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key figures
• Land area, thousands of km2 2
• Population, thousands (2002) 1 210
• GDP per capita, $ (2001/2002) 3 914
• Life expectancy (2000-2005) 72.0
• Illiteracy rate (2002) 14.8
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MAURITIUS HAS ENJOYED HEALTHY annual growth of
more than 5 per cent over the past two decades since
diversifying its one-crop sugar economy. But after a
serious drought in 1999, the island was then devastated
by Cyclone Dina in early 2002. The bad weather and
poor sugar prices slowed growth to 1.9 per cent that
year but it recovered to 4.3 per cent in 2003 thanks to
good results in sugar and tourism and spin-offs from
major government telecommunications and computer
projects. This should be sustained in 2004 (4.8 per
cent) and 2005 (5.2 per cent). 

Despite these good performances, the economy is at a
tricky juncture because the conditions that fuelled its
rapid growth are changing
considerably. Sugar and clothing, the
keys to its expansion, have increasing
problems due to higher labour costs
and the end of preferential market
access by 2007. The island’s future depends on making
urgent structural reforms to restore the confidence of
economic stakeholders while maintaining social stability,
which has been undermined by rising unemployment.

Mauritius is going through 
a difficult transition owing 
to a change in its 
comparative advantages.
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Figure 1 - Real GDP Growth

Source: Central Statistics Office data; projections based on authors’ calculations. 

Recent Economic Developments

Growth is tied to its export-processing zone (EPZ),
sugar, tourism and financial services.

On top of the bad weather in 2002, the economy was
hit by a significant slowdown in European and US
demand. This affected growth in the primary sector,
especially sugar. The secondary sector slowed a little due
to export problems and the service was badly hit by a
slump in hotel and restaurant business.

The primary sector was 6 per cent of GDP in 2002 and
employed 10 per cent of the male workforce and 4 per
cent of the female workforce. Cyclone Dina extensively
damaged cash and food crops. Growth in the sugar
sector, the centrepiece of agriculture, crashed from
9.9 per cent in 2001 to minus 19.3 in 2002 and cane
production fell from 5 792 000 tonnes to 4 874 000.
The non-sugar sector shrank by 7.1 per cent in 2002
(after expanding 4.3 per cent in 2001), mainly due to
smaller production of crops, especially pineapples. But
overall primary sector prospects are bright, with 2.5 per
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cent growth in 2003 (3.1 per cent in sugar and 1.8 in
non-sugar items).

The secondary sector’s share of GDP topped 29 per cent
in 2002 and occupied 26 per cent of the male workforce
and 57 per cent of the female workforce. But
performances varied widely, with a sharp drop in sugar
industry and EPZ activity (especially textiles/clothing).
But other manufacturing, mostly of local consumer
goods (soap, soft drinks, flour, candles and shoes), grew
4.2 per cent. The sector grew slightly (0.3 per cent) in
2003, thanks to 3.1 per cent growth in the sugar industry
and 4.4 per cent in local manufacturing, but the EPZ
declined for a second straight year, by 4 per cent.

In 2002, the sugar industry slumped because of a
19.3 per cent fall in sugar output, to 520 887 tonnes
(from 645 598 tonnes in 2001), reflecting lower cane
production. The long-term target is 620 000 tonnes
of sugar, to offset the gradual abolition of preferential
trade agreements, which are vital to the economy but
will end by 2007, forcing the sugar and textile/clothing
industries to become more competitive. Both are making
reforms and restructuring their workforce.

The EPZ declined in 2002 for the first time in more than
a decade. Exports were 32 683 million rupees
($1.09 billion), down from 33 695 million ($1.16 billion)
in 2001. They fell further in 2003, to 32 059 million
rupees (but rose to 1.14 billion in dollar terms because

of the weaker dollar), along with a loss of 9 580 of the
sector’s total 87 200 jobs at the end of 2002. The job
losses were mostly in clothing (9 520), where exports fell
by 2.6 per cent (in rupees). Clothing (nearly 80 per cent
of EPZ activity) has grown steadily in the past few years
in response to European and US demand. But the fall
in its competitivity, plus smaller US demand and the
December 2001 crisis in Madagascar, where some
Mauritian firms had set up to reduce their costs, saw
several big textile/clothing firms shut down. 

Greater international competition and other economic
changes will reduce the sector’s short-term prospects.
Quotas and duty-free access to the European market
will end in December 2004. This and higher labour
costs will force textile firms to make drastic changes.

The tertiary sector (mostly financial services and
tourism) continues to dominate the economy,
accounting for 65 per cent of GDP in 2002, along
with 64 per cent of the male workforce and 39 per cent
of the female workforce. It did well in 2002. 

Financial and commercial services were 18 per cent of
GDP in 2002. Financial services have grown
substantially since the early 1990s – an average 7.6 per
cent annually between 1991 and 1998 and more than
10 per cent annually between 1999 and 2001. After a
tough year in 2002, (due to the slump in the sugar
industry), they grew more than 7 per cent in 2003.
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Figure 2 - GDP Per Capita in Mauritius and in Africa (current $)

Source: IMF.



African Economic Outlook© AfDB/OECD 2004

211

Mauritius

■  Value           ■  Price           ■  Volume

-2 -1 0 1 2 3 4 5 6 7

GDP, factor cost, before FISIM

Other services

Public services

Financial and business services

Hotels and restaurants

Transport, storage and communications

Wholesale and retail trade

Construction

Other industry

EPZ products

Other agriculture

Sugar sector
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Encouraged by the government, international offshore
financial activity has been the strongest element of the
financial sector in recent years. Its assets more than
quadrupled between 1997 and 2002 and were
equivalent to 94 per cent of GDP (22 per cent in
1997). However, because of restrictions on the
participation of Mauritian nationals, the offshore sector’s

spillover to the economy is very small (less than 2 per
cent of GDP) and mainly indirect, such as better
telecommunications and local training in high-level
financial skills. 

Tourism is still a mainstay of national development,
bringing in substantial revenue and directly employing
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more than 22 260 people (March 2003) in tourist
agencies and in hotels with more than 10 employees.
Tourist arrivals increased by about 10 per cent a year
between 1971 and 2002 and revenue from tourism by
22 per cent annually. This growth slowed markedly to
0.6 per cent in 2001 (3.2 per cent in 2002) because of
recession in Europe and the United States and internal

factors such as the limited capacity of Air Mauritius.
But in the uncertain international climate in the wake
of the 11 September attacks, the country has a reputation
for stability and is not involved in current geostrategic
issues. Tourist arrivals increased 3 per cent in 2003,
though they were not expected to speed up in the short
term.

Table 1 - Demand Composition (percentage of GDP)

Source: Central Statistics Office data; projections based on authors’ calculations. 

1995 2000 2001 2002 2003(e) 2004(p) 2005(p)

Gross capital formation 25.6 25.6 20.7 22.0 23.5 24.0 24.6
Public 8.1 6.5 7.1 6.9 8.7 8.6 8.6
Private 17.5 19.2 13.7 15.1 14.8 15.4 16.1

Consumption 76.8 74.9 73.4 74.9 72.7 71.4 70.3
Public 13.1 13.0 12.7 12.9 13.0 12.5 12.1
Private 63.7 61.9 60.7 62.0 59.7 59.0 58.2

External sector -2.4 -0.6 5.9 3.1 3.8 4.6 5.1
Exports 58.6 61.8 68.5 62.2 57.8 54.1 52.1
Imports -61.1 -62.4 -62.6 -59.2 -54.0 -49.5 -47.0

Growth has been mostly driven by internal demand
since 2002, with government investment the main
factor in 2003. Private investment should take over in
2004 with the opening of Cyber City. Exports in 2003
were mainly hit by poor sugar results. Imports also fell
substantially by value because of the rupee’s rise against
the dollar.

