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SINCE 1975, MAURITIUS HAS ACHIEVED steady
economic growth of more than 5 per cent, reaching one
of the highest gross national incomes (GNI) per capita
in Africa. In a generation, the country has undergone
a deep transformation from mono-crop (sugar)
production into a diversified economy built on five
pillars, namely, sugar, export processing zones (EPZ),
tourism, financial services and information and
communications technology. Remarkably, Mauritius’
development has been financed almost entirely by
domestