.3.3 Exchange Rate: Mauritius continues to have a managed floating exchange rate regime, 
with the exchange rate being freely determined in the interbank market, and BoM interventions 
in the foreign exchange market aimed at mitigating excess short-term volatility. Despite support 
from monetary policy, the Mauritian rupee depreciated against all the major currencies in 2005, 
notably reflecting a deteriorating external position due mainly to increased imports which is 
putting pressure on both the current account and the overall balance of payments. In most of 
2006, the rupee was stable against the US dollar and other major currencies but started to 
weaken in the latter part of the year. Looking forward and taking into account the current weak 
state of the economy the rupee is expected to depreciate further, unless the BoM intervenes to 
prop up the currency. 
 
2.3.4 Fiscal Performance: In the early 1990s the budget deficit was kept below 3% of GDP. 
However since the late 1990s the budget deficit has been persistently above the target and was 
regularly over 3% of GDP, due to growing state expenditure on development projects and 
falling tax revenues. Lately, the fiscal outlook has deteriorated further, owing to lower than 
projected revenue collections associated with lackluster activity and the widening deficit of a 
state-owned enterprise related to the suspension of adjustments in retail petroleum prices to 
reflect import costs. The budget deficit have been qualified by the World Bank as “high and 
unsustainable” and without corrective measures, the International Monetary Fund (IMF) 
predicts that the overall public sector deficit could widen to about 7% of GDP, compared with a 
sustainable level of about 3%. For instance, the Central Government outstanding debt has 
increased from 49.8% of GDP in 2001/02 to 57.5% in 2005/06, implying a high level of debt 
burden.  High budget deficits have not only been driven by high primary deficits but also by 
increases in average interest rate of the debt stock. A close attention therefore needs to be paid 
to the persistent budget deficits in order to preserve medium-term fiscal sustainability and 
macroeconomic stability. Moreover, there are concerns about the structure of the public debt, 
most of which consists of loans with maturities of less than two years. Consequently, the 
government is taking steps to distribute debt-servicing commitments more evenly, and the 
Loans Act was amended in 2004 to allow for a more diverse range of long-term debt 
instruments. In addition, in order to restructure the public expenditure, strengthen expenditure 
controls and improve budgetary processes, the Government began implementing a Medium 
Term Expenditure Framework (MTEF) in 2003 with the assistance of the World Bank.  
 
2.3.5 External Sector: The performance of the external sector has weakened with the country’s 
share in international trade decline while that of other developing countriesis increasing. As a 
result, the trade deficit doubled from Rs10 billion in 2003/04 to Rs20 billion in 2004/05 and is 
expected to reach Rs25 billion in 2005/06.  Also, after four years of surpluses, the current 
account balance recorded a deficit of Rs6.245 billion representing 3.3% of GDP in 2004/05.  
The balance of payments projections indicate a worsening in the outlook for both the current 
account and the overall balance of payments, reflecting mainly faster growth of imports relative 
to exports which is expected to continue to decline owing to weak growth in exports of 
manufactured goods and decline in sugar exports. In 2006, the current account deficit is 
estimated at 9.4% of GDP and it is forecast to widen marginally in 2007/08 and will average 
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9.6% of GDP. Net foreign exchange reserves have also fallen to Rs 54.621 billion representing 
about 6.5 months of import cover. 
 

Table 1 – Macroeconomic performance
 1997-00 2001 2002 2003 2004 2005 

Real GDP growth (%) 6.0 5.6 2.1 4.4 4.7 2.5 
Real GNFS exports growth (%) 4.3 15.6 -12.1 -3.8 -0.1 11.8 
Gross national savings (% GDP) 26.5 28.4 27.6 25.1 22.7 17.0 
GDFCF (% GDP) 24.7    22.5 21.8 22.6 21.6 21.2 
Productivity growth (%) 1.2 4.5 0.9 2.8 3.9 2.1 
       
CPI inflation (%) 6.1 5.4 6.4 3.9 4.7 4.9 
Terms of trade (% change) 0.6 -1.6 5.7 -2.0 -3.7 -9.6 
TOT adjustment (% of GDP) 0.2 -1.1 4.4 -1.1 -2.2 -6.4 
       
CA balance (% GDP) -1.4 6.1 5.2 1.7 -1.8 -5.4 
Real exchange rate (% change) 2.9 -2.3 0.2 -3.7 -3.2 -5.1 
FX reserves (months of imports) 4.4 5.2 6.3 6.8 6.4 5.5 
Source: Central Statistics Office, Bank of Mauritius 

2.4 Debt sustainability 
         
2.4.1 Consolidated central government debt is currently around 59% of GDP and total public 
sector debt (including the domestic and foreign debt of parastatals) is around 70% of GDP. 
Recent IMF analysis suggests that measures announced in 
the 2006/07 budget will lead to a decline in the public 
sector debt as a share of GDP by some 1.5 percentage 
points of GDP over the next four years compared to “no 
reform scenario” which would bring the debt to 
GDP ratio to over 74 percent (Figure 1). The IMF 
also warns that there are significant risks to the 
outlook and recommends the authorities make a 
further adjustment. A recent IMF mission 
recommended a set of measures (both on the 
revenue and on the expenditures sides) that would 
allow sufficient savings to bring the deficit down 
to a sustainable level by the end of the decade. The 
present programme has adopted some of the 
suggested measures. Even so the recent budget 
measures are expected to have a positive impact. 
IMF simulations of FY 2006/2007 budget measures alone (i.e. no further reforms) show the 
primary balance remaining in deficit through 2009.  
 
2.4.2 For Mauritius, not only the level of debt is a concern, but the composition, too. A very 
high proportion of public debt is local currency and short term, although the duration of 
domestic debt has been extended in recent years. Improving debt management and diversifying 
the portfolio offers many advantages and foreign currency borrowing up to 15-20 percent of 
GDP would actually reduce risk-adjusted cost of borrowing1.  
 

                                                 
1 See World Bank, “Should Mauritius borrow abroad?” (May, 2006). 

Figure 1 – Total public debt as a 
share of GDP, 2006-10 

Percent 
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2.5 Private Sector Business Climate  
 
Independent assessments uniformly 
rank Mauritius as one of the most 
competitive countries in Africa. The 
World Bank Report, Doing Business in 
2007 ranked Mauritius as the 32nd 
easiest countries in which to do 
business out of a total of 175 countries 
surveyed (see Table 2). However, 
according to the same report, it takes 46 
days to start a business in Mauritius, 
compared to 27 days in Mexico, 9 in 
Turkey and an average of 16.6 in the 
OECD. Registering property takes 210 
days in Mauritius compared to 31.8 in 
the OECD. Complex and discretionary 
regulations, in particular, discourage 
FDI for example by restricting access to 
land for foreign companies wishing to 
enter tourism. The delay in granting 
business licenses and work permits as 
well as registering property is one of 
the areas that are being addressed in the 
current reforms. Steps already taken includes the announcement by the Board of Investment of a 
‘Framework for Declared Projects’ within which investment projects in selected sectors would 
be approved in less than 24 hours, rather than stay in abeyance for weeks or months as before.  

2.6 Regional cooperation 
 
2.6.1 Mauritius pursues regional interests through various channels, such as the Southern 
African Development Community (SADC) and Common Market for Eastern and Southern 
Africa (COMESA) agreements and through an Economic Partnership Agreement with the EU 
and Government is seeking to facilitate regional exports by setting up trading houses in a 
number of neighboring countries. The main barriers to regional trade remain the small size of 
regional markets, reflecting the low level of economic development and the array of non-tariff 
barriers emanating from inefficient customs procedures, weak port and transport infrastructures, 
poorly developed financial systems and hostile business climates. 
 
2.6.2 Mauritius’ trade is concentrated upon European and North American markets, which 
together accounted for 82 percent of total exports in 2004. By contrast, African countries 
accounted for less than 13 per cent. Mauritius has an interest in pursuing improved access to 
regional markets to provide new sources of export growth and to diversify away from 
dependence on European and North American markets. Moving to a duty-free island will 
facilitate Mauritius’ role as an entrepot and processing centre for Eastern and Southern Africa. 
This would be underpinned by actions that improve the efficiency and capacity of the port. 
through trade negotiations in the future. 

Table 2 Business Environment  

 Mauritius Region OECD 

Overall Rank Worldwide (out of 
175) 

32    

Starting a business    

No. of Procedures 6 11.1 6.2 

Time (days) 46 61.8 16.6 

Dealing with licenses    

No. of Procedures 21 17.7 14 

Time (days) 145 230.2 149.5 

Registering property    

Time (days) 210 109.9 31.8 

Time for exports (days) 16 40 10.5 

Time for imports (days) 16 51.5 12.2 
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3. THE GOVERNMENT DEVELOPMENT PROGRAMME AND MEDIUM TERM 
STRATEGY 

3.1 Objective and Components 
 
 The reform strategy aims at (i) improving fiscal sustainability, (ii) reducing balance of 
payments pressures associated with the terms of trade deterioration, and (iii) raising potential 
growth through structural reforms. While the programme continues to evolve, the broad outlines 
are clear as evidenced by the Letter of Development Policy (Annex 1). The first stage of the 
programme was initiated in the 2006/07 budget, and subsequently enacted in the Finance Bill. 
The reform agenda has four pillars: (i) Consolidating fiscal performance and improving the 
public sector, efficiency (ii) improving trade competitiveness, (iii) improving the investment 
climate, and (iv) democratizing the economy through participation, social inclusion and 
sustainability. 

3.2 Envisaged Reform Agenda 

3.2.1 Fiscal Consolidation and Improved Public Sector Efficiency 
 
3.2.1.1 Fiscal consolidation is based on explicit rules intended to put deficits and debt on a 
downward path by: (i) limiting government borrowing to the financing of the capital budget; and 
(ii) reducing the ratio of net public debt to GDP.  Projections from the Ministry of Finance 
anticipate revenue stabilizing at around 19 percent of GDP, accompanied by a decline in the 
share of expenditure from 25.4 and a narrowing of the overall central government budget deficit. 
 
3.2.1.2 The Government's Medium-Term Expenditure Framework (MTEF) will underpin this 
consolidation anchoring annual budgets within an aggregate multi-year framework and enabling 
the Government to set priorities and resolve budgetary trade-offs. Operationalization of the 
Mauritius Revenue Authority and a reduction in tax expenditures and discretionary ministerial 
powers to remit taxes and duties are expected to improve revenue collections. At the same time, 
proposed modifications to the structure of direct taxes will streamline incentives and increase 
equity. The expectation is that the new tax structure will better reward effort, innovation and 
entrepreneurship, increase transparency, and encourage investment and job creation, especially 
by small and medium enterprises (SMEs). On the expenditure side, policy measures focus on 
eliminating waste and increasing efficiency. More careful monitoring of capital projects is 
intended to improve the quality of public investments and discourage unjustified cost overruns. 
Closer scrutiny of recurrent expenditures will reduce waste and improve efficiency.  

3.2.2 Improving trade competitiveness 
 
3.2.2.1 The centerpiece of the effort to improve trade competitiveness is an overhaul of the 
incentive framework to reduce distortions and biases. A three-year programme to liberalize 
tariffs and turn Mauritius into a duty-free island is aimed at leveling the playing field between 
producing for the domestic and export markets. In the first year, the maximum tariff will be 
lowered from 65 percent to 30 percent, and the number of bands reduced from 7 to 3. 
Subsequently, revenues will be brought down to 0.1 percent of GDP by 2008-2009 from 1 
percent before reforms. In addition, the incentive regimes for EPZ and non-EPZ firms will be 
unified; among other things, that will include setting all corporate taxes at 15 percent (also to be 
phased in over three years).  
 
3.2.2.2 A second phase of the programme will tackle the high cost of services.  The cost of 
International Private Leased Circuits (IPLC) will be reduced by 25 percent immediately, while 
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increasing competition and strengthening the telecommunications regulator (ICTA) will 
promote more cost-effective supply in the future. Other measures call for liberalizing air access, 
developing ports infrastructure, increasing training and promotional efforts for the hospitality 
and tourism sector, and strengthening financial institutions.   
 
3.2.2.3 Restoring global competitiveness also requires modernizing and restructuring existing 
sectors (sugar and textiles and clothing) and, where a role for the public sector is indicated, 
providing public support for the development of new activities such as ICT, financial services, 
specialty tourism, seafood and land-based ocean activities. Achieving these objectives will 
entail adequate planning and preparation of long term development plans and sectoral strategies 
as well as enhanced access to financial services.  

3.2.3 Improving the Investment Climate 
 A range of reforms is proposed to make the regulatory environment more transparent 
and less burdensome. The plethora of incentive schemes will be streamlined, development and 
building permits merged, and the system administered on the basis of ex-post verification rather 
than ex-ante approval, with the goal of reducing the time to start a business to three days (from 
46 in 2005). Overhauling the current tripartite wage-setting machinery and easing restrictions on 
redeploying workers will increase labor market flexibility, while liberalization of the regime for 
issuing work permits will enable employers to hire workers with needed skills. Most 
importantly, the Board of Investment will be converted from an administrator to a facilitator and 
promoter of investment. The aim is to secure a position for Mauritius in the top ten most 
investment- and business-friendly locations in the world (according to the Doing Business 
survey). 

3.2.4 Democratizing the economy through participation, social inclusion and 
sustainability 
 
3.2.4.1 The Government announced an Empowerment Programme to ease the burden of 
unemployment, enhance job prospects, reduce labor and skills mismatches and promote small 
and medium enterprise (SME) development. A major plank of the programme will provide wage 
subsidies for on-the-job training or retraining for 20,000 unemployed and redeployed workers 
over the next five years. There also will be special programmes for women who have been 
particularly affected by the downsizing of the textile sector.(see paragraph 6.2.3.4). Other 
components will make land available for small entrepreneurs, provide social housing and 
increase financial and technical support for SMEs. 
 
3.2.4.2 Education and training will be key components of the Programme, designed both to 
broaden workers’ access to jobs and increase the skills base available to employers. Two 
priority areas for skills development and upgrading are the tourism sector and ICT. The 
Government also will support upgrading and training of teachers and supervisory personnel, 
review the educational curriculum to encourage creativity and cognitive thinking, revitalize the 
Zones d’Education Prioritaires (ZEP) providing special support to pupils attending low 
performing primary schools, and develop a national strategy for tertiary education to enhance 
competitiveness in the global economy. 
 
3.2.4.3 To ensure sustainability of social spending, social subsidy programmes will be 
reconfigured to target income support to the needy, and the pension age will be progressively 
raised from 60 currently to 65 years. Another objective is to ensure access to high quality health 
care for all, with special attention to vector borne disease (Chikugunya), HIV/AIDS which has 
been on an upward trend among drug users, and diabetes, as Mauritius has one of the world’s 
highest prevalence rates.  
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3.3 The Medium term Expenditure Framework 
 
 Through most of the post-independence period, annual budgeting in Mauritius was 
guided by a Five Year Plan and a rolling three year Public Sector Investment Programme. 
However in 1993, the practice of preparing five year national plans was dropped after which it 
became apparent that a strong mechanism linking policy, plans and budgets in a medium term 
perspective was lacking. In 2003, the Government with help from the World Bank began to 
implement an MTEF. It is to be implemented in phases, in five pilot sectors, starting with 
Education and Training in the 2004-2005 budget. The health, social aid, environment and public 
infrastructure sectors are earmarked to undergo a similar transformation in the second phase. 
 

 
Box 1: MTEF is a technique for strengthening budget preparation, execution and 
monitoring. Its twin objectives are to (i) strengthen overall fiscal control and (ii) use 
budgetary resources more effectively to achieve the government’s priorities. The main 
instrument for the first of these is the medium term fiscal framework which projects fiscal 
aggregates (revenue, expenditure, deficit) based on a macroeconomic forecast and the 
government’s overall fiscal objectives. The fiscal framework is discussed at the Cabinet 
level to build understanding and consensus around budget planning.  
 
The second objective, more efficient use of resources, is achieved through Results Based 
Budgeting (RBB). Traditional budgeting produces line item expenditures such as 
teachers’ salaries or school maintenance. But with RBB, costs are more explicitly linked 
to outputs or outcomes such as increasing reading proficiency or examination pass rates 
and a rolling medium term (3-year) window allows current year capital expenditures to 
be linked to subsequent recurrent needs. Thus, the MTEF features simultaneous top-down 
and bottom-up information flows, which allow the Cabinet to set priorities and while 
devolving implementation to professionals in each ministry with the requisite technical 
expertise. Both parts are essential to ensure the process is disciplined and effective. 
 

3.4 Assessment of the Reform Agenda 
 
3.4.1 Despite the nature of the challenges ahead, the government is enacting its programme 
with considerable and well known assets – a substantial tourism related infrastructure, a multi-
lingual and moderately well educated work force, a strong system of governance, and a culture 
of democracy. Putting these assets to work in ways that will propel the country back to a higher 
growth rate requires tackling lingering policy problems with a decisive and coherent national 
strategy that enjoys broad support among senior policy makers and the society at large. A 
dialogue with all stakeholders is an important element for its success. 
 
3.4.2 The authorities are fully aware of Mauritius’s major economic challenges and their 
reform plan is entirely homegrown. Realizing that business-as-usual is not an option given the 
immediate threats to macro-stability, the Government’s budget represents a break from the 
system that worked well in the past but is no longer viable. It seeks to move away from “an 
outdated socio-economic model a non-functional system which is very complicated, hard to 
understand and open to abuse.” and accepts that a failure to adapt to globalization has slowed 
growth and contributed to deterioration in macroeconomic performance. It charts a new course 
toward more market-driven, transparent and rules-based economic management based on clear 
rules and guidelines to replace the current regime of special incentives and interventions.  
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3.4.3 While the Bank, the EU, the AFD, the World Bank and other donors fully support the 
direction of this initiative, several structural reform measures outlined in the 2006/07 budget 
must be more fully spelled out, including costing and prioritizing over the medium and long 
term.  Notably, a more detailed programme addressing needs in education, the financial sector, 
infrastructure, energy, institutional development, parastatal-sector reform, price liberalization, 
air access and telecommunications regulation needs to be developed. 
 
3.4.4 One of the components of the reform programme will be the reduction of poverty. While 
some progress in poverty reduction has been achieved, benefits are poorly targeted to the most-
needy. Thus the improvement in the coverage of social assistance programmes and the targeted 
measures being designed to ensure sustainability and impact are necessary. Further, the 
restructuring of the agriculture sector, mainly sugar, is likely to discharge a sizeable labor force. 
To this effect, accompanying measures to mitigate the adverse social impact at a cost that is 
socially affordable and commensurate with the benefits provided in other sectors need to go a 
long way to ameliorate the impact of the downsizing of the labor force. Sustainable policies and 
programmes supporting rural development need to be not only designed but well implemented. 
 
3.4.5 The 2006/07 budget is the first step in an ambitious programme that entails significant 
political challenges. Its ability to move forward with the reform programme over the medium 
and long term will depend on its ability to get buy-in both within Government as well as from 
the broader population.  Additionally, the Government will have to address the challenges of 
implementation by overcoming capacity and organizational constraints within Government.  
 
3.4.6 To fund the programme, the Government is rightly seeking the additional internal and 
external resources by improving fiscal management, proactively seeking more investment, 
getting the diaspora engaged, and seeking higher levels of support from the international 
community, including greater coherence among development partner programmes. The speed 
and scope of the reform efforts will depend to a certain extent on the Government’s ability to 
mobilize necessary funding and prioritize and sequence investments over the medium-term. 

3.5 Programme Costing, Financing and Fiscal Outlook 

3.5.1 The DBSL is intended to fill a portion of the financing gap of the Government during the 
three fiscal years as reflected in the 2006/07 budget and medium-term fiscal framework. The 
first tranche of the DBSL (aUS$10 million) represents around 4 percent of the current year’s 
budget deficit projected at MUR 8.6 billion. Adding another US$30 million from AFD and 
US$30 million from the World Bank would raise the share to around 28 percent. 
Macroeconomic projections accompanying the 2006/07 budget show that the primary balance is 
expected to improve from a deficit of 1.7% of GDP in 2006 to a surplus of 0.9% of GDP in 
2009 and central government debt would fall from 57.5% of GDP to 54.5% (see Table 3). 
 
3.5.2 Restoring overall fiscal discipline is to be achieved by limiting borrowing to the 
financing of investment with the aim of reducing the debt to GDP ratio to a sustainable level. On 
the revenue side, a reduction in tax expenditures and additional revenue mobilization will offset 
the decline in tariff receipts accompanying the move to the duty free island and the phased 
reduction of the top corporate tax rate. Revenue will stabilize at 19-20% of GDP. Savings from 
more effective spending on social safety nets will lower expenditure from 25.4% to 22.7% of 
GDP, achieving a small primary surplus and bringing the overall budget deficit to 3.3% of GDP 
by 2008/09. 
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Table 3 – Fiscal projections (2006 – 2009) % GDP 
 2006 2007 2008 2009 
Revenue 19.9 20.0 19.7 19.4 
Expenditure 25.4 24.0 23.5 22.7 
Capital expenditure and net l 4.0 3.5 3.4 3.1 
Budget balance -5.5 -4.0 -3.7 -3.3 
Primary balance -1.7 0.4 0.7 0.9 
Government debt 57.5 56.8 55.7 54.5 
Source: Government of Mauritius 

 
 
4. ASSESSMENT OF THE PREREQUISITES FOR DEVELOPMENT BUDGET  
SUPPORT 

4.1 Government Commitment and Political Stability  
 
 Mauritius enjoys a stable political system based on a multiparty democratic republic. 
Legislative power is vested in the National Assembly, which comprises 62 elected and up to 8 
designated representatives. Over the past 35 years, several free and fair elections have been held 
Mauritius boasts a vibrant democracy along with well established traditions of consensus 
building and maintenance of social harmony. The system of parliamentary democracy has 
helped boost democratic values and political stability, an essential ingredient for steady 
economic growth.  Indices for voice and accountability, government effectiveness, regulatory 
burden and rule of law are sharply more favorable in Mauritius, not only compared to other 
countries in Africa, but also to fast growing emerging Asian countries.  These were well 
reflected in the July 2005 election of a new government as, despite a keenly contested election, 
the new government (the Alliance Sociale) has maintained substantial policy continuity with 
previous governments. Given the breadth and depth of the Government’s reform programme 
and the political will to carry it through as well as the existence of MTEF, the provision of 
budget support is therefore justified. 

4.2 Macroeconomic Reforms and Growth prospects 
 
4.2.1 For a quarter century Mauritius has been a consistently good performer and has 
exhibited important resilience through recent trade shocks. The country enjoys strong 
leadership, a high degree of social consensus, robust institutions and a tradition of pragmatic 
economic management. All these augur well for a continuation of superior past performance. 
 
4.2.2 To capture the range of potential outcomes, three scenarios – low, medium and high –
were prepared by the World Bank as shown in table 4. As a small economy, Mauritius’ growth 
prospects depend on exports, especially from non-traditional emerging sectors. Though sugar 
and textiles will remain important components of the economy, they are unlikely to provide any 
impetus to strong growth and both are assumed to downsize by an additional 25%. Current 
indications suggest that tourism will continue to be a reliable pillar and Government is aiming 
for a growth in arrivals from around 0.76 million currently to 2 million. Such a pace would not 
be out of line with historical experience. The low scenario assumes growth in arrivals to 1.5 
million, the middle and high cases assume 2 million. In addition, the high scenario assumes that 
real spending per tourist grows at 2% per year. The next two rows, ‘Other EPZ manufacturing’ 
and ‘Financial and business services’, comprise non-traditional exports from new emerging 
sectors. These are assumed to grow in a range of 2.5 percent to 7.5 percent (manufacturing) and 
5 percent to 10 percent (services). 
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4.2.3 Sustained high growth rates in emerging sectors will require maintaining a stable 
macroeconomic environment with adequate availability of credit; removing impediments to 
starting and growing a business; allowing resources to move efficiently out of declining sectors 
into growing ones; providing high quality, reasonably priced infrastructure and public services; 
and ensuring the availability of adequate human capital. The trade and competitiveness oriented 
reforms which the Government has put forward in its programme are well attuned to achieving 
these objectives, bringing down logistics costs, increasing the quality of factor inputs through 
training and easing access to foreign labor skills, reducing impediments to labor mobility, 
stimulating investment through lowering corporate taxation, reducing pressure on domestic 
credit markets by curbing the government deficit, improving the enabling environment for 
SMEs, and reducing the anti-export bias of tariffs. At the same time, explicitly pro-poor 
components have been added to the programme to shield vulnerable groups from some of the 
impacts. 
 

Table 4  Long Term Growth Scenarios (2005 – 25) 
 Low Middle High 

 Assumptions: export growth 

Sugar 25% decline 25% decline 25% decline 

Textiles and clothing 25% decline 25% decline 25% decline 

Tourism 1.5 million arrivals, no growth 
in real spending per tourist. 

2 million arrivals; no growth 
in real spending per tourist. 

2 million arrivals, 2% annual 
growth in real spending per 
tourist.  

Other EPZ manufacturing 2.5% annual growth 5% annual growth 7.5% annual growth 

Fin. and business services 5% annual growth 7.5% annual growth 10% annual growth 

Memo item:    

   Labor productivity 3% annual growth 4% annual growth 5% annual growth 

 Outcomes: average percentage growth, 2005-25 

Output 3.2 4.8 6.5 

Employment 0.6 1.2 2.1 

Source: Mauritius CEM: Managing Change in a Changing World, The World Bank, 2006. 

4.3 Institutional Capacity 
 
 An effective implementation mechanism for DBSL depends on, among others, 
institutional capacity, monitoring and evaluation capabilities. Since launching a MTEF in 2003, 
significant progress has been achieved, with the establishment, staffing and training of a central 
MTEF unit in the Ministry of Finance and Economic Development; development of a three year 
framework of revenues and spending which is published as an annex in the Budget Estimates; 
and preparation of six pilot MTEFs incorporating results based formats.  In essence, the MTEF 
has contributed to the building of core technical capacity in the Ministry of Finance. 

4.4 Fiduciary Arrangements and Budget Systems 

4.4.1 Fiduciary Review and Internal Control 
 
4.4.1.1 Financial controls at the Bank of Mauritius and in the Government appear to be entirely 
satisfactory. The last Public Financial Management (PFM) evaluation for Mauritius was in 2003 
and it concluded that Mauritius had one of the most transparent budgetary processes in Africa.. 
The Bank’s support to the programme is in the form of a DBSL, the Government would be 
expected to perform the procurements in accordance with its procurement rules, guidelines and 
procedures, judged to be satisfactory by Development Partners. Audited accounts for the past 
seven years, 1998/99 – 2004/05 are available on Bank of Mauritius web site.2 An examination 
                                                 
2 http://bom.intnet.mu/ 
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found no problems or errors reported by the external auditors during this period. This 
information was supplemented during preparation and appraisal missions by discussions with 
officials of the Bank of Mauritius (BoM) and the Accountant General. No evidence was found 
of any material weakness with the Public Financial Management system in Mauritius. The 
Government has agreed to a detailed PFM assessment using the Public Expenditure and 
Financial Accountability (PEFA) methodology during 2006/07. In addition to evaluating the 
current state of PFM, the exercise will establish measurable performance indicators to 
monitoring progress over time and asses the impact of the reform programme on financial 
management. In addition, it will contribute to harmonization of the dialogue between the 
Government and Development Partners around a common framework. 
 
4.4.1.2 Preliminary assessment based on information obtained by the joint preparation and 
appraisal shows that the control environment for funds disbursed by Development Partners is 
adequate. The BoM maintains a number of foreign currency denominated (US dollar and Euro) 
accounts, into which disbursements in respect of loans and grants can be made.  Funds credited 
into these accounts usually constitute part of the country’s official foreign reserves which are 
held by BoM. 
 
4.4.1.3 As soon as funds from Development Partners are credited to the foreign currency 
denominated accounts, they are transferred to the account of the Accountant General held with 
the BoM on behalf of the Government and the Accountant General is notified accordingly. 
Alternatively, if indicated in the terms and conditions of a loan or grant, a “Special Account” is 
opened prior to the first disbursement and the funds are transferred, in foreign currency, into this 
special account in the name of the Treasury. The transfer of funds from the BoM to the account 
of the Accountant General or the “Special Account” is effected within two business days after 
funds are credited into the BoM’s account and the BoM does not impose any charges or 
commissions on the Government for these transactions. 
 
4.4.1.4 On receipt of instructions from appropriately designated and authorized signatories, the 
BoM would transfer funds from the Special Account either in whole or in “tranches” (depending 
on the requirements of the Treasury) into the Single Treasury Account held with the BoM in 
Rupees. The conversion from foreign currency to Rupees is based on the prevailing exchange 
rate on the date that the funds are transferred into the Single Treasury Account. For the purpose 
of the proposed policy lending operations, the Government would be required to provide 
confirmation to the Development Partners that the proceeds of the loans/grants have been 
credited to the Single Treasury Account with an indication of the exchange rate applied. The full 
amount of the loans/grants extended by the Development Partners and designated for the finance 
of public expenditures under the budget for the specified fiscal year must be transferred to the 
Single Treasury Account during that fiscal year. 

4.4.2 Credibility of the budget  
 
4.4.2.1 Persistent failures to match revenues and expenditures over the past decade indicate 
strategic problems in budget preparation and execution. Also, there was a chronic problem of 
setting priorities and disciplining the budgeting process. To address this, Mauritius began 
implementing a Medium Term Expenditure Framework in 2003. 
 
4.4.2.2 As mentioned earlier (paragraph 3.3 ), MTEF has come to be regarded as concerned so 
far the pilot ministries since actual government wide budget documents remain in traditional 
forma. There is a need to change the way the budget is administered. These are some of the 
problems which the reform programme set out to address and as a starting point the Finance 
Ministry is now required to prepare the annual macroeconomic and fiscal framework in a more 
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transparent way based on explicit assumptions -in line with the MTEF- which can be scrutinized 
and debated.  

5.  THE PROPOSED DEVELOPMENT BUDGET SUPPORT LOAN (DBSL) 

5.1 Programme Objective  
 
 The overriding objective of the DBSL is to put the economy onto a higher growth path 
and make it less vulnerable to external shocks. The programme aimed at (i) reducing  the budget 
deficit and the debt burden in order to bring them to more sustainable levels; (ii) improving  
productivity in the traditional sectors of the economy with a view to restoring their 
competitiveness and facilitating the development of exports; (iii) improving the institutional 
framework for business by streamlining procedures for business registration and incentives 
schemes in order to attract more foreign direct investments, and (iv) facilitating employment 
creation and promoting social equity. 

5.2 Description of Areas of Focus of the DBSL 
 
5.2.1 In line with the above key objectives, the programme is articulated around the 
following four main pillars: (i) consolidating fiscal performance and improving public sector 
efficiency; (ii) enhancing trade competitiveness; (iii) improving the investment climate and; (iv) 
democratizing the economy through participation, social inclusion and sustainability. Table 5 
below summarizes the main elements of the Government’s programme, together with expected 
outcomes. Likely prior actions for the first year DBSL are bolded. The four pillars of the 
programme are presented in greater detail in the matrix in Annex 2.  
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Table 5 – Areas of Focus of the DBSL 
Pillar Actions Outcomes 
A. Consolidate fiscal 

performance and 
improve public 
sector efficiency: 
(i) stabilize 
revenue; (ii) 
reduce 
expenditure. 

• Adhere to fiscal rules. 
• Reform personal and corporate taxation to streamline 

and improve equity. 
• Reduce tax expenditures. 
• Abolish ministerial discretion for tax and duty 

exemptions. 
• Strengthen tax administration. 
• Extend pension eligibility age. 

• Sustainable public debt. 
• Stable macroeconomic 

environment. 
• Faster productivity 

growth. 

B. Improve trade 
competitiveness: 
(i) Revamp 
incentives to 
reduce anti-export 
bias; (ii) raise 
productivity of 
existing sectors; 
(iii) facilitate 
development of 
dynamic new 
sectors 

• Implement phased tariff reductions (duty free island). 
• Unify EPZ, non-EPZ incentive regimes. 
• Move to unified 15% corporate tax rate. 
• Improve port efficiency and infrastructure. 
• Increase capacity and reduce cost of international 

telecommunications. 
• Liberalize air access. 
• Implement action plans to promote adjustment of sugar 

and textiles at sectors. 
• Deepen financial services. 

• Acceleration of 
productivity growth. 

• Rising export share. 
• Increasing share of 

output and employment 
in new, emerging 
sectors. 

C. Improving the 
investment 
climate: (i) 
Facilitate 
investment; (ii) 
increase labor 
market flexibility; 
(iii) attract skilled 
foreign workers; 
(iv) Improve 
infrastructure; (v) 
ensure 
environmental 
sustainability. 

• Reduce time to start business. 
• Reform wage setting mechanism. 
• Ease restrictions on work and residency permits. 
• Update and implement national environmental strategy. 

• Increase in investment 
rate 

• Increased FDI 
 

D. Democratizing the 
economy through 
participation, 
social inclusion 
and 
sustainability: (i) 
Improve 
education; (ii) 
provide 
transitional 
support for 
unemployed 
workers; (iii) 
Supply low-
income housing; 
(iv) strengthen 
social safety nets 

• Reform and upgrade primary, secondary and tertiary 
education. 

• Implement training and re-employment programmes. 
• Subsidize private sector on-the-job training. 
• Expand support to SMEs. 
• Provide land and credit for low income housing. 
• Prepare master plan for poverty alleviation. 
• Replace consumer subsidies with targeted cash 

transfers. 

• Increase in formal sector 
SMEs. 

• Reduction in skill 
shortages. 

 
 

 
(i) Fiscal Consolidation and Public Sector efficiency 
 
5.2.1.1 Measures to be undertaken as part of the proposed operation: (i) Reduce primary 
spending by 0.5 percent of GDP; (ii) Reduce tax expenditures by 0.5% of GDP; (iii) carry out 
top down budget allocation according to preset ceilings in preparation of FY 2006/07 budget 
and subsequently (iv) Pass legislation to abolish ministerial discretion over tax and duty 
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exemptions; (v) Operationalize the Mauritius Revenue Authority to strengthen tax 
administration. 
 
5.2.1.2 With sustained fiscal deficits beginning to threaten macroeconomic stability, fiscal 
consolidation is of the utmost critical importance. Government anticipates that the combined 
measures introduced in the budget on the expenditure side will lower primary spending by at 
least 0.5% of GDP. This is an important indicator of both commitment to lower debt to a more 
sustainable level and the effectiveness of budget management. 
 
5.2.1.3 Tax expenditures are pervasive in the economy, totaling 5% of GDP or more (Table). 
Reducing them is particularly valuable because of the impacts not only on revenue, but 
incentives as well. The largest component is corporate taxation where special incentives and tax 
holidays have been widely used to promote priority investments. Measures in the FY 2006/07 
budget propose to cut their use dramatically as instruments of industrial policy.  
 
5.2.1.4 Numerous allowable deductions, tax credits and holidays have been removed. In 
addition, legislation has been passed to abolish the Finance Minister’s authority to grant 
exemptions, which will discourage rent seeking behavior. 
 
 
 
 
 
 
 
 
 
 
5.2.1.5 With regard to expenditure management and reduction, a key part of the programme is 
to discipline the budget process by setting and enforcing expenditure ceilings during the budget 
process. This is a central component of the MTEF which puts pressure on the Cabinet to debate 
and reach consensus on priorities and spending allocations. It requires the preparation and 
adoption of a Medium Term Fiscal Framework (MTFF) early in the budget cycle, then reaching 
consensus on priorities and allocations and finally monitoring execution to ensure the limits are 
respected. 
 
5.2.1.6 These reforms address long-standing needs to rationalize public sector performance and 
management. However, implementation will require overcoming capacity constraints in 
estimating tax expenditures and preparing results-based sectoral budgets. These capacity 
constraints are both technical and organizational, pertaining to the (lack of) dialogue between 
the Ministry of Finance and sector ministries. Restoring fiscal discipline also needs a change in 
the budget culture at the center, from confrontation between spending ministries and the 
Ministry of Finance to collective Cabinet ownership of the fiscal framework. The Ministry of 
Finance is addressing these problems by seeking Cabinet approval for the macro-fiscal 
framework and for enforcement of rules to implement the 2006/07 budget. In addition, the 
effective merger within MOFED has strengthened Sector Ministry Support Teams set up to 
assist line Ministries formulate sector strategies within a medium term macro-fiscal framework. 
 
 (ii) Improving Trade Competitiveness 
 
5.2.1.7 Measures to be undertaken as part of the proposed operation: (i) First year of phased 
tariff reduction toward duty free island by cutting top rate from 65 to 40 percent and reducing 

Table 6 –Value of tax expenditures (% GDP) 
Regime  
Corporate income tax 3 - 3.5 
Personal income tax 0.6 
VAT 0.7 
Customs duties 0.5 
Source: IMF 



 18

average tariffs by 2 percent. (ii) First steps to unify EPZ, non-EPZ incentive regimes by 
repealing appropriate legislation in the 2006/2007 Finance Act (iii) Reducing broadband access 
charges – lowering IPLC costs by 25%. 
 
5.2.1.8 The comprehensive programme to improve trade competitiveness hinges critically on 
tariff reform. Eliminating tariffs over a three-year period would reduce the anti-export bias of 
the present trade regime. The first phase of the programme, announced in the FY 2006/07 
budget, sets the maximum tariff rate at 40 percent and reduces the number of non-zero bands 
from seven to three. This measure reduced duty rates on some [270] tariff lines and lowered 
another 275 lines to zero. Revenue losses are partially offset by the introduction of new taxes 
and raising excise taxes for alcohol, tobacco and automobiles. Initial estimates suggest these 
measures will reduce average tariffs from [7] to [4] percent. More important, tariff peaks, once 
as a high as 65 percent, have come down to the ceiling rate of 40 percent, and the dispersion in 
the tariff structure will be substantially reduced from a standard deviation of [15.2 percent to 9.8 
percent]. However, the clothing and footwear sectors remain temporarily protected through 
shifts in bands and some 4-digit industries will experience increased protection. 
 
5.2.1.9 Eliminating the distinction between EPZ and non-EPZ status will have the effect of 
eliminating duty exemptions on inputs for EPZ firms. Accordingly, the government is also 
revamping the drawback system to provide duty rebates on exports within 15-30 days. There 
will likely be a minor increase in net tariff revenues reflecting sales of EPZ firms to the 
domestic market. 
 
5.2.1.10 Because of the increases in excise taxes and the dutiable portion of EPZ sales, the 
reform appears to be largely revenue neutral. Some employment impacts are anticipated in 
import competing sectors, but the net impacts are likely to be small compared to normal annual 
turnover in the labor market. Moreover, the special VAT regime for EPZs has been abolished as 
of October 1 2006, and a fast-track VAT refund system put in place. To ease the transition, a 
number of industrial inputs that are currently subject to VAT will be made either exempt or 
zero-rated. Finally, in order to improve the investment climate and simplify the investment 
regime, the Government has removed 23 special investment incentive programmes for EPZs on 
October 1 2006. Special labor regulations applying to EPZs will remain, pending their 
consideration as part of broader labor market reform. Unifying the treatment of EPZs and non-
EPZs will remove the existing bias towards imported over local supplies and help to promote 
inter-linkages and the development of SMEs within the economy. 
 
5.2.1.11 The comparative static impact of these measures is expected to average a 3-5 percent 
gain in price competitiveness across Mauritius' exports as a result of lower input costs in the 
production of both tradables and nontradables. Over time, the dynamic impacts may be even 
larger as a result of learning by doing and scale economies in emerging export sectors. The pass-
through of tariff reductions on consumer goods will simultaneously raise real incomes, 
especially for low income households whose consumption baskets comprise a higher share of 
tradables. 
 
5.2.1.12 With regard to reducing the cost of leasing IPLCs, costly and poor quality internet 
access affects competitiveness economy-wide, but is particularly harmful to the BPO sector. If 
Mauritius is to achieve its goals of becoming a cyber island, it needs to lower cost and expand 
access to the internet. While data are scarce, industry sources indicate that costs paid in 
Mauritius are significantly higher than in competing locations It has been difficult to isolate the 
reasons with certainty because regulatory oversight of the telecommunications sector is weak. 
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5.2.1.13 Over the longer term, regulatory issues need to be addressed.  However, as an interim 
measure, bringing down telecommunications costs by any means represents a significant 
improvement. The budget announced a welcome 25% reduction in the cost of connectivity via 
the SAFE cable from 1st July 2006, which has already triggered a reduction in the tariffs from 
ISPs including ADSL. It also announced that it was pursuing efforts to be a party to the EASSy 
project and highlighted its formulation of a National ICT Strategic Plan to spell out its strategy 
to transform Mauritius into a cyber island. The Strategic Plan will address a wide range of 
critical issues, from access to education, BPO to e-government, and will clarify the roles of the 
numerous government agencies and bodies involved in the ICT sector.  
 
(iii) Improving the Investment Climate 
 
5.2.1.14 Measures to be undertaken as part of the proposed operation: (i) streamline and speed 
up registration practices by merging development and building permits (ii) change rule of the 
BOI from discretionary administrator to facilitator, with phase out of 23 special programmes; 
(iii) ease restrictions on work and residency permits to provide automatic delivery within three 
working days for workers to earn about $3000 a month and self-employed generating over 
$10,000 a month and investors bringing in at least $0.5 million. 
 
5.2.1.15 Barriers to registering and operating firms are structural deterrents to investment and 
productivity growth. Unnecessarily complex procedures which require waiting for clearances 
and permits, expensive and poor quality services and lack of labor skills are all factors which 
worsen the investment climate. 
 
5.2.1.16 The Business Facilitation (Miscellaneous Provisions) Act 2006 enacts a wide range of 
measures to expedite business registration, amending fifteen laws and abrogating four others. It 
makes the Registrar of Companies a one-stop shop for registration which then transmits 
information to other branches of government as required for approvals and changes the role of 
the Board of Investment (BOI) from granting discretionary approvals for investment projects to 
facilitation. It also relaxes restrictions on granting work and residency permits to enable firms to 
import human capital needs which are not available locally. By providing a more business 
friendly environment, Government seeks to make Mauritius a more attractive destination for 
both domestic and foreign investment. 
 
5.2.1.17 One main provision of the Act amends the Local Government Act to merge the 
building and development permits into a single Building and Land Use Permit. At the same 
time, Amendments to the Building Act and the Town and Country Planning Act transfers 
responsibility for permit issuance to local authorities. It will be the responsibility of the Town 
and Country Planning Board to issue guidelines relating to land development and planning. 
Prior to October 1, investors were required to submit the same information to two different 
places and the process was often subject to long delays. Where there is a risk of a significant 
environmental impact, a 15 day delay may still be required. This change addresses a long 
standing need to minimize bureaucracy and speed up the processing of business applications. 
Doing Business 2007 reports an average 46 days to start a business in Mauritius and the aim is 
to lower that to just 3 days by cutting red tape and bureaucracy. 
 
5.2.1.18 A second provision amends the Investment Promotion Act to discontinue the intricate 
system of 23 different incentive schemes administered by the Board of Investment, retaining 
only two: the Integrated Resorts Scheme and Freeport. The Board of Investment (BOI) is 
thereby freed to act as a promoter and facilitator of investment. The impact will be first, to 
enable BOI to devote more effort to promoting Mauritius as an investment destination. Second, 
the streamlining and simplification will benefit SMEs in particular which lack the sophistication 
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and resources to take advantage of the various incentives. Simplifying the process of registering 
a business is expected to encourage movement from the informal to the formal sector. 
 
5.2.1.19 Finally, the Act amends the Immigration Act and Non-Citizens (Employment 
Restriction) Act to combine work and residency permits into a single “occupation permit” for 
workers earn about $3000 a month, self-employed generating over $10,000 a month and 
investors bringing in at least $0.5 million. The occupation permits will be issued by the 
Immigration Office within two working days and the ‘silent agreement’ principle will apply if 
there has been no reply within that time frame. Facilitating the hiring of foreign workers with 
specific skills not available locally alleviates a serious impediment to starting or growing a 
business in Mauritius, as indicated by employers’ complaints about being unable to hire workers 
with technical and managerial skills.  
 
(iv) Democratizing the economy: participation, social inclusion and sustainability 
 
5.2.1.20 Measures to be undertaken as part of the proposed operation: (i) Implement 
Empowerment Programme to train and reskill the unemployed and those affected by 
restructuring by allocating at least Rs. 0.5 billion in resources and defining access rules; (ii) 
Design measures to facilitate the growth of formal SME sector, including financing, registration, 
labor market rules, taxation and training and support. (iii) Replace consumer subsidies with 
targeted cash transfers to increase support and opportunities to the poorest.  
 
5.2.1.21 Democratizing the economy aims to promote social equity while increasing the 
quantity and quality of resources available for economic development. Since there are large 
commitments of public funds, a third aspect is also important: ensuring that interventions are 
cost effective and sustainable.  
 
5.2.1.22 Retraining fulfils both of the first two objectives, by providing opportunities for 
vulnerable workers to enter or re-enter the work force while increasing the availability of trained 
workers. The programme’s design is consistent with the recognition that the greatest value 
attaches to employer-supplied training. The target is to have 4,000 training positions per year for 
the next five years, for a total of 20,000 workers. Trainees are to be paid Rs. 3,000 per month for 
up to a year, with the cost shared by the Empowerment Programme and the employer. 
 
5.2.1.23 With regard to the SME sector, many of the initiatives to simplify registration 
procedures, reform the role of the BOI, etc. were put forward with SMEs in mind since these are 
particularly disadvantaged in trying to find their way through a thicket of regulations and 
procedures. In addition, however, other measures specifically addressing the needs of SMEs 
have been introduced under the Empowerment Programme. The Empowerment Fund will 
provide equity capital to startups from Rs. 300,000 to Rs. 3 million. Below that amount, the 
Development Bank of Mauritius (DBM) will operate a special window for SMEs to provide 
working capital and other short term finance in the form of micro-loans of Rs. 50,000 to Rs. 
300,000.  
 
5.2.1.24 Non-financial support to SMEs will also be provided through EM and SEHDA, who 
will assist small businesses with requirements such as preparing a business plan, filing statutory 
returns and complying with various health, fire and environmental regulations. About 200 
participants in the Graduate Scheme have been trained to work as consultants to SEHDA.  
Finally, low cost industrial estates have been set up to cater to SMEs. Finally, a special 4 year 
tax holiday has been put in place to promote startups and bring small businesses in from the 
informal sector. Increasing cost effectiveness of social protection is being achieved by replacing 
rice and flour subsidies with conditional cash transfers to the needy. The total cost of the 
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subsidies is significant – Rs. 545 million in 2004/05, or around 0.3% of GDP, of which more 
than half goes to the wealthiest two-thirds of households. To target better the programme to the 
needy, Government has discontinued the subsidies and replaced them with cash transfers.  Poor 
households will be eligible for a cash transfer of Rs. 85 per month per individual. The net 
budgetary saving will be redirected to other priority social spending under the Empowerment 
Programme. 

5.3 The Lending Instrument 
 
5.3.1 The proposed development budget support loan in the amount of US$ 30 million, is in 
line with the GOM’s request. The loan is intended to support the implementation of the GOM’s 
reform programme. It will help fill a portion of the financing gap of the Government during 
three fiscal years from 2006/7 to 2008/9. the DBSL would specifically target those areas where 
there were still outstanding activities to be implemented to achieve the desired outcomes. In 
addition the DBSL is aligned as much as possible with the country’s programme, and 
harmonized with the efforts by other development partners, so as to: 
 
(i) Further enhance ownership and effective implementation of the country’s programme 
(ii) Increase the predictability and efficiency of the Bank Group’s assistance to Mauritius, 
(iii) Promote further allocative efficiency in public spending, 
(iv) Further strengthen the country’s fiscal transparency and accountability by participating 

in the ongoing Public Finance Reform Strategy,  
(v) Increase the Government’s institutional capacities in fiscal planning, implementation, 

monitoring and evaluation of its programmes, and, 
(vi) To respond to a specific request from the Government of Mauritius (GoM) whilst 

reducing the administrative burden on the Government and increasing the profile of the 
Bank Group amongst development partners. 

5.4 Disbursement Arrangement 
 
5.4.1 Given that this is a DBSL, the Government would be expected to perform the 
procurements in accordance with its procurement rules, guidelines and procedures as mentioned 
in paragraph 4.4.1.1. 
 
5.4.2 The proposed operation will follow the Bank’s disbursement procedures for 
development policy lending. It would take into account the national budget and cash flow needs 
for the implementation of the Government’s development agenda. Disbursement will occur in 
three tranches after effectiveness. It is proposed that the first of the three tranches would 
disburse in April 2007 and then the annual donor review expected to take place during the first 
semester of 2007 and 2008 would be used as a basis for disbursing the second and third 
tranches. The first tranche is already aligned with the development partners, as the prior actions, 
following discussions and consultations with the Government and the Budget Support donors 
are within the DBSL results matrix. The second and third tranche would be based on prior 
actions solely contained in the 2007/08 and 2008/09 DBSL Results Matrix  
 
5.4.3 The proposed DBSL will be disbursed into an account opened by the borrower in the 
name of the Treasury with the Bank of Mauritius prior to the first disbursement. Loan proceeds 
will be disbursed in US dollars. 
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5.5 Implementation Schedule 
 
 The proposed DBSL will be implemented over 33 months from the date of Board 
approval. The indicative implementation schedule for the PRSL is as follows: 
 

Activity Time Frame 
Board presentation March 2007 
Loan effectiveness April 2007 
Release of first tranche April 2007 
Supervision and Annual Review June 2007 
Release of second tranche May2008 
Supervision and Annual review April 2008 
Release of third tranche May2009 
Supervision and annual Review April 2009 
Closing and PCR December 2009 

5.6 Monitoring, Evaluation and Auditing 
 
5.6.1 The operations of the BoM are audited annually by the internal audit department of the 
BoM to ensure transparency and accuracy. Also the accounts of Government are audited 
annually by the office of the Accountant General/Auditor General. With respect to the proposed 
DBSL operation, the Government would be required to provide to the Bank, at the end of the 
financial year an audit report of the transfers and uses of funds from the loans/grants. This report 
should be prepared by the Auditor General/Accountant General in collaboration with the 
internal audit department of the BoM. 
 