Macroeconomic Policy

Fiscal and Monetary Policy

Efforts to reduce the budget deficit in recent years have
clashed with the goal of boosting capital expenditure
to keep the economy competitive. The deficit rose
sharply in the past three budgets, mainly because of losses
at big public enterprises (such as the State Trading
Corporation and the Central Electricity Board) and very
ambitious government investments. It was over 6 per
cent of GDP in 2000/01, 2001/02 and 2002/03 and
despite the government’s intention to reduce it to under
3 per cent by 2005/06, it is unlikely to improve much
in the short term. The 2003/04 deficit should be about

the same, at 6.3 per cent, and then fall to around
5.4 per cent as capital spending levels off.

Tax revenue increased to 17.4 per cent of GDP in
2002/03 (from 15.7 per cent in 2001/02) because VAT
was raised from 10 to 12 per cent in 2001/02 and to
15 per cent in 2002/03. VAT and income tax were
also more widely collected as exemptions and the size
of the informal sector were reduced. But despite these
reforms, the country faces a steady decline in customs
revenue due to regional agreements and growth of the
EPZ. The actual trade tax rate fell from 16 per cent in
1995 to 10 per cent in 2002. Tariff agreements with
COMESA (Common Market of Eastern and Southern
Africa) in 2005 and with SADC (Southern African
Development Community) in 2008 suggest it will fall
further.

Overall revenue increased in 2002/03 but expenditure
rose even more. Current spending was 21.1 per cent
of GDP in 2002/03 (20.2 per cent in 2001/02) and
capital spending rose by 39 per cent. Public capital
expenditure increased sharply between 2000/01 and
2003/04 to 5.3 per cent of GDP. The government
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launched a huge programme in 2001/02 to modernise
the country’s productive structures and develop new
comparative advantages as traditional industries became
less competitive. But delays in procedure and
implementation hampered its execution and in 2002/03
skilled personnel and infrastructure were still to be
provided in education, information and communication
technology (ICT) and the environment. Public
investment is a government priority in the next few years
but should remain steady at about 5.3 per cent in
2004/05 as Cyber City is completed in 2004. 

The Bank of Mauritius (the central bank) controls
monetary and exchange policy as a way to boost growth
and price and exchange stability. But inflation rose to
6.3 per cent in 2002 because of the increase in VAT,
higher electricity prices, depreciation of the rupee and
the effect of Cyclone Dina on food prices. The rupee
continued to fall against the euro in 2003, producing
a small amount of imported inflation. But better harvests
and government price controls reduced inflation to
below 4 per cent in 2003. This should continue in
2004 (4 per cent) and 2005 (3.2 per cent).

The rupee has been losing ground against the euro for
several years. A similar trend against the dollar was
reversed in 2003 and it rose in value. These trends
have recently allowed Mauritius to import goods fairly
cheaply (mainly in dollars since most are from Asia)
while exports (mostly in euros) have benefited from the
strong euro.

External Position

Mauritius is one of the most open countries in Africa
with an opening ratio (exports and imports as a
percentage of GDP) of more than 80 per cent in 2002.
It is also one of the most diversified countries, with a
diversification index of a dozen products in 2001. But
most of its trade is in a small number of items for
which the government has made preferential agreements.
The clothing sector accounted for more than 63 per
of total trade in 2002 and sugar 21 per cent. 

The main trading partners are Europe (64 per cent of
exports in 2002) and the United States (19 per cent)
but efforts are being made to broaden outlets, including
in Africa (10 per cent). Mauritius signed an agreement
in 2000 with the SADC bloc to liberalise 85 per cent
of trade with it by 2008. It also belongs to the nine-
member COMESA free trade area, which is planning
to set up a common external tariff and customs union
by 2005. 

The trade balance is structurally in deficit but good
performances in tourism mean it is easily offset by a
services and current transfers surplus. The current
account has shown a surplus since 2000. This should
continue in 2004 and 2005 with a trade deficit of
around 4 per cent of GDP. There are no limits on
foreign capital inflow. Direct investment has enabled
the economy to grow rapidly but the influx is much
smaller than the erratic flow of financial capital.

Table 2 - Public Financesa (percentage of GDP)

a. Fiscal year begins 1st July.
b. Only major items are reported.
Source: Ministry of Finance data; projections based on authors’ calculations.