5.6.2 The Bank will monitor actions and review progress of the implementation of the 
proposed operation as well as the subsequent actions of the Government’s programme in 
coordination with Mauritius main Development Partners. The Ministry of Finance and 
Economic Development (MOFED) is the implementing agency as well as the Bank’s primary 
counterpart in the country, which will facilitate monitoring as part of the regular dialogue. At 
the end of the programme’s implementation, the Borrower will prepare and send to the Bank a 
Programme Completion Report (PCR) that will provide an overview of the programme’s 
implementation, the outcomes achieved vis-à-vis the envisaged and the lessons learned from the 
implementation. The Bank will prepare a PCR to evaluate the achievements of the programme. 

5.7 Reporting Arrangement 
 
5.7.1 The Government of Mauritius shall ensure that all documents supporting disbursements 
on the Development Budget Support Loan are well kept and that these documents, including 
details of the account kept for the proceeds of the loan, will be made available to Bank’s 
supervision teams and external auditors. Also, the Government would be responsible for the 
submission of all reports and supplementary materials required for any review, under the 
proposed DBSL, not later than two weeks before the review meeting. 
 
5.7.2 Development partners that are jointly sponsoring the current reform programme may 
individually or jointly commission analytical work in relation to Performance Assessment 
Framework (PAF) such as annual Public Expenditure Review or Public Expenditure Tracking 
Survey, to supplement and underpin regular reporting requirements. The Ministry of Finance 
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and Economic Development which is the executing agency shall be responsible for the reporting 
on the DBSL. 
 
5.8 Donor Coordination and Partnership 
 
5.8.1 There is no official aid coordination mechanism currently in place in Mauritius. In the 
past, the responsibility for coordinating grant and technical assistance was vested in the defunct 
Ministry of Economic Development, Financial Services and Corporate Affairs, now merged 
with the Ministry of Finance and Economic Development (MFED). The Ministry used to 
prepare grant aid requests and their processing for technical assistance. To fill this gap, the UN 
Resident Coordinator initiated the preparation of a donors’ profile of programmes and projects 
in Mauritius in 2001. The profile is intended to be a device for better coordination among 
donors and an instrument to foster resource mobilization and partnership. 
 
5.8.2 The proposed DBSL is the first of a budget support programme carried out jointly with 
Mauritius’ key donors, notably the World Bank, the European Union and the Agence Francaise 
de Developpement. The AFD and the World Bank Boards approved (December 2006) 
respectively the General Budget Support for Mauritius for an amount of US$ 30 million, (€24 
million) and a Development Policy Loan of US$ 30 million for FY 2006-07. The European 
Commission is programmeming the 10th European Development Fund (EDF) for Mauritius and 
current plans include €6.5 million for budget support in 2007 for the accompanying measures in 
restructuring the economy.  
 
5.8.3 Within the policy dialogue between the Government and the development partners, the 
budget support operation is conditioned to (i) an alignment with the Mauritius Reform Strategy; 
(ii) a process of coordination and harmonization with the main donors; and (iii) a monitoring 
and evaluation of the reforms implemented within a Performance Assessment Framework based 
on priority areas and sector identified by the Government and Development Partners. 

6 JUSTIFICATION, IMPACT AND RISKS 

6.1 Justification and Rationale for Budget Support in Mauritius 
 
6.1.1 The adoption of a DBSL operation by the Bank for a regional member country is 
usually predicated on the existence of a country owned development agenda endorsed by all 
stakeholders, a viable macroeconomic policy and reform environment, transparency of the 
budgetary process, Government’s commitment to reforms, aid coordination framework and 
adequate institutional capacity to implement the budget support operation.  
 
6.1.2 The proposed DBSL operation is tied to the first stage of the Government’s reform 
programme, with prior actions taken from the 2006/07 budget and there is clear evidence of the 
political will to carry the reform programme through. Since the programme is relatively new and 
only now beginning implementation, the actions selected are primarily procedural. Even so, the 
breadth of the programme is striking and affords no shortage of strategically important measures 
to choose from. The Bank in coordination with the main development partners would maintain a 
dialogue in virtually all of the policy domains listed in the policy matrix. Also there exist in 
MTEF, which was initiated in 2002. The enhanced implementation of the MTEF will ensure 
transparency of the budgetary process and will also be made a requirement of the reform 
agenda.  
 
6.1.3 The main benefit of the operation is to help the GoM make further progress in 
achieving its reform programme. It is aligned with the direct budget support programmes of 
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other donors and ensures a joint focus on the priorities set out by the Government in its 
comprehensive reform programme and on a common set of indicators to measure progress. 
Furthermore, through appropriate benchmarks, the operation will help the Government to 
maintain macroeconomic stability while pursuing an ambitious reform agenda  
 
6.1.4 The DBSL for Mauritius is consistent with the Bank Groups, “Guidelines on 
Development Budget Support Lending”  to move to an ex ante performance-based multi-year 
lending programme that assures regular inflow and availability of resources to facilitate the 
implementation of the Government Reform Programme. Furthermore, the Bank Group’s 
Country Strategy Paper for Mauritius for the period 2004 – 2008 provides for policy-based 
operation in support of the Government’s development agenda and the MTEF. Specifically, it 
was recommended that a direct budget support lending operation would be most appropriate tool 
given that Mauritius has a sound macroeconomic framework and high fiduciary standards. 

6.2 Potential Impact of the 
Programme 
 
6.2.1 Impact on Growth: In 
the medium term, the expectation 
is that growth will recover 
progressively from recent levels 
toward the range in table 7 with the 
speed of the recovery depending 
on the quality and credibility of the 
Government’s reforms. The IMF 
estimates that, were no further 
reforms to be done beyond those in 
the 2006/07 budget, growth would likely remain flat at around 3.5%. Consistent with that view, 
the assumption here is that reforms will continue and their impact will be significant. Demand 
side factors will drive near term performance, especially investment. The forecast indicates a 
moderate rebound in investment, with the private investment rate rising from 15 percent in 
2005/06 to 16.3 percent in 2009/10. Non-traditional exports show strong growth over the 
forecast, but exports overall are held in check by continuing adjustment in textiles and sugar. 
The net result is a progressive acceleration in growth from 3.5% in 2005/06 to 4.3% in 2009/10. 
Other forecast outcomes are also broadly satisfactory. Inflation, though relatively high as a 
result of exchange rate depreciation, remains stable. However, budgetary measures and 
administrative price increases will lead to a one-off increase in the price level in 2006/07. Both 
savings and investment rates trend higher, with private investment rising by two percentage 
points of GDP. The current account deficit declines to a little over 2 percent of GDP by 2010. 
 
6.2.2 Impact on Debt: Speeding up the pace of consolidation would limit fiscal risk and the 
IMF recommended front loading the adjustment. Sacerdoti et al. 2005 illustrate that 
vulnerability to adverse shocks grows with the level of debt.  They compare the impact of 
negative shocks (low growth, high interest rates) on fiscal sustainability under different policy 
regimes (adjustment, no adjustment) (Table 8). The initial condition – a 2004/05 debt of 71.8% 
of GDP – is near to current values. Under the baseline assumption of a moderate fiscal 
consolidation, the debt to GDP ratio three years later in 2007/08 falls to 63.9% while with no 
adjustment it rises slightly to 75.7%. But with adverse developments in growth and world 
interest rates, the no-adjustment situation quickly gets out of control and debt rises to 112.3% of 
GDP.  By contrast, with adjustment the outcome is a still manageable 75.7% of GDP. The main 
message is that high debt levels complicate adjustment to external shocks and expose the 
country to downside risks. 

Table 7  – Medium term outlook 
 05/06 06/07 07/08 08/09 09/10 

Real GDP growth (%) 3.5 3.5 3.6 3.8 4.3 
Inflation (%) 5.1 8.5 6.0 6.0 5.5 
Investment/GDP (%) 23.7 26.6 24.5 24.0 24.0 
  - Private (%) 15.0 15.8 16.1 16.4 16.3 
Gross Domestic Savings (% 
GDP) 14.8 18.5 19.3 20.1 21.7 
Current account balance (% 
GDP) -5.2 -7.0 -4.8 -3.8 -2.3 
Government deficit (% 
GDP) -5.4 -4.7 -4.2 -4.1 -3.5 
Central government debt 
(% GDP) 59.0 58.5 57.9 57.4 55.8 

Source: Mauritius Country Economic Memorandum 
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6.2.3 Poverty and Social Impacts: The 
government's reform programme is broadly 
market oriented, built around axes of fiscal 
consolidation, tax reform, regulatory 
simplification, openness and labor market 
flexibility. The poor are likely to benefit 
from increasing growth and trade 
competitiveness in general and some 
explicit pro-poor measures have been 
incorporated under the Empowerment 
Programme 
 
6.2.3.1 First, low-income workers and the 
unemployed should benefit to the extent the 
reforms succeed in reversing the growth 
slowdown. There is compelling evidence 
that faster growth reduces unemployment 
and raises the incomes of the poor. Further, tariff reform will raise real incomes by lowering 
prices of food, clothing and footwear which constitute a proportionately larger share of low 
income expenditure. Indeed, the price impacts from removing all duties would lift an estimated 
5% of low-income workers above the poverty line. Trade reform will also cause job losses in 
sectors which have had high effective protection, but the magnitudes are likely relatively small 
compared to normal labor market turnover, save for a few specific industries such as furniture. 
Certainly the impacts should be small in relation to the dislocation already weathered in sugar 
and textiles. 
 
6.2.3.2 Second, providing greater support to SMEs and neutralizing incentives which have in 
the past favored capital-intensive technologies and large firms will further augment the job-
creating effects of growth. Virtually all employment growth over the past decade has been in 
SMEs which are specifically targeted by the reforms. In the labor market, eliminating the 
tripartite mechanism should increase flexibility and better align wages with productivity, 
expanding opportunities for low wage workers and the unemployed. The poor will also benefit 
from increased education and training which will equip workers with relevant knowledge and 
skills for growth sectors such as ICT, tourism and even textiles and clothing where firms are 
increasingly facing skill shortages as they move up the value chain. 
 
6.2.3.3 Third, better targeting of social safety nets and ensuring pension sustainability secures 
basic protection for the needy, the great majority of whom are not victims of the Government’s 
reform programme. Most of today’s unemployed have not lost their jobs because of reform-
related dislocation, but rather are new entrants to the labor force who have not yet found jobs. 
That is, they are part of the normal process of growth and structural change in the economy. 
Most are young and have low educational attainment and will benefit from increasing education 
and training opportunities and better targeting of the Government’s social welfare budget. 
 
6.2.3.4 Finally, the "Empowerment Programme," announced in the FY 2006/07 budget, is a 
specific plank of the programme aimed at broadening opportunities for those who are 
unemployed or at risk of losing their jobs in declining sectors. The Empowerment Programme 
has a budget of Rs. 5 billion over five years and will provide land for social housing and small 
entrepreneurs, a workfare programme emphasizing training and reskilling, special programmes 

 
Table 8 – Public debt/GDP ratios under various 

scenarios 
Percent 

 T+3 

Adjustment 63.9 

  - Low growth 70.7 

  - Low growth and high interest rates 75.7 

No adjustment 76.4 

  - Low growth 86.6 

  - Low growth and high interest rates 112.3 

Source: Sacerdoti et al 2005.   Note: initial debt level is 71.8% of 
GDP in 2004/05.  
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for unemployed women, and more. Financial and other support for SMEs, including the 
establishment of tourist villages to showcase handicrafts will further increase the range of 
opportunities. 
 
6.2.4 Gender. The female-male ratio in Mauritius is 51:49 percent. The rapid improvement in 
living conditions in Mauritius has been accompanied by the improvement in educational 
attainment of girls. In 2002/03, the enrolment rates at the secondary and tertiary levels were 
higher for girls than for boys (67% for girls against 61% for boys at the secondary level, and 
20% for girls against 17% for boys at the tertiary level). However, compared with men, women 
are still disadvantaged in the labor market. In 2004, only 30% of women aged 15 years and 
above were in formal employment against 67% among men of the same age bracket. The 
classification of employed women by industry and occupation shows that they are mostly in the 
manufacturing sector (particularly EPZ) as they represented 36.9% of its work force 

 
6.2.4.1 Gender issues have been brought to the fore by downsizing in the sugar, textiles and 
clothing industries, where layoffs have predominantly affected women, whose unemployment rate 
far exceeds men’s. This will be addressed through specific programmes addressed at unemployed 
women, such as initiated under the recent Empowerment Programme (see paragraph 6.2.3.4). This 
should contribute to ensuring that Mauritius can  make progress towards the SADC target of 50% 
of women in decision making positions to which the Government is fully committed. 
 
6.2.5 Environment. The proposed programme is classified as category 3, being a programme 
having no significant direct environmental impacts. However, there are potential environmental 
pressures, in general from growth and rising incomes. As a small island state, Mauritius is 
facing serious environmental problems generated by its remarkable economic growth and 
development over the past few decades. Despite serious efforts at tackling such problems, the 
current strategic, legislative, regulatory and institutional arrangements related to the 
environment needs to address them more adequately. Poor land use planning, water availability 
and quality, the increasing pressure on the coastal zone, and solid waste and wastewater 
management still constitute major challenges. As the economy is expected to grow with the 
implementation of the programme, the island’s environment will come under increased pressure 
and exacerbate the existing environmental problems, seriously constraining future development 
efforts. However, Mauritius has proved to be a sophisticated borrower, with a well developed 
strategy and an awareness of the importance of the environment to certain vital sectors, like 
tourism, and future development can only strengthen the demand for adequate environmental 
protection. 

6.2.5.1 Inadequate institutional capacity, an absence of monitoring and evaluation mechanisms, 
weak inter-agency collaboration, and an over-emphasis on studies rather than interventions, are 
some of the major problems that the authorities need to address such constraints. Government 
has indicated, in its Letter of Development Policy, that it is in the process of reviewing the 
1999-2010 National Environmental Strategy, writing a new environment policy, and revisiting 
the Environmental Protection Act (EPA)3. A number of development partners are supporting 
environmental initiatives and capacity building, with the EU taking the lead. Ideally, these 
documents should have been revised and finalized before embarking upon the reform 
programme to ensure that all projects adhere to highest standards. However, given the urgency 
of the reform programme, the Government committed itself to completing and adopting all 
revisions during the reform programme implementation. 

                                                 
3 However, the Environmental Protection Act (EPA) will continue to maintain a simplified list of activities which 
require either a preliminary environmental report or, for heavy polluting activities, a full environmental impact 
assessment. (See www.gov.mu./portal/gov/menv/files/epa.pdf.) 
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6.3 Major Risks and Mitigating Factors 
 
6.3.1 There are two primary risks to this operation. First, the Government may not be able to 
sustain the momentum of reforms and second, even if it does, the measures implemented may 
not achieve the expected results.  
 
6.3.2 Government may not follow through implementing key measures already announced or 
continue with further reforms which are needed in subsequent years in labor markets and 
education. Some elements in civil society and even in the Government have strongly resisted 
parts of the programme, especially those concerned with the labor market and consumer 
subsidies. If results fail to materialize quickly enough, political pressure to change course will 
mount even further. Though the first year measures in the programme are valuable in 
themselves, achieving their full impact depends on follow-on reforms in education, opening air 
access, strengthening regulation and competition in telecommunications and eliminating duties 
in sensitive sectors. If these other reforms do not materialize or there is backsliding, the overall 
benefits will be much lower. 
 
6.3.3 To mitigate this risk the Government, with Bank and other development partners’ 
support, has been developing a communications strategy. A team of communications experts 
visited Mauritius to help the Government craft messages and prepare the budget speech, and the 
Bank will press the Government to continue developing its communications capacity. Later, a 
visit was arranged by four high level practitioners – senior political leaders who had 
spearheaded reforms in their own countries. After a full day meeting with the Cabinet where 
they discussed strategic issues, the practitioners appeared at a series of public for which 
attracted extensive and largely positive press coverage. In addition, the Bank has maintained a 
close and supportive dialog on substantive issues to support and help maintain the reform 
momentum. 
 
6.3.4 Second, even if the reforms are implemented, the desired outcomes may not 
materialize. This could arise because of factors beyond the Government’s control, such as what 
happens elsewhere in the region. Or Mauritius may simply be too small and remote to survive 
without trade preferences. Evidence shows that where structural adjustment programmes do not 
succeed, the explanation is often that the difficult reforms were not undertaken. Thus, the Bank 
along with other partners will continue to engage with the Government and press for reforms 
which are substantive and effective. It will urge the Government to monitor carefully the 
effectiveness of its reforms and deepen the effort where required.  
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7. CONCLUSIONS AND RECOMMENDATIONS 

7.1 Conclusions 
 
7.1.1 This would be the first budget support programme undertaken jointly by the Bank with 
Mauritius’ key donors in support of the Government’s reform programme. The reform 
programme was developed to meet the challenges posed by the dismantling of long held trade 
preferences particularly in the sugar and textile sectors. The policy framework underpinning the 
reform programme aims, at inter alia, fostering macroeconomic stability; reducing 
unemployment, consolidating existing sectors, identifying new areas of activity, removing 
impediments (such as infrastructure constraints) on trade, promoting and facilitating domestic 
and foreign investment, and democratizing the economy by providing opportunities to all. 
 
7.1.2 In the period since the Government first made its intension to request for budget 
support financing known to the development partners, a series of consultations has taken place 
between the Bank, other development partners and the Government of Mauritius and other 
stakeholders. The consultations sought to ensure agreement between the Government and the 
development partners on the key reform measures to focus on during the first three years of the 
ten-year reform programme and to ensure that the Government is committed to implementing 
the agreed reform measures. There is indeed evidence of commitment on the part of the 
Government and it has already begun to implement some important components of the agreed 
measures. 
 
7.1.3 The Government’s reform effort has gathered momentum over the recent past and 
progress has been achieved in restoring macroeconomic stability, but the reforms initiated need 
to be sustained and broadened if progress towards adjusting to the competitiveness and 
globalization is to be accelerated. The Government has demonstrated a strong commitment to 
the reform, and there is now a greater sense of ownership of the reform process. Strong 
ownership of the reform programme will greatly enhance the likelihood of success of the 
support being provided by the development partners. The proposed DBSL will support the 
priority policy actions outlined in the reform programme and the CSP.  
 
7.1.4 This new operation will also enhance the quality of partnership between the 
Government and the donors co-financing the programme, on one hand and between the co-
financiers on the other. It will also allow the Bank to draw more lessons regarding the 
performance of reform programmes in middle –incomes countries such as Mauritius  

7.2 Recommendations 
 
7.2.1 The foregoing analysis of Mauritius’ macroeconomic, and social setting and the 
Government’s comprehensive reform programme, presents the justification for providing a 
development budget support from Bank resources to Mauritius in support of the reform 
programme with other development partners.  
 
7.2.2 It is therefore recommended that an ADB budget support loan amounting to US$ 30 
million (about UA 19.9 million) be provided to the Government of Mauritius to finance its 
Economic Reform Programme The loan shall be disbursed in three tranches of US$ 10 million 
(about UA 6.64 million) each. The proposed loan shall be subject to the following conditions: 
 
7.2.3 Conditions Precedent to Entry into Force and Release of the First Tranche of the Loan. 
The entry into force of this Loan Agreement shall be subject to the fulfillment by the Borrower 



 29

of the provisions of Section 5.01 of the General Conditions Applicable to Loan Agreements and 
Guarantee Agreement of the African Development Bank. In addition, the Borrower will 
maintain stable macroeconomic environment as set out in the Letter of Development Policy. 
Before the release of the first tranche of the DBSL,  the Borrower shall have, to the satisfaction 
of the Bank fulfilled the following conditions: 
 
(i) Opened an account with the Bank of Mauritius into which the proceeds of the loan shall 
be deposited. 
 
7.2.4     Conditions Precedent to the Disbursement of the Second Tranche of the Loan.  
 
(i) Submission to the Bank of evidence of measures to reduce primary spending by 1 
percentage point in 2007/2008 relative to 2005/2006 as stated in the Government’s 
Development Matrix  
 
7.2.5    Conditions Precedent to the Disbursement of the Third Tranche of the Loan 
 
(i) Submission to the Bank of evidence of measures to reduce primary spending by 1.5 
percentage point in 2008/2009 relative to 2005/2006 as stated in the Letter of Development 
Policy and the Government’s Development Matrix.  
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Letter of Development Policy 
Introduction 
Over the past three decades, Mauritius has achieved sustained economic growth and 
significant improvement in the standard of living.  Annual rates of growth have averaged 
over 5 per cent and per capita income now exceeds US$5,000.  However, growth has 
slowed down to below trend.  Unemployment has risen substantially, net FDI has reached 
marginal levels, external current account deficits have emerged after many years of 
surpluses and debt has reached unsustainable levels.   
 
Since assuming office in July 2005, the present Government introduced a series of 
measures to address the most pressing concerns and set the stage for robust growth.  
Further analytical work were carried out by the World Bank and the IMF at the request of 
Government has highlighted the underlying weaknesses of the economy and identified a 
series of measures that need to be taken to bring the economy back on a sustained growth 
momentum.  The 2006/07 Budget marks the starting point of a reform programme that will 
help to build the strong macroeconomic, institutional and social underpinnings to drive the 
country to a new higher growth trajectory of 6-7 percent.  
 
Development Issues 
Mauritius is facing a sharp transition from dependence on trade preferences to open 
competition in the global economy. Macro economic imbalances have also emerged 
putting into question the country’s ability to achieve a higher growth path. The fiscal 
situation has deteriorated owing to continuously increasing expenditures and the erosion of 
tax revenues resulting partly from trade shocks and the changing composition of 
expenditures in favour of tax expenditures and transfers.  Sustained high budget deficits in 
the last few years -- reaching around 6 percent of GDP in FY 2005/06 compared to an 
average of 3 percent in the 1990s -- have substantially increased the public debt burden. 
Mauritius’ total public debt stands at around 70 percent of which 58 percent comes from 
the central Government and 12 percent is owed by parastatals.  This high level of central 
Government and public sector debt carries important risks and implications for the 
sustainability of the extensive social welfare payments especially the universal and civil 
service pensions. 
 
External sector developments were dominated by the prolonged effects of external shocks 
and the resultant adverse movements in the terms of trade. Mauritius’ share in international 
trade fell substantially. Average import growth more than halved from 8.9 percent in 1997-
2000 to just 4.3 percent in 2001-05. But with the back loading of the lifting of the MFA 
preferences and the increasing competition from low cost high volume textile producers’ 
exports registered an average decline of  7 percent over three consecutive years and the 
price-related surge in petroleum product imports raised the oil import bill by nearly 4 
percent of GDP. As a result, the trade balance and current account weakened considerably.  
 
Mauritius has had a dualistic economy characterized by a highly protected domestic 
market side by side with an open, export oriented sector. The average rate of tariff 
protection for local industry has long been one of the highest in Africa. The pre-2005 
simple average tariff rate stood at around 17 percent with a top rate of 80 percent and some 
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eight duty bands. The tariff structure had a strong anti-export bias and adversely affected 
business costs. Some businesses, including the professional and financial services 
Mauritius wishes to encourage, were required to pay high import duties on their inputs, 
buy locally assembled goods at above international market prices and pay wage costs that 
reflected the high import duties on consumer goods. It also keeps resources – capital, 
labour, and entrepreneurial activity – deployed in low productivity sectors. 
 
Labour productivity growth has been inadequate to absorb the rise in average 
compensation, thus resulting in increasing unit labour cost.  Over the period 2000-2005, 
compensation to workers increased on average at an annual rate of around 7.5 percent 
whilst labour productivity increased by about 2.8 percent, resulting in an annual growth of 
unit labour cost in rupee terms of 4.6 percent.  In USD terms, unit labour cost increased by 
an average of 2.3 percent. This is, indeed, a major concern regarding the competitiveness 
of our exports.   
 
Another concern is the high unemployment rate that has reached around 10 percent, of 
whom almost 25 percent have not passed their primary school examinations and close to 
two-thirds are women. The labour market reflects a growing skills mismatch. Though 
unemployment is high, the vacancy rate has remained relatively pronounced over the 
years.  A positive correlation is noted between the unemployment rate and the vacancy 
rate, mainly attributable to the non-adaptability of the workforce to the different types of 
new jobs on the market or to the fact that the workers are selective in their job search. 
 
Objectives of Development Policy and Strategy 
The reform programme aims at putting the economy onto a higher growth path and making 
it more competitive, flexible and adaptable by (a) fiscal consolidation and improving 
public sector efficiency; (b) enhancing trade competitiveness; (c) improving the 
Investment Climate to move to the top ten investment-friendly locations; and (d) 
democratizing the economy through participation, social inclusion and sustainability.  The 
reform programme will be implemented over the ten year period 2006-2015 at a cost of 
about €4 billion, half of which is expected to be sourced from the Government, the 
domestic private sector and foreign direct investment (FDI). 
 
(a)  Fiscal Consolidation 
Government has adopted clear-cut fiscal rules and an explicit medium term framework for 
fiscal policy based on revenue stabilization and mobilization measures, and expenditure 
reducing measures.  It will serve as an important allocative and disciplining role that will 
anchor our annual budgets within an aggregate multi-year framework and will enable 
Government to better align its priorities to the objectives of the reform programme and 
resolve budgetary trade-offs.  The target is to reduce both central Government deficit and 
debt/GDP ratio to more sustainable levels.  This will increase the room for maneuvre for 
Government to improve the delivery of social services and public assistance to the poor 
and most needy. 
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The main thrust on the revenue front includes: (i) enhancing efficiency in tax 
administration and collection as a result of full operationalisation of the Mauritius Revenue 
Authority that will stabilize revenue at around 20 percent of GDP; (ii) phasing out of 
costly tax expenditures (revenue loss arising from tax exemptions, tax concessions and tax 
loopholes); and (iii) putting in place a tax system that is much simpler, more transparent 
and easier to comply with. 
 
The 2006/07 Budget has brought fundamental changes to the income tax system to 
broaden the base by doing away with exemptions that distort incentives, set low tax rates 
and restore fairness.  The top marginal tax rate has been reduced from 25 percent to 22.5 
percent in 2006/07 and will be further brought down on a phased manner.  By the year 
2009/10, taxation of corporate and personal income will have been unified and the rate 
reduced to a flat and competitive 15 percent.  In addition, the Minister of Finance will be 
relinquishing his discretionary power to remit customs duties, excise duties, registration 
duties and land duties and taxes as from 10 January 2007.  The new system is simple, 
transparent and eliminates discretion.  It is intended to reward effort, innovation and 
entrepreneurship while granting tax incentives and concessions sparingly in a transparent 
manner to encourage investment and job creation, especially by SMEs. 
 
On the expenditure side, primary spending as a percentage of GDP will be reduced by a 
cumulative 1.5 percentage points by 2008/2009 relative to 2005/06 together with policy 
measures focused on instilling a new culture of efficiency in the public sector and 
eliminating wastage.  These include: (i) allocating funds to line Ministries according to 
preset ceilings under the principles of the Medium Term Expenditure Framework; (ii) 
ensuring that capital projects submitted are properly appraised and reflect priority policy 
objectives of Government; (iii) controlling capital budget execution to prevent unjustified 
cost overruns; (iv) tightening of recurrent expenditure to reduce waste; (v) improving 
public service delivery by increasing productivity in the public sector; (vi) reviewing the 
effectiveness and coverage of current subsidies and transfers to reach the most needy; and 
(vii) reviewing pension provisions to ensure viability of the system in the face of a rapidly 
ageing population. 
 
Different institutional arrangements, such as the setting up of Cut Waste Panel to identify 
waste centers, Audit Committees in line Ministries, and Sector Ministry Support Teams at 
the Ministry of Finance and Economic Development to assist line Ministries formulate 
sector strategies within a medium term macro-fiscal framework, will underpin this 
consolidation and ensure effective delivery of programmes and services.  In addition, the 
efficiency of procurement procedures will be enhanced and the existing legislation 
reviewed.  A Public Expenditure and Financial Accountability review, together with a 
Public Financial Management Performance Report, will be undertaken by end FY 
2006/2007. 
 
Government is also reviewing its debt management strategy with focus on four main areas:  
(i) developing a medium term strategy with appropriate quantitative benchmark targets, (ii) 
establishing an effective market for Government securities, (iii) building institutional 
capacity, and (iv) modernizing the legal framework for debt management.  In addition, 
there will be better coordination and mediation among public sector bodies on cash 
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management to ensure that ongoing funding needs of Government are financed prudently 
and cost-effectively. 
 
(b)  Enhancing Trade Competitiveness 
Trade competitiveness is being improved by: (i) reducing anti-export bias which impedes 
private investment in internationally competitive activities; (ii) revitalizing existing sectors 
to raise productivity and release resources for higher productivity sectors; and (iii) 
facilitating development of export sectors through reducing costs and making selected 
public investments. 
 
(i)  Trade liberalization 
Government is implementing a comprehensive trade liberalization programme to ensure 
that the whole Mauritian production structure benefits from the spur of international 
competition and is geared to export within a relatively short period.  The 3-year tariff 
liberalization programme will lead to substantial simplification and much greater clarity in 
the incentive structure besides (i) removing the bias against exports, (ii) providing for a 
level set of incentives across sectors, and (iii) releasing substantial administrative 
resources that were required to administer the complex system. The ultimate aim is to 
make of Mauritius a duty-free island and a thriving trade and business hub in this region of 
the world within the next three years.   
 
In the 2006/07 Budget, the tariff cuts concerned some sixty percent of tariff lines.  The top 
tariff rates of 65, 55 and 40 percent were brought down to 30 percent.  To further simplify 
the tariff structure, there are now only 3 non-zero bands: 10, 15 and 30 percent.  Nearly 80 
percent of tariff lines are free of duty and the simple average tariff rate has been brought 
down to 6.5 percent.  The ratio of customs duty receipts to GDP which has been reduced to 
1 percent in the first phase of the tariff liberalization programme will be further lowered to 
around 0.1 percent by 2009/10.  In addition, the complex web of special incentives and 
exemptions is being replaced by a more streamlined and transparent framework that will 
eliminate the distinction between the EPZ and non-EPZ firms. 
 
Furthermore, major changes have been made to registration duty on transfer of property, 
stamp duties, excise duties and motor vehicle taxation as well as methods of tax collection 
through generalization of tax deduction at source to make the tax system simple, 
transparent, administratively efficient and more conducive to economic growth.   
 
In addition, Government will implement a price liberalization programme based on the 
recommendations of a study on best practices prevailing in small states.  Competition 
policy will also be strengthened and appropriate institutions set up to detect, address and 
sanction anti-competitive behaviours in the product market. 

 
(ii)  Restructuring of the Economy 
Government is also implementing an extensive economic restructuring programme whose 
main thrust will be on: (i) restructuring the sugar sector, while exploiting value-adding co-
products of sugar, moving up the export value chain and reducing production costs; (ii) 
adopting a multi-pronged strategy for the restructuring and modernization of the textiles 
and clothing sector; (iii) implementing more liberal air access policy, diversifying tourism 
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markets and enlarging the range of tourism products; (iv) enhancing the resilience of the 
financial services through greater competition, skills development, product diversification 
and wider integration  of the offshore and onshore sectors; and (v) promoting emerging 
sectors such as ICT, the medical hub, the knowledge hub, light engineering, Integrated 
Resort Schemes, the seafood hub, aquaculture and oceanic land-based activities.  This 
restructuring programme is expected to deliver an emerging trade and services platform by 
raising productivity, diversifying into higher value added sectors and exploiting new 
export markets. 

 
 
(iii)  Reducing costs and making selected public investments 
Trade competitiveness would be further improved by reducing the high cost of 
infrastructure services.  In order to address these constraints in a holistic manner, 
Government is reviewing the existing policies and developing new strategies and also 
expanding investment in infrastructure to meet new development requirements.  
 
Government has reduced the cost of International Private Leased Circuits on SAFE by at 
least 25 percent as from 1st July 2006, after a reduction of 22 percent in August 2005.  
Government is also negotiating to be party to the East African Submarine Cable System 
Project (EASSy), which would allow Mauritius to have a back up to SAFE, increase 
capacity, and more importantly bring down considerably the cost of international 
connectivity to operators.  Moreover, a National ICT Strategic Plan, involving all major 
stakeholders, is being prepared and will include a focus on human resources.  The Plan 
will increase policy coordination in the sector, consolidate the different institutions serving 
the sector, promote competition and develop a modern telecommunications infrastructure 
to improve connectivity to the Global Information Infrastructure. 
 
In the Port and Airport sectors where the pressures of demand will accentuate, there is an 
urgent need to expand and modernize infrastructure. To facilitate the necessary 
investment, Government will continue to implement reforms aimed at creating an enabling 
environment for private sector participation.  
 
In the next ten years, passenger traffic at the airport will exceed 3 million per year, cargo 
traffic will be more than 60,000 tonnes per year; and aircraft movements will exceed 
27,000 per year.  In response to these developments, an Airport Master Plan has been 
worked out for the expansion of infrastructure at the Sub-Saharan Region (SSR) 
International Airport, Rodrigues Plaine Corrail airport and in outer islands.  The Plan also 
considers the development of the new airport at Plaines des Roches.  The total investment 
requirement is estimated at around Rs 27 billion over a 25-year period, of which Rs 12 
billion will be financed by the private sector.  For the next ten years, major projects which 
will be implemented include the construction of a new passenger terminal, a second 
runway and a parallel taxiway, the development of the East Zone for cargo, airside/landside 
aeronautical, landside commercial and freeport activities, fuel storage facilities, 
corporate/general aviation development and aircraft maintenance facilities.   
 
For traffic at the port, it is estimated that in ten years, the number of containers will more 
than double to reach 675,000; cargo handled at the port will double; and vessels calling at 
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the port will increase to 2,800. There are plans to extend the quay at Mauritius Container 
Terminal, to reclaim land at Fort William, to construct a new Fishing Quay and a terminal 
for cruise ships.  
 