1995/96 1999/2000 2000/01 2001/02 2002/03(e) 2003/04(p) 2004/05(p)

Total revenue and grantsb 17.4 20.8 18.3 18.3 20.3 20.2 20.3
Tax revenue 15.6 18.2 16.2 15.7 17.4 17.3 17.4

Total expenditure and net lendingsb 24.3 24.1 24.4 24.3 26.5 26.6 25.7
Current expenditure 20.0 20.7 21.2 20.2 21.1 20.9 20.1

Excluding interest 16.9 17.3 17.1 16.9 16.9 16.8 16.3
Wages and salaries 7.2 6.7 6.6 6.4 6.3 6.3 6.1
Interest 3.2 3.5 4.1 3.3 4.3 4.1 3.8

Capital expenditure 3.6 3.2 3.1 3.7 4.7 5.3 5.3

Primary balance -3.7 0.1 -2.1 -2.7 -1.9 -2.2 -1.5
Overall balance -6.9 -3.3 -6.1 -6.0 -6.2 -6.3 -5.4



African Economic Outlook © AfDB/OECD 2004

214

Mauritius

Since the early 1990s, foreign debt has ranged from
30 per cent of GNP (1993) to 45 per cent (1998). In
2002, it was 39.7 per cent, 1.7 percentage points down
on 2001. Debt service is quite modest and stable. 

Structural Issues

Mauritius has much better infrastructure and regulatory
apparatus than other African countries, but faces major
structural problems linked to erosion of its traditional
comparative advantages. The country has exceptional
political and social cohesion with which to meet the

challenge of thorough economic structural reform and
developing new sectors, such as new information
technology.

The government is trying to ensure a secure supply of
energy and draft a national policy but Mauritius has
no oil and does not produce or consume natural gas
and coal. Oil consumption was 16 100 imported barrels
a day in 2001. 

The government plans to make the most of hydro
power for electricity and several new dams are to be built,
including one at Chamarel with a capacity of 

Table 3 - Current Account (percentage of GDP)

Source: Central Bank and Central Statistics Office data; projections based on authors’ calculations.

1995 2000 2001 2002 2003(e) 2004(p) 2005(p)

Trade balance -5.8 -7.3 -3.2 -4.5 -4.2 -3.8 -4.3
Exports of goods (f.o.b.) 39.4 38.3 41.5 38.0 34.6 31.7 29.4
Imports of goods (f.o.b.) -45.2 -45.6 -44.7 -42.4 -38.8 -35.5 -33.7

Services 3.4 6.8 9.1 7.4
Factor income -0.5 -0.4 0.3 0.2
Current transfers 2.5 1.4 1.5 0.3

Current account balance -0.5 0.5 7.7 3.4
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Figure 5 - Stock of Total External Debt (percentage of GNP)
and Debt Service (percentage of exports of goods and services)

Source: World Bank.
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5-10 million cubic metres. It also wants to encourage
independent power producers and greater use of bagasse
(sugar cane waste) as fuel. Total current produced in
2002 was 1 715 gWh (up 3.5 per cent from 2001), from
an installed capacity of 498 MW, 51.5 per cent of it
from thermal plants run by the state-owned Central
Electricity Board (CEB) and only 5 per cent from
hydroelectric plants. So 43.5 per cent of all current is
supplied by independent producers, who use bagasse
or a combination of bagasse and coal as fuel.

Despite damage by Cyclone Dina, renewable energy
(hydro and bagasse) accounted for 22.5 per cent of
total electricity production in 2002. The Compagnie
thermique de Belle Vue has built a 70 MW bagasse-
fuelled plant north of the capital, Port-Louis. A solar
energy project was also launched in February 2000. 

Reform of the energy sector began in 2001 and was
stepped up in 2002. It improved electricity distribution,
which will provide better and cheaper current for CEB
customers. The government rejected a CEB request in
2003 for a further substantial rate increase, after those
of 11 per cent in 2000 and 21 per cent in 2002. The
Board continued its financial reorganisation and is due
to become a firm just handling nationwide transport
and distribution of electricity. It has reduced its bank
debts from 1.5 billion rupees ($57 million) in October
2000 to 250 million ($9 million) in 2003 thanks to
the two rate increases, substantial collection of arrears
from local authorities and cheaper loans than it could
have got from the banks. 

The comparative advantages of Mauritius in sugar and
textiles are based on preferential trade agreements with

the European Union (EU). The EU Sugar Protocol
has for nearly 30 years guaranteed fixed export volumes
above world prices. However it has been under heavy
attack as part of the reform of the EU’s common
agricultural policy. Sugar prices have also been falling
for the past decade due to over-production. Australia
and Brazil formally protested to the World Trade
Organisation (WTO) in September 2002 against the
EU sugar export subsidies. Abolition of the Protocol
would have a serious effect on the Mauritian economy
especially as due to the 2001 “Everything But Arms”
trade agreement with the EU, competition with other
developing countries is likely to intensify. 

Under the WTO’s Multifibre Agreement (MFA),
Mauritius has enjoyed privileged treatment for
textile/clothing exports since 1973. However, the MFA
is being phased out and the sector will be completely
opened up by the end of 2004, leaving it to compete
with Asian countries, especially China. The effect could
however be offset by better access to the US market under
AGOA (the African Growth and Opportunity Act). 

The government has made great efforts to prepare for
the end of these preferential arrangements by reforming
crisis sectors and promoting diversification. Reforms
in the sugar industry aim to reduce production costs,
which the government says were reduced from $0.20
a pound in 2000 to $0.14 in 2003, with a goal of
$0.12 in 2008. The textile/clothing sector becomes
more automated and vertically integrated. The changes,
to make the sectors more competitive, have led to
factory closures and layoffs, which are especially
troubling as the new economic opportunities in the ICT
sector involve far fewer jobs. 
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Mauritius, which has one of the densest tele-
communications networks in Africa (235 lines for every
1 000 inhabitants), is becoming a centre of ICT, first
developing comparative advantage in low-skill
communication services (call centres and data
processing) and then moving into more specialised,
higher-value activities. The country has profited greatly
from a transfer of skills and knowledge from India,
which has successfully made a transition to a computer
services economy. It also has the benefit of a bilingual
(English and French) population, strong political
commitment and well-developed infrastructures
(including a “Cyber City” hosting high tech which
began operating in early 2004). However, the high
cost of phone calls, internet access, electricity and
labour remain an issue. 

Diversification has also focused on developing a
financial services (especially offshore) sector to compete
internationally. The country has a large, modern and
efficient onshore financial system involving two major
local banks (the Mauritius Commercial Bank and the
State Bank of Mauritius), which control 70 per cent
of the system’s assets and make nearly 80 per cent of
loans. Two foreign banks (HSBC and Barclays) have
20 per cent of total bank assets. Mauritians are keen
bank customers (1.3 accounts per person) and small-
and medium-sized firms can get loans fairly easily.
The banking system is vigorous, profitable, solvent
and secure (the equity ratio is about 13 per cent and
non-performing loans are less than 8 per cent). These
results are due to high interest rate margins, good cost
control and very favourable macroeconomic conditions
during the 1990s. The IMF said in mid-2003 that
banking regulation was satisfactory but stressed the need
for improvement in some areas, including effective
supervision. The solidity of the Mauritian financial
sector has never been tested however and its ability to
adapt to a sustained macroeconomic downturn is
unclear. The narrow ownership of banks does not
make for innovation and credit risk is focused in a few
sectors (sugar, textiles/clothing and tourism) that are
in decline and fairly indebted. Bank loans remain the
chief means of funding the economy and the non-
banking financial sector (stock and bond dealings),
although modern, is small. 

The offshore financial sector is still quite modest on a
world scale but is being encouraged by the government.
However, it has few growth and employment spin-offs
for the economy. Its business mostly involves South
Africa and India and is based on advantageous tax
agreements with both. The possibility of changes in
them is a threat; but legal challenges to the one with
India have so far failed (an October 2003 Indian
supreme court ruling). Easing of exchange control rules
in South Africa would also reduce the attraction of the
Mauritian offshore sector. 