(c)  Improving the Investment Climate 
The attractiveness of the investment climate is being enhanced to spur the growth process.  
Government’s objective is to rank Mauritius among the Top Ten most investment- and 
business-friendly locations in the world by moving from the ex-ante to ex-post evaluation 
of investment and a simplified business registration system, ensuring a readily available 
pool of foreign talent and skilled labour in scarcity areas and leveling the playing field in 
the incentive framework and business taxes with lower rate and broader tax base.  More 
importantly, labour market reform will be undertaken to increase flexibility in the wage 
determination system and in the movement of workers.  These efforts will be supported by 
a well-targeted large scale training programme for workers in the restructuring sectors and 
the unemployed. A transport and urban planning strategy will address the traffic 
congestion issues by implementing low cost and sustainable solutions, and effective 
demand management.  Strategic bottlenecks will be removed by improving key 
infrastructure including ICT, energy, ports and airports.  The new PPP framework will 
provide greater opportunities for private sector participation in utilities, transportation and 
commercial sectors by taking full advantage of more simplified administrative procedures 
and improved payment contracts under PPP projects.  

 
(d)  Democratizing the Economy 
On the social front, Government has consolidated social cohesion by ensuring that workers 
and the disadvantaged are beneficiaries of development outcomes and empowering them 
as stakeholders in the country’s future by facilitating their greater involvement in 
productive activities through better access to land, housing, education and finance. 
Mauritius growth performance has brought significant welfare gains to the population.  
Yet a small but significant proportion seems to be benefiting the least from the economic 
and social progress and pockets of poverty in some suburban and coastal regions have 
surfaced. Based on the 2001/2002 Household Budget Survey, the percentage of the 
Mauritian population living in households below the half-median monthly income is 
estimated at 7.7 percent. 
 
Education reform: A programme to ensure access, equity, relevance and excellence has 
been initiated and is expected to contribute enormously in reducing the number of school 
drop-outs and enhancing the employability of the poor.  A national education strategy is 
being formulated to increase primary, secondary and tertiary output and raise quality, 
including (i) increasing enrolment at tertiary level; (ii) reducing the failure and pass rate of 
the certificate of primary education (CPE), in particular in Zones d’Education Prioritaires; 
(iii) offering a vocational stream to those who fail or barely pass the CPE; (iv) upgrading 
teacher training; (v) implementing a new curriculum with a greater emphasis on languages, 
science, math and ICT; and (vi) implementing a national strategy for tertiary education to 
enhance the ability to compete in the global market.   Furthermore, a new stream of pre-
vocational training has been created with the objective of reducing the inequity in the 
education system by allowing more students to continue their education and to ensure that 
they are trainable and flexible in the world of work.  
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Poverty alleviation: A participatory targeted poverty alleviation programme has been put 
in place to facilitate the integration of the vulnerable segment of the population into the 
mainstream of productive activities. The participatory approach is being consolidated by 
involving NGO’s, community-based organizations and service clubs to reinforce the 
poverty alleviation programmes. These programmes are being reviewed and coordinated 
for a more focused approach that meets the real needs of the target groups and provide a 
permanent solution to those who are most in need. A study for Poverty Alleviation, Gender 
and Social Exclusion will be undertaken to provide inputs for the formulation of a Master 
Plan for poverty alleviation. 
 
An Empowerment Programme has been set up to focus mainly on land for social housing 
and new housing projects for the very poor, the extension of facilities to small operators 
for outsourcing and sustainable income-generating activities, the empowerment of the 
poor, especially women, though expanded expenditures on training and reskilling and 
provision of land on concessionary terms to small entrepreneurs. These initiatives have 
also been supported by measures that promote the necessary environment conducive to 
favourable learning conditions for children living in less developed regions. Government 
also provides the necessary financial resources to improve the quality of life of all 
vulnerable groups. Subsidies on rice and flour have been reoriented and a new income 
support scheme implemented to target those most in need. Poor households will be eligible 
for a cash transfer of MUR 85 per month per individual. The net budgetary saving will be 
redirected to other priority social spending under the Empowerment Programme. 
 
The private sector has also been called upon to complement Government’s efforts in the 
fight against poverty.  The support has been granted to deprived citizens on a regular basis 
in terms of cash, fully qualified human resources, including professional services to ensure 
the sound implementation of social infrastructure projects. Government is also 
implementing a workfare programme, whereby each year for the next five years; some 
4,000 unemployed will be placed in private companies for on the job training.  In the 
tourism sector, a community-based initiative has been encouraged with a view to involving 
grassroots people in the mainstream of tourism business activities.  The elaboration of 
Tourist Villages in areas that will optimize opportunities for small operators is being 
promoted to democratize the tourist industry and create employment.   
 
Health sector reform: Government has over the years made significant efforts in 
achieving better health and in enhancing the quality of care. However, HIV/AIDS 
incidence in Mauritius, though relatively low, has been rising, particularly among drug 
users. It is estimated that there are some 18,000 injecting drug users in Mauritius and that 
some 13 percent are infected with HIV/AIDS virus.  A Multi-Sectoral National HIV/AIDS 
Strategy Framework for the period 2001-2005 has already been implemented.  A new 
Multi-Sectoral National Plan on HIV/AIDS for the period 2006-2010 is being elaborated.  
In addition, health protection is being augmented through the implementation of a drug 
substitution therapy and the introduction of an HIV Prevention Bill.   
 
Environment protection: Mauritius’ environment is under high pressure as the economy is 
expected to grow significantly, contributing to the erosion of land and soils, water, and the 
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coastal zone. Government’s policy objectives for the preservation of the environment, as 
outlined in the National Environmental Strategy 1999-2010, aim at controlling pollution, 
promoting clean technology, educating people to be environmentally conscious, 
conserving resources and protecting the local and global environment.  Significant 
progress has been made in the implementation of the Strategy.  However, environmental 
problems related to land use planning, water availability and quality, the increasing 
pressure on the coastal zone, and solid waste and wastewater management still need to be 
addressed.  In this regard, the National Environmental Strategy and Action Plan are being 
reviewed and a new national environmental policy is being developed for the medium 
term.  The Environmental Protection Act is being revisited to ensure that environmental 
standards stimulate desirable behaviour, innovation and business opportunities.  In 
addition, enforcement of environmental laws is being decentralized to local authorities. 
 
Inadequate treatment and disposal facilities for wastewater represent a growing threat to 
the quality of groundwater, surface water, and marine and coastal zone ecosystems.  The 
wastewater sector policy articulates around four major objectives, namely expanding the 
sewerage infrastructure, implementing a cost recovery system, developing, enforcing and 
monitoring environmental standards, and promoting capacity building.  Government has, 
with the support of donors, embarked on a programme to develop a sewerage network and 
collection, treatment and disposal of wastewater.  Major projects have started in the 
northern part of the island and the Plaines Wilhems region.   
 
A new Wastewater Sector Policy Statement 2006-2010 has been prepared and it contains 
Government’s strategy to achieve the 50 percent house connection level by the year 2011.  
In addition, a Master Plan for the wastewater sector will be prepared with a view to 
providing 80 percent of the population with access to public wastewater disposal facilities.  
The tariff path for the wastewater sector is being reviewed while taking into account the 
affordability of the proposed wastewater rates. 
 
Good governance:  In terms of country governance,  Mauritius continues  to advance 
towards a more democratic and fairer society.  New institutions have been set up to combat 
corruption and money laundering.  The liberalization of radio broadcasting has allowed the 
free and vocal expression of views and opinions by  
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ANNEX 3 – GOVERNMENT REFORM MATRIX 

Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

Overarching Goal           

Maintain a stable macroeconomic 
environment to drive the economy to 
a new phase of sustained growth of 
around 5-6% in the medium term and 
ultimately around 6-7% over the 
longer term. 

  Real GDP growth rates  2006/07 - 
5.3% 

2007/08 - 5.5% 2008/09 - 6.0% 

A. FISCAL CONSOLIDATION 
AND IMPROVING PUBLIC 
SECTOR EFFICIENCY 

          

Reduce both central Government 
deficit and debt/GDP ratio to more 
sustainable levels 

Adhere to the sustainable 
investment rule that requires 
that the net public debt ratio to 
GDP is on a downward track  

Overall Budget Deficit 
(Central Government) 
Total Central Government 
Debt 

2006/07 - 4.0%
2006/07 - 
56.8% 

2007/08 - 3.7% 
2007/08 - 55.7% 

2008/09 - 3.3% 
2008/09 - 54.5% 

I. Revenue Stabilization and 
Mobilization Measures 

          

Improve Revenue Mobilization Reform of personal income tax:  
broadening of base and 
lowering of  rate in phases 

Top marginal tax rate 
brought from 25% to 

22.5% in 06/07 20% in 07/08 17.5% in 08/09 
and 15% from 
09/10 

  Accelerated phasing down of 
Tax expenditure  

Reduction of tax 
expenditure by  

0.5% of 
2005/2006 
GDP in 
2006/2007  

 
 --- 

--- 

  Increase in Alternative 
Minimum Tax rate from 5% to 
7.5% 

Finance Act 2006/07 Implemented --- --- 

  Introduce the National 
Residential Property Tax  

Finance Act 2006/07 --- Aug-07 --- 

Development of a data base to 
improve application of the National 
Residential Property Tax 

Team set up to collect 
information on values of land 
and property.    Computerized 
data base set up and fully 
operational over 2 to 3 years. 

Usable data base to move 
to values from area as basis 
of assessment.  

Team set up Compilation start Fully operational 

  Increase return on state land and 
other Government Assets (incl. 
campement site leases) 

Finance Act 2006/07 Implemented --- --- 
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Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

  Increase in excise duties on 
tobacco and alcoholic products 

Finance Act 2006/07 Implemented --- --- 

  Extend excise duties to plastic 
carry bags and  bottles  

Finance Act 2006/07 Implemented --- --- 

  Introduce temporary solidarity 
levy of 0.85% of turnover to the 
financing of the empowerment 
programme 

Finance Act 2006/07 Implemented --- --- 

Improve tax administration 
Reduce tax evasion 

Set-up the MRA Operationalization of MRA Implemented 
since July 2006 

Monitor the 
performance of the 
MRA with 
reference to 
published quarterly 
performance 
indicators 

Monitor the 
performance of 
the MRA with 
reference to 
published 
quarterly 
performance 
indicators 

  Extend the Deduction at Source 
system on emoluments to other 
types of income such as 
interests, royalties, etc 

Finance Act 2006/07 Implemented --- --- 

  Abolish discretionary 
ministerial power for remission 
of tax and duty exemptions 

Finance Act 2006/07 Implemented --- --- 

II. Expenditures reducing measures           

  Reduce primary spending as a 
percentage of GDP relative to 
2005/06 

Ratio of primary spending 
to GDP reduced by  

0.5 percentage 
point 

1.0 percentage 
point 

1.5 percentage 
point 

Strengthen management and reduce 
wastage 

Allocate of funds to Line 
Ministries according to preset 
ceilings under MTEF 
principles. 

Obtain Cabinet approval 
of ceilings as part of 
budget preparation, 
especially for priority 
sectors 

Accomplished On Target On Target 

  Set a Public Sector Reform 
Implementation Unit under the 
responsibility of the Prime 
Minister’s Office  

Executive Orders Dec-06 --- --- 

  Implement a pilot civil service 
reform focused on the merger of 
Economic Development and 
Finance - Functional Merger 
followed by an Administrative 

Efficient operation of the 
Ministry of Finance and 
Economic Development 
with a functioning 
Performance Based 

Functional 
Merger 

Administrative 
Merger by 2007/08 
with key reforms 
perhaps linked to 
PRB in 2008/09 
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Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

Merger management system in 
place 

  Undertake PEFA (Public 
Expenditure and Financial 
Accountability) review and 
complete Public Financial 
Management Performance 
Report 

  Completed by 
end 2006/07 

Follow-up Follow-up 

Reform of parastatals to ensure 
financial viability 

Evaluate the state of health of 
parastatals, identify the 5 least 
healthy and remedial actions to 
address problems 

Parastatals as a whole 
improve their overall 
operating position with no 
parastatals incurring losses 
except for subsidies 
explicitly granted for social 
purposes 

Review Establish remedial 
action plan 

Implementation 
over 2008/09 to 
2010/11 

  Set a Cut Waste Pannel to 
identify waste centres 

Executive Orders Dec-06 --- --- 

  Set Audit Committees in line 
Ministries 

Executive Orders Dec-06 --- --- 

  Increase efficiency of 
procurement procedures and 
reviewing legislation 

New Act   Act proclaimed  --- 

Effective delivery of programmes and 
services  

Set of Sector Ministry Support 
Teams and strengthen technical 
project implementation team 

Executive Orders Implemented --- --- 

Sustainability of pensions Reduce burden of pensions on 
Government finances 

Extend the retirement age 
from 60 to 65  
Reduce the number of 
bands from 4 to 2 through 
legislation  

Announced On Target On Target 

  Implement a new Debt 
Management Strategy 

Setting quantitative 
benchmark targets, 
develop market for 
Government securities, 
build institutional 
capacity, and modernize 
legal framework 

Strategy in 
place by July 
2007 

Implementation of 
Strategy 

Implementation 
of Strategy 
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Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

B. IMPROVING TRADE 
COMPETITIVENESS 

          

      

I. Revamp incentives           

Reduce anti-export bias impeding 
private investment in internationally 
competitive activities to promote 
Mauritius as a trade and business hub 

Implement a phased tariff 
liberalization programme to 
make Mauritius a duty free 
island  

Cut top ad valorem rate 
from 65% to 
Reduce average tariffs by  

30% 
2% 

--- --- 

 Unify incentive regime for 
EPZ and non-EPZ sectors 
and do away specific sector 
tax incentives 

Repeal of  Industrial 
Expansion Act and other 
sector-specific Investment 
Promotion enactments 

Oct-06 --- --- 

 Move to a unified, neutral and 
competitive corporate tax code 
with a single rate within 3 years 

Finance Act 2006/07 
Top rate brought down 
from 25 % to: 

 Implemented 
22.5% in 06/07 

 
20% in 07/08 

 
17.5% in 08/09, 
15% from 09/10 

  Strengthen competition policy 
and set appropriate institutions 
Implement the best practices in 
small states on liberalization of 
prices.  

  Study carried 
out 

Implementation of 
recommendations 

  

II. Revitalize existing sectors to 
raise productivity and release 
resources for higher productivity 
sectors  

          

  Develop Sector strategies and 
map the external partner 
support with Government 
playing coordinating role in line 
with Paris Declaration on Aid 
Effectiveness  

Restructuring of the 
economy to be globally 
competitive. Specific 
indicators to be developed 
by sector based on the work 
of the external partners in 
each sector strategy 

Plan developed Implementation 
over 2007/08 to 
2015/16 

  

Promote adjustment in the sugar 
sector 

Implement measures under the 
Multi-Annual Adaptation 
Strategy to ensure commercial 
viability and sustainability of 
sugar sector: 
(i) Direct cost reduction 
(ii) Restructuring of different 
institutions serving the sugar 
sector 

Reduction in average 
production cost 
Number of factories 
closed/transferred 
Number of workers signed 
voluntary retirement 
schemes (VRS)  
Number of VRS workers 
enrolled in training 

 
Medium cost 
producer 
3 
1,500 
1,500 
300 

 
Medium cost 
producer 
 

 
Low cost 
producer 
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Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

(iii) Derocking, irrigation and 
mechanization 
(iv) Centralization of sugar 
factories 

Ha of small/medium farmer 
land derocked 

Promote adjustment in the textiles 
sector 

Provide support for 
development of Design Assist 
capability in enterprises and 
export strategies 

Action Plan 
  - Number of enterprises 
supported for up gradation, 
restructuring and 
diversification of market 
and products  
- Shift to apparel exports by 
air cargo from 20% to 

 
40 Companies 

 
40 Companies 

 
40 Companies 
 
 
40% 

Promote adjustment in SMEs Increase market penetration Set up Mauritius Trading 
Houses in COMESA and 
SADC regions 

--- 1 trading house set 
up 

4 trading houses 
set up 

III. Facilitate development of 
export sectors through reducing 
costs and selected public 
investments 

          

Reduce costs and improve quality of 
key input services for export sectors 
through pro-competitive policies 

          

  In air transport, continue to 
open air access to increase 
carrying capacity, diversify the 
sources of visitors and bring 
down travel costs  

Number of airlines 
Number of destinations 

14 airlines 
30 Destinations 

--- --- 

  Augment airport facilities Implementation of the 
Airport Masterplan  
  - Construction of 
passenger terminal  

  Start Sept 2007 End December 
2009 

  In telecommunications, 
increase capacity and reduce 
cost of present and future 
telecommunication services  

Reduce international 
private leased circuit 
(IPLC) tariff 

25% 
reduction 
completed in  
July 06 

    

    Connection to the EASSy 
project and/or development 
of an inter-island network 
  - Delivery of feasibility 
study 
  - Initiate structuring of 
financing  

Dec-06     
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Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

  Increase efficiency in port 
management and development 
of port infrastructure  

Decision on opening CHCL 
to strategic partner 

  Identification of 
potential partners  

Choice of 
strategic partner 
after appropriate 
tendering  

     - Construction of fishing 
port (Dredging Works)  
 - Construction of oil Jetty 
 - Construction of cruise 
jetty 

 
 
Evaln Started 
Nov 05 

 
 
Sept 06 - Mar 08 

Start FY09/10 
 
 
Start FY08/09 

Promoting development of dynamic 
export sectors 

          

- Tourism Review the tourism strategy to 
meet the target of 2 million 
tourists by 2015 

Training of larger number 
of people in the tourism 
sector 

3,000 trained  3,000 trained 3,000 trained 

   Increase effectiveness of 
MTPA  
  - Tourist arrivals 

810,000 880,000 968,000 

- ICT Develop the National ICT 
Strategic Plan covering 
different aspects for 
development of ICT (incl. 
training, infrastructure, 
regulations, & e-Government) 

Publication and 
implementation of the 
Strategic Plan 

  Publication by Mid 
2007 

Implementation 
of Plan 

 Support training in basic 
computer literacy skills 

Number of people trained 100,000 100,000 200,000 in 
2008/09 & 
2009/10 

Emerging Sectors Develop the Seafood and 
Aquaculture Hub and Land 
Based Oceanic Industry 

Carry out a competitiveness 
study of the seafood hub 

Draft report 
expected Oct-
2006 

--- --- 

  Prepare a master plan for 
the aquaculture sector 

First draft Dec-
06 

--- --- 

  Feasibility study for the 
development of land based 
oceanic industry 

2006/07 --- --- 

Strengthening of Financial services Deepen financial services Develop a medium-term 
strategy for the sector and 
FSAP 

  Dec-07 --- 

    Implement reform and 
recommendations of the 
Financial Sector 
Assessment Paper (FSAP) 

    Start 2008/09 
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Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

    Set up a development and 
enterprise market allowing 
smaller companies to be 
listed as well 

Dec-06 --- --- 

    Expand banking activities 
to cover private banking 
services 

Dec-06 --- --- 

    Financial Services Control 
(FSC) to encourage 
exchanges to create special 
boards for listing of global 
businesses 

Dec-06 --- --- 

    Amend regulations to allow 
global businesses to offer 
fund administration 
services to funds set up in 
other recognized financial 
centres 

Dec-06 --- --- 

  FSAP and/or TA mission  by 
IMF and World Bank to look at 
the causes for large spread 
between lending and borrowing 
rates and make 
recommendations  Implement 
recommendations  
 
 
 

Spreads come down to 
within 1 standard deviation 
of relevant comparators 
identified by the FSAP/TA 
work 

Review Implementation 
over 2007/08 to 
2010/11 depending 
on nature 

  

C. IMPROVING THE 
INVESTMENT CLIMATE  

Improve key elements of 
business climate 

Ranking in Doing Business  Improved 
ranking over 
2005 baseline 

Improved ranking 
over 2006 baseline 

Improved 
ranking over 
2007 baseline 

I. Investment Facilitation Reduce time to start business 
from 46 days to 3 days through 
simplifying business 
registration 
Facilitate doing of business and 
acquisition of property by 
foreigners and SMEs 
Improve access to new entrants 
including foreign capital and 
know-how, and building 

Enactment of Business 
Facilitation Bill 
(Develop guidelines for ex-
post control) 

Oct-06 --- --- 
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Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

safeguards 

   Designate Registrar of 
Companies as one stop 
center for business 
registration - Promulgation 
of Business Registration 
Act 

Oct-06 --- --- 

    Amendment of Local Govt 
2003 Act to transform trade 
licensing fee into a single 
municipal fee to be paid 
post business operation  

Oct-06 --- --- 

    Merge Development and 
Building permits by 
amending Planning & 
Development Act 2004 and 
Building Act  

Oct-06     

    Change role of BOI from 
discretionary administrator 
towards facilitator  

Oct-06 --- --- 

    Enact Financial Services 
Promotion Authority FSPA 
Bill to coordinate 
investment promotion 
efforts 

Dec-06 --- --- 

    Promulgate a new 
Insolvency Bill 

Mar-07 --- --- 

  Undertake a study of small 
states to understand the best 
practice for a transparent 
system for allocation, lease and 
sale of state land 

Proportion of state land 
allocated by auction rises 
from virtually zero to a 
reasonable ratio based on 
the findings of the study 

Study carried 
out 

Implementation of 
recommendations 

  

II. Labour market flexibility Rationalise wage setting 
mechanism  

First draft of the bill for 
setting up of National 
Wages Council to replace 
present wage determination 
mechanism - Disband 
National Remuneration 
Board and system of 
Remuneration Orders 

May-07 --- --- 
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Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

 Facilitate importation of foreign 
talent and skilled labour in 
scarcity areas 

Combine residency and 
work permits into a single 
permit issuable in 3 days 

Oct-06 --- --- 

 Facilitate the reintegration of 
high profile Mauritian diaspora 
and temporary migration of 
Mauritians  

Undertaking study on 
necessary incentives  

--- end-2007 --- 

III. Attracting skilled workers Adopt the demand 
management-based transport 
and urban planning strategy 
developed  by consensus with 
operators and external partners 
to combat congestion and lay 
the ground work for an 
expansion of tourism, long term 
visitors and the residents 
associated with the knowledge 
and medical hubs 
Adopt upfront demand 
management measures 
(congestion pricing, parking 
suppression, parking taxation) 
for phased implementation 

Congestion reduced 
according to criteria 
developed with external 
partners; Congestion and 
Parking charges generate 
about Rs0.5 billion of 
revenue annually 

Plan adopted Demand 
management 
effective in 
2007/08 

Plan 
implemented 
over 2006/07 to 
2010/11 

 Ensure sustainable, cost 
effective and  efficient energy  

Development of an Energy 
Plan for the medium to 
long term 

2006/07 --- --- 

IV. Economic Infrastructure           

D. DEMOCRATIZING THE 
ECONOMY: PARTICIPATION, 
SOCIAL INCLUSION AND 
SUSTAINABILITY 

Set up machinery for 
Empowerment Programme to 
spend Rs 5 billion over 5 years 
on social protection, retraining 
and SME support  

Implementation of key 
elements of the 
Empowerment Programme  

On going On going On going 

I. Creating opportunities for 
education 

          

  Focus the educational reform 
programme on:  
(i) a plan to increase enrollment 
at tertiary level ; 
(ii) a plan to reduce the failure 
rate and bare pass rate at CPE, 
in particular in ZEP; 

Enrollment rises at tertiary 
level in line with agreed 
trajectory;  Failure rate falls 
in line with projections; 
Vocational stream 
operational 

  Plan adopted and 
measures phased in 
according to 
agreed timetable 
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Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

(iii) a plan to offer a vocational 
stream to those who fail the 
CPE or have a low pass rate. 

  Reform the primary and 
secondary sector 

Upgrading of teacher 
training and professional 
development and 
supervisory capabilities 
  - Increase proportion of 
General Purpose Teachers 
with a Teacher's Diploma 
from 7% presently 
  - Increase proportion of 
secondary teachers trained 
from 30% presently 

     
 
40% by 2010 
 
 
50% by 2010 

    Implementation of the new 
curriculum for the 
development of new skills 
with greater emphasis on 
languages, science, maths 
and ICT 

Cabinet 
approval 
Dec-06 

    

    Revitalisation of the Zones 
d'Education Prioritaires 
(ZEP), through  
(i) reduction of absentee 
rates  
(ii) increasing pass rate at 
CPE 

 
 
15.2% in 2006 
32.9% in 2005 

 
 
12% in 2007 

 
 
10% in 2008 
33.5-34.5% in 
2009 

  Reform tertiary education Implementation of a 
national strategy for tertiary 
education to enhance 
ability to compete in the 
global economy 

Cabinet 
approval 
Dec-06  

    

  Rationalise the regime 
authorising private sector 
nursing schools 

Define framework for 
clinical training 

2006/07 --- --- 

II. Creating opportunities for 
productive work 

          

  Implement employment and re-
employment programmes for 
the unemployed and workers in 
transition 

Reports on training needs 
analysis and identification 
of potential employees 

Completed --- --- 
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Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

    Preparation of National 
Human Resource 
Development Plan 2006-
2010 

Dec-06 --- --- 

  Subsidise on-the-job training in 
the private sector over next 5 
years 

Number of people trained 4,000 4,000 12,000 
2008/09-2010/11 

  Expand support to SMEs 
through the Empowerment 
Programme 

Growth, registrations of 
formal sector SMEs, 
registrations 

5,000 
2006/07 

5,000 5,000 

    Putting in place an SME 
consultancy services 
scheme to assist start-ups 
and existing SMEs 

40 Graduate 
Business 
Councellors 

--- --- 

    Set up 5 tourist villages 
with spaces reserved to 
SMEs and promotion of 
Mauritian arts and crafts 

On going On going --- 

    Provide access to finance to 
SMEs through the 
Empowerment Programme 
and revising the SME 
finance programme of the 
DBM 
 - Support to start-up 
 
 
 - Support to high potential 
entrepreneurs 
  
- DBM equity/quasi equity 
(max. Rs 300,000) 

 
 
 
- 75 
beneficiaries 
(Grant & loan 
of  Rs 7.5 m) 
 - 5 
beneficiaries 
(grant of Rs 2.5 
m) 
Rs 15 m 

 
 
 
- 75 beneficiaries 
(Grant & loan of       
Rs 7.5 m) 
 - 5 beneficiaries 
(grant of Rs 2.5 m)
Rs 15 m 

 
 
 
- 75 
beneficiaries 
(Grant & loan of    
Rs 7.5 m) 
 - 5 beneficiaries 
(grant of Rs 2.5 
m) 
Rs 15 m 

III. Creating low-income housing Provide land for developing 
serviced housing lots for the 
landless families on cost 
recovery basis 

Acquisition of land 600 lots 600 lots 600 lots 

            

IV. Protecting the vulnerable Broaden the circle of 
opportunities while 
reorienting social protection 
programmes and subsidies on 

Implementation of a new 
income support scheme 

Jul-06 --- --- 
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Objectives Government 
Policies/Activities 

Monitorable indicators 2006/2007 2007/2008 2008/09 

rice and flour to effectively 
reach the needy in a cost 
efficient way 

  Evaluate existing social welfare 
programmes and action plan to 
consolidate them where 
possible into the Empowerment 
Programme and refocus where 
necessary 

Overheads of all 
programmes reduced to 
best practice and share of 
spending identified in 
review consolidated 

Review Implementation 
over 2007/08 to 
2010/11 

  

    Introduction of the Equal 
Opportunities Bill 

Feb-07     

  Develop Master Plan for 
poverty alleviation 

Undertake study for 
Poverty Alleviation, 
Gender and Social 
Exclusion for inputs to the 
Master Plan 

  2007   

  Protect against HIV/AIDS Implement drugs 
substitution therapy  
 
Introduction of an 
HIV/AIDS Prevention 
Measures Bill 

Dec 2006 for 
1,000 IDUs 
2006/07 

--- --- 

V. Sustainability of the 
environment 

Update National Environment 
Strategies and review 
implementation of the second 
National Environment Action 
Plan  

Preparation of programme 
under National 
Environment Strategies 
NES 
Ensuring action taken with 
respect to protection of 
water, air, coastal area and 
ocean resources 

TOR under 
preparation 

Dec 07  
Dec 08 

 



 
 
 

ANNEX 4 
 

Year Mauritius Africa
Develo-

ping
Countries

Develo-
ped

Countries
Basic Indicators  
Area ( '000 Km²)  2 30 307 80 976 54 658
Total Population (millions) 2005 1.2 904.8 5 253.5 1 211.3
Urban Population (% of Total) 2005 43.7 38.9  43.1  78.0
Population Density (per Km²) 2005 610.1 29.9  60.6  22.9
GNI per Capita (US $) 2004 4 640  811 1 154 26 214
Labor Force Participation - Total (%) 2003 44.1 43.4 45.6 54.6
Labor Force Participation - Female (%) 2003 33.4 41.1 39.7 44.9
Gender -Related Development Index Value 2003 0.781 0.460 0.694 0.911
Human Develop. Index (Rank among 174 countries) 2003 65 n.a. n.a. n.a.
Popul. Living Below $1 a  Day (% of Population)* 2000 12.1 45.0 32.0 20.0

Demographic Indicators
Population Growth Rate   - Total (%) 2005 0.9 2.1 1.4 0.3
Population Growth Rate   - Urban (%) 2005 1.4 3.4 2.6 0.5
Population < 15 years  (%) 2005 24.6 41.5 32.4 18.0
Population >= 65 years  (%) 2005 6.6 3.4 5.5 15.3
Dependency Ratio (%) 2005 45.3 81.4 57.8 47.8
Sex Ratio (per 100 female) 2005 98.6 99.8 102.7 94.2
Female Population 15-49 years (% of total population) 2005 32.8 26.7 27.1 25.0
Life Expectancy at Birth - Total (years) 2005 72.6 51.2 64.1 76.0
Life Expectancy at Birth - Female (years) 2005 76.0 52.0 65.9 79.7
Crude Birth Rate (per 1,000) 2005 15.8 36.8 22.8 11.0
Crude Death Rate (per 1,000) 2005 6.9 15.0 8.7 10.4
Infant Mortality Rate (per 1,000) 2005 14.3 83.6 59.4 7.5
Child Mortality Rate (per 1,000) 2005 16.8 139.6 89.3 9.4
Total Fertility Rate (per woman) 2005 2.0 4.8 2.8 1.6
Maternal Mortality Rate (per 100,000) 2000  20 622.9  440  13
Women Using Contraception (%) 2000 74.7 26.6 59.0 74.0

Health & Nutrition Indicators
Physicians (per 100,000 people)* 2004 105.7 38.2 78.0 287.0
Nurses (per 100,000 people)* 2004 369.0 110.7 98.0 782.0
Births attended by Trained Health Personnel (%) 2002 99.0 43.7 56.0 99.0
Access to Safe Water (% of Population) 2002 100.0 64.5 78.0 100.0
Access to Health Services (% of Population)* 2000 99.0 61.7 80.0 100.0
Access to Sanitation (% of Population) 2002 99.0 42.4 52.0 100.0
Percent. of Adults (aged 15-49) Living with HIV/AIDS 2001 0.1 6.4 1.3 0.3
Incidence of Tuberculosis (per 100,000) 2003 136.0 406.4 144.0 11.0
Child Immunization Against Tuberculosis (%) 2004 99.0 78.2 82.0 93.0
Child Immunization Against Measles (%) 2004 98.0 68.8 73.0 90.0
Underweight Children (% of children under 5 years) 2003 6.0 39.0 31.0 …
Daily Calorie Supply per Capita 2003 2 970 2 439 2 675 3 285
Public Expenditure on Health (as % of GDP) 2002 2.2 2.7 1.8 6.3

Education Indicators
 Gross Enrolment Ratio (%)
      Primary School       -   Total 2002/03 104.0 96.7 91.0 102.3
      Primary School       -   Female 2002/03 104.0 89.3 105.0 102.0
      Secondary School  -   Total 2002/03 81.0 43.1 88.0 99.5
      Secondary School  -   Female 2002/03 81.0 34.6 45.8 100.8
Primary School Female Teaching Staff (% of Total) 2002/03 57.0 44.1 51.0 82.0
Adult Illiteracy Rate - Total (%) 2005 13.6 35.0 26.6 1.2
Adult Illiteracy Rate - Male (%) 2005 11.0 26.9 19.0 0.8
Adult Illiteracy Rate - Female (%) 2005 16.2 42.9 34.2 1.6
Percentage of GDP Spent on Education 2001 3.30 4.7 3.9 5.9

Environmental  Indicators
Land Use (Arable Land as % of Total Land Area) 2005 49.3 6.0 9.9 11.6
Annual Rate of Deforestation (%) 2000 0.60 0.70 0.40 -0.20
Annual Rate of Reforestation (%) 2000 2.0 10.9 … …
Per Capita CO2 Emissions (metric tons) 2005 2.44 1.0 1.9 12.3

Source :  ADB Statistics Division databases; UNAIDS; World Bank Live Database and United Nations Population Division; Country Reports
Notes:            n.a.     Not  Applicable ;  …  Data Not Available. * : latest data available within 1995-2000

COMPARATIVE SOCIO-ECONOMIC INDICATORS
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ANNEX 5
MAURITIUS 

Selected Macroeconomic Indicators, 2001 – 2006 
      

  
2001/ 
2002 

2002/ 
2003 

2003/ 
2004 (E) 

2004/ 
2005 (E)

2005/ 
2006 (P)