Political and Social Context

Mauritius is a republic and a very stable democracy. It
has a national assembly (parliament) of 70 members,
62 elected by universal suffrage every five years (60 for
Mauritius, 2 for Rodrigues Island) and 8 appointed by
the election commission from the “best losers.”

Franco-Mauritian Paul Berenger, leader of the Mauritian
Militant Movement (MMM), became the first non-
Hindu prime minister in September 2003, succeeding
Anerood Jugnauth, who resigned to become president
of the republic. Under a power-sharing agreement
between the MMM and the Militant Socialist
Movement (MSM) at the last elections in 2000, the
national constitution has been amended to increase
the president’s powers and Paul Berenger will be prime
minister until the 2005 elections. The poor showing
of the ruling MMM-MSM coalition at by-elections in
December 2003 produced a minor cabinet reshuffle. 

Unemployment has been steadily rising for several
years and is the country’s most serious social problem,
with 10.2 per cent of the workforce jobless in 2003
(9 per cent men and 12.6 per cent women), up from
9.7 per cent (8.5 per cent men and 12 per cent women)
in 2002. This was 54 400 people in 2003 (31 700 men
and 22 700 women), compared with 50 800
(29 600 men and 21 200 women) in 2002. They are
mostly young people without secondary education or
technical or professional skills. The situation is troubling
because labour costs are high and rising, which has
slowed job creation. Foreign workers are a cheaper
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potential labour pool for local firms. The switch to
services (finance and tourism) in an economy long
dominated by sugar and textiles/clothing has not been
matched by a sufficiently better trained workforce and
there is a shortage of skilled labour. 

Results in the healthcare sector are very good. Infant
mortality dropped 11 per cent between 2002 and 2003,
from 14.9 to 13.2 per l 000 live births, and life
expectancy rose to 72.5 years in 2002 (from 72.1 in
2001). Mauritius has a well-developed health system
and a good geographical spread of hospitals and clinics.
The government spends a lot on health and is expected
to budget for more in the next few years to improve
and expand the system. The adult HIV/AIDS rate was
only 0.1 per cent in 2001 – 700 adults (aged between
15 and 49), half of them women, plus fewer than
100 children. Fewer than 100 people have died of the
disease. This is one of the lowest developing-country
rates, partly due to geographical isolation but also
because of a very good education and healthcare system. 

The government has made education a clear priority
and spent 13 per cent more on it in the 2003/04 budget
(when 5 119 million rupees – $180 million – was
earmarked) than in 2002/03. Secondary education
received 41.9 per cent of the money, primary education
30.3 per cent, higher education 13.9 per cent and
technical and vocational training 1.7 per cent. 

Mauritius has one of the highest literacy rates among
developing countries – more than 95 per cent of people
under 30. A February 2003 survey showed that 78 per
cent of 1 092 pre-primary schools were privately-run,
17 per cent run by a government-backed pre-school trust
fund (PSTF) and 5 per cent by town and village
councils. These schools have 38 620 children over
3 years old, making for a gross enrolment rate
(percentage of all children between 4 and 5) of 99 per
cent. In February 2003, there were 291 primary schools,
most (221) run by the government, 51 by the Catholic
Church, 2 by Hindu authorities and 17 as private,
non-denominational schools. The primary school
population fell to 129 616 in 2003 (from 132 432 in
2002) but gross enrolment remained high, at 102 per
cent. Gross secondary enrolment rose to 66 per cent
(64 per cent in 2002), with 103 847 pupils, 48 per cent
of them boys and 52 per cent girls. 

The system performs well but is quite elitist and selection
to pass from primary to secondary school is very
demanding. Some 65 per cent (18 079) of primary
pupils (71 per cent girls and 60 per cent boys) managed
this in 2002 (out of 27 842 candidates – 14 486 boys
and 13 356 girls). The 35 per cent who failed (who are
too young for vocational training, which begins at 15)
are not looked after by the system and add to the
growing unemployment rolls. Reforms are needed to
make the system fairer and better adapted to the labour
market in the interests of social stability. Raising the
school-leaving age from 9 to 11 should be accompanied
by efforts to improve the image of vocational training. 
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