Real Economy (%)      
Real GDP (at market prices) 4.4 3.1 4.2 3.5 2.7 
CPI (period average)  6.3 5.1 4.1 5.6 7.2 
Unemployment Rate (in %) 9.1 9.7 10.2 10.3 11. 
Gross National Savings (% of GDP) 27 25.3. 25 19.2 19.6 
Gross Domestic  fixed Investment (% of GDP) 21.6 22.9 24.2 22.2 21.9 
Public Finance (% of GDP) - fiscal year ended June      
Current Revenue and Grants 18.4 20.2 20.3 20.2 19.5 
Overall Expenditure 24.6 26.4 25.7 25.3 25.7 
Primary Fiscal Balance* -2.7 -1.9 -1.4 -1.0 -1.4 
Overall Fiscal Balance -6.0 -6.2 -5.4 -5.6 -6.2 
      
Money, Interest Rate and Exchange Rate      
M2/GDP (%) 79.5 79.7 83.4 83.7 83.5 
Change in Broad Money (M2) in % 10.9 9.9 13.0 11.7 9.6 
Domestic Credit (annual change in %) 5.3 7.7 6.5 19.1 10.4 
Interest Rate (in %) 11.0 11.1 10.6 9.0 7.0 
Nominal Exchange Rate (1 USD in LCU) average 27.59 30.23 29.02 28.04 28.96 
Real Effective Exchange Rate  -1.4 -1.7 -3.8 -6.0 … 
      
Balance of Payments)      
Exports of Goods (annual % change) -3.2 15.7 5.4 4.2 -8.5 
Imports of Goods (annual % change) -5.4 19.1 8.3 17.3 -3.3 
External Current Account Balance (in % of GDP) 5.4 2.4 0.8 -3.0 -2.3 
International Reserves (in months of imports) 4.7 6.5 7.3 7.5 6.1 
      
Public Debt (% of GDP)      
Total Public Debt 63.9. 70.2 80.2 69.9 71.8 
Domestic Debt  of central government  48.8 57.7 51.3 54.1 56.0 
Total External Debt Stock (including debt of SOE)  21.8 19.1 15.5 14.5 14.5 
External Debt Service (% of Goods and Non Factor Services) 8.4 8.2 6.5 6.5 5.4 
      
Source (s): National Accounts Estimates (2000-2003), December 2003 Issue, Central Statistics Office; Monthly Statistical 
Bulletin, Bank of Mauritius; 2004 IMF Article IV Consultation Report 
*  Overall Central Government Balance, excluding interest payments      



 

 

 
ANNEX 6

MAURITIUS 
Gross Domestic Product (Annual Percentage change), 2001 – 2006 

(Rupees million) 

  2001/02 2002/03 2003/04 2004/05 2005/06 

  Actual Actual 
Revised 
Estimate 

Revised 
Estimate Forecast

Real GDP  2.5 2.9 4.2 3.5 2.7 
Agriculture, hunting, forestry and fishing -4.9 -8.0 3.6 3.2 1.1 
         Sugarcane -8.4 -12.9 4.8 2.7 -0.5 
Mining and quarrying -26.9 -32.1 0.8 0.0 0.0 
Manufacturing 0.6 -1.7 0.0 -1.8 -2.1 
         E.P.Z  -0.9 -6.0 -6.4 -10.8 -12.2 
Electricity, gas and water supply 6.2 4.1 4.2 3.8 5.0 
Construction 5.8 8.3 4.8 1.9 4.0 
Wholesale and retail trade 3.2 2.2 2.7 3.6 3.1 
Hotels and restaurants  2.2 3.1 2.7 3.2 4.0 
Transport, storage and communications  8.3 7.3 6.8 4.8 3.0 
Financial intermediation -1.2 5.3 6.0 5.3 4.6 
Real estate, renting and business activities 6.7 6.0 6.1 5.9 5.0 

Public administration and defense; compulsory social security 5.0 5.8 5.0 4.6 4.9 
Education 5.1 5.4 5.6 6.2 6.0 
Health and social work 7.3 7.9 7.1 6.7 6.1 

Other community, social and personal service activities and 
private households with employed persons 6.1 6.4 7.0 6.8 6.0 
      
GDP at factor cost (GDP at basic prices) 3.7 2.9 4.0 3.1 2.6 
      
Taxes on products (net of subsidies) -7.4 2.8 6.3 6.4 3.5 
Gross Domestic Product at market prices      
SOURCE: Central Statistics Office      

 
 
 
 



 
  ANNEX 7

MAURITIUS 
Public Finance, 2001/02 - 2005/06 

(in Million Rupees) 

  2001/02 2002/03 2003/04 2004/05 2005/06 
  Actual Actual Actual Provisional Estimate 
Total Revenue and Grants 25,270 30,298 33,331 35,511 38,332 
     Direct taxes 4,793 5,388 6,136 5,985 6,373 
     Indirect taxes r 16,727 20,491 22,678 26,350 28,585 
     Nontax receipts 3,751 4,419 4,517 3,176 3,374 
      
Total Expenditure and Net Lending 33,569 39,533 42,575 45,046 48,350 
    Current Expenditure 27,881 31,538 34,885 38,062 41,384 
   Capital Expenditure and Net Lending 5,688 7,995 7,682 6,984 6,966 
      
Overall balance  -8,299 -9,235 -8,891 -10,058 -12,244 
      
Financing 8,299 9,235         8,891 10,058 12,244 
     External (net) 1,030 87 -486 438 -346 
            Disbursement 1,738 923 396 1,368 667 
            Amortization -708 -836 -882 -930 -1,013 
     Domestic 7,269 9,148 9,378 9,620 12,590 
            Banking system (net) 1,314 2,496 13,870 6,560 8,779 
            Non bank 5,955 6,803 -3,462 3,060 3,811 
 (in percent of GDP) 
      
Total revenue and grants 18.4 20.2 20.3 20.2 19.5 
          of which: tax revenue  15.7 17.3 17.5 18.3 17.6 
      
 Total expenditure and net lending         24.4               26.4                  25.7                  25.2                24.3 
          Current expenditures         20.3 21.0 21.1 21.3 20.8 
          Capital expenditures 3.7 4.7 4.3 3.6 3.5 
           Net lending 0.5 0.7 0.4 0.4 0.0 
      
      
Overall public sector balance after grants -6.0 -6.2 -5.4 -5.6 -6.2 
      
Nominal GDP (in millions of rupees) 137,466 149,853 165,686 178,491 199,000 
      
Source: Ministry of Finance      



 
 

                                                                                                                             ANNEX 8
MAURITIUS 

MONETARY SURVEY (2002 - 2006) 
(In millions of Mauritian Rupees, end period) 

      
   2002/03 2003/04 2004/05 2005/06 
Foreign Assets (net)  48,301 50,013 53,446 44,922 
Domestic Credit  107,517 131,068 145,802 161,294  
   Net Claims on Central Government  21,312 36,000 41,107 48,404 
   Claims on Private Sector and public entreprise  86,206 95,068 104,695 112,890 
      
      
Aggregate Monetary Resources (M2)  123,365 141,099 153,084 166,216 
   Money Supply (M1)  17,437 21,321 22,646 24,371 
   Quasi Money  105,928 119,777 130,438 141,845 
      
Other items (net)  32,453 36,145 42,429 40,000 
      
Source: Bank of Mauritius      
      



 

 

 
 
 

                                                                                                                            ANNEX 9 
MAURITIUS 

Balance of Payments, 2001-2006 
(in millions of Rupees) 

  2001/02 2002/03 2003/04 2004/05 2005/06 
Current account balance 246.7 122.5 47.6 -184.6 -142.4 
   In percent of GDP              5.4 2.4 0.8 -3.0 -2.3 
      
   Trade balance -204.4 -297.9 -374.7 -692.1 -773.2 

Exports (fob) 1,586.0 1,834.8 1,934.5 2,015.7 1,844.5 
  Of which:  EPZ 1,088.2 1,106.9 1,162.7 1,061.6 876.7 
                  Sugar  296.1 285.4 323.6 356.8 320.6 
Imports (fob) -1,790.4 -2,132.7 -2,309.2 -2,707.7 -2,617.7 
       

       
Services (net) 394.0 345.1 402.0 454.2 559.3 
       
Income (net) -8.2 -1.6 -35.7 -4.6 11.4 

       
Current Transfers (net) 65.3 76.9 56.0 57.8 60.1 
       
Capital and Financial Account -256.7 -219.2 -62.3 116.9 142.4 
   Capital Account  -1.0 -2.0 -1.4 -1.0 -1.5 
    Financial Account  -255.7 -217.2 -60.9 117.9 143.9 
         
Errors and Omissions  9.9 96.7 14.7 67.7 0.0 

      
Overall balance 244.5 339.4 135.7 -108.2 -194.5 

      
Reserve Assets  -244.5 339.4 135.7 -108.2 -194.5 
      
      
Net international reserves(in 
months of exports) 6.5 7.3 7.5 6.1 5.5 
      
      
Source: Bank of Mauritius      



 

ANNEX 10 

Millennium Development Goals Mauritius

With selected targets to achieve between 1990 and  2015
(estimate closest to date shown, +/- 2 years)  

Goal 1: halve the rates for $1 a day poverty and malnutrition 1990 1995 2000 2004
   Poverty headcount ratio at $1 a day (PPP, % of population)   .. .. .. ..
   Poverty headcount ratio at national poverty line (% of population)   .. .. .. ..
   Share of income or consumption to the poorest qunitile (%)  .. .. .. ..
   Prevalence of malnutrition (% of children under 5)   .. 15 .. ..

Goal 2: ensure that children are able to complete primary schooling
   Primary school enrollment (net, %) 91 .. 93 95
   Primary completion rate (% of relevant age group)   64 98 105 97
   Secondary school enrollment (gross, %)   55 .. 78 88
   Youth literacy rate (% of people ages 15-24) 91 .. .. 95

Goal 3: eliminate gender disparity in education and empower women
   Ratio of girls to boys in primary and secondary education (%)   102 .. 98 100
   Women employed in the nonagricultural sector (% of nonagricultural employment)   37 36 39 35
   Proportion of seats held by women in national parliament (%)   7 8 8 6

Goal 4: reduce under-5 mortality by two-thirds
   Under-5 mortality rate (per 1,000)   23 21 18 15
   Infant mortality rate (per 1,000 live births)   20 20 16 14
   Measles immunization (proportion of one-year olds immunized, %) 76 89 84 98

Goal 5: reduce maternal mortality by three-fourths
   Maternal mortality ratio (modeled estimate, per 100,000 live births)   .. .. 24 ..
   Births attended by skilled health staff (% of total)   91 98 100 99

Goal 6: halt and begin to reverse the spread of HIV/AIDS and other major diseases
   Prevalence of HIV (% of population ages 15-49)   .. .. .. 0.6
   Contraceptive prevalence (% of women ages 15-49)   75 .. 26 76
   Incidence of tuberculosis (per 100,000 people)   68 .. .. 64
   Tuberculosis cases detected under DOTS (%)   .. 34 33 33

Goal 7: halve the proportion of people without sustainable access to basic needs
   Access to an improved water source (% of population) 100 .. .. 100
   Access to improved sanitation facilities (% of population) .. .. .. 94
   Forest area (% of total land area)   19.2 .. 18.7 18.2
   Nationally protected areas (% of total land area)   .. .. .. ..
   CO2 emissions (metric tons per capita)   1.4 1.6 2.4 2.6
   GDP per unit of energy use (constant 2000 PPP $ per kg of oil equivalent)   .. .. .. ..

Goal 8: develop a global partnership for development   
   Fixed line and mobile phone subscribers (per 1,000 people)   55 143 388 700
   Internet users (per 1,000 people)   0 2 73 146
   Personal computers (per 1,000 people)   4 32 101 279
   Youth unemployment (% of total labor force ages 15-24)   .. .. .. ..

Note: Figures in italics are for years other than those specified.  .. indicates data are not available. 8/12/06

Development Economics, Development Data Group (DECDG).
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ANNEX 11 

 
BANK GROUP OPERATIONS IN MAURITIUS 

(UA Million) 

AMOUNT APPROVED 
PROJECT NAME 

DATE 
APPROVED

DATE 
SIGNED 

DATE 
EFFECTI

VE ADB ADF NTF 

AMOUNT 
DISBURS

ED 

% AMOUNT 
CANCELL

ED 

% NET 
AMOUN

T 

STATUS

1. AGRICULTURE             
1. Northern Plains Irrigation 28-Aug-78 25-May-80 - 8.00 - - - 0% 8.00 100% - Cancelled 

2. Flour Mill & Grain Storage 11-Dec-81 25-Feb-82 31-Dec-83 10.00 - - 0.05 1% 9.95 100% 0.05 Cancelled 
3. Rose Belle Sugar 

Rehabilitation 17-Jun-91 2-Aug-91 6-Nov-92 6.30 - - 0.67 11% 4.68 74% 1.62 Completed 
4. Farmers' Services Centers 13-Dec-93 24-Feb-95 - - - 2.00 - 0% 2.00 100% - Cancelled 
5. Northern Plains Irrigation  16 Mar 05   7.74    0%  0% 7.74 Ongoing 

Sector Sub-total    32.04 - 2.00 0.72 2% 24.63 66% 9.41  
2. INDUSTRY             

1. Industrial Sector Loan I 25-Mar-87 11-May-87 24-Sep-87 30.00 - - 15.00 50% 15.00 50% 15.00 Cancelled 
Sector Sub-total    30.00 - - 15.00 50% 15.00 50% 15.00  
3. TRANSPORT             
1. First Highway 10-Feb-76 5-May-76 - 2.70 - - 2.70 100% - 0% 2.70 Completed 

2. Roads - Bridges Rehabilitation 27-Mar-80 25-Jun-80 - - 3.41 - 3.40 100% 0.01 0% 3.40 Completed 
3. Grand River Northwest Bridge 24-Aug-82 18-Mar-83 31-Dec-83 - - 3.30 2.88 87% 0.42 13% 2.88 Completed 

4. Port Louis Road 22-Aug-84 25-Feb-85 7-Apr-86 4.18 - - 4.17 100% 0.01 0% 4.17 Completed 
5. Nouvelle - France Plaisance 

Road 19-May-87 2-Nov-87 4-Apr-89 6.52 - - 4.65 71% 1.87 29% 4.65 Completed 
6. Rose - Hill Reduit Roundabout 15-Dec-94 23-May-95 - 11.50 - - - 0% 11.50 100% - Cancelled 

7. Southeastern Highway 13-Jun-00 19-Nov-01 16-Dec-02 15.13 - - 1.17 8% - 0% 15.13 Ongoing 
Sector Sub-total    40.03 3.41 3.30 18.97 27% 13.81 29% 32.93  

 
             



 

4. WATER SUPPLY AND 
SANITATION 
 
1. Port Louis Water Supply I 18-Feb-75 2-Jul-75 - 4.00 - - 4.00 100% - 0% 4.00 Completed 
2. Port Louis Sewerage 23-Feb-77 29-Apr-77 31-Dec-79 5.00 - - 5.00 100% - 0% 5.00 Completed
3. Port Louis Water Supply II 
(Suppl.) 8-Jun-78 20-Jun-78 - 1.60 - - 1.60 100% - 0% 1.60 Completed 
4. Development of Waste Water 23-Feb-89 30-May-89 29-Oct-91 0.91 - - 0.79 87% 0.12 13% 0.79 Completed 
5. Plaines Wilhems Sewerage 6-Feb-02 - - 8.19 - - - 0% - 0% 7.99  

Sector Sub-total       19.70 - - 11.39 58% 8.31 42% 11.39  
5. POWER SUPPLY                
1. Electricity Transmission 19-Nov-97 19-Feb-99 - 9.30 - - - 0% 9.30 100% - Cancelled 

Sector Sub-total       9.30 - - - 0% 9.30 100% -  
6. FINANCE                
1. First Line of Credit to DBM 16-Dec-75 5-Jan-76 31-Dec-76 2.00 - - 2.00 100% - 0% 2.00 Completed 
2. Second Line of Credit to DBM 25-Feb-82 18-Feb-83 9-Jan-83 3.00 - - 2.96 99% 0.04 1% 2.96 Completed 
3. Third Line of Credit to DBM 23-Feb-88 2-Aug-88 31-Dec-89 5.00 - - 3.93 79% 1.07 21% 3.93 Completed 
4. Fourth Line of Credit to DBM 25-Nov-91 - - 10.00 - - - 0% 10.00 100% - Cancelled 

Sector Sub-total       20.00 - - 8.89 44% 11.11 56% 8.89  
7. SOCIAL                
1. Education I 25-Dec-91 12-Jan-92 22-Feb-93 9.25 0.40 - 2.31 24% 7.21 75% 2.44 Completed 
2. Regional Hospital & Training 
Center 23-Feb-94 26-Oct-94 - 10.16 - - - 0% 10.16 100% - Cancelled 
3. Support to the National Health 
Plan 5-Dec-01 1-Aug-02 - 16.71 - 5.10 - 0% - 0% 21.81  

Sector Sub-total       36.12 0.40 5.10 2.31 6% 17.37 47% 24.25  
MIC Grant in support of Reform 

Programme      18 July 06 
    18 July 
06 18 July 06   0.9        Ongoing 

Sector Sub-total    0.9         
Grand-total       188.09 3.81 10.40 57.28 56% 99.53 49% 102.77  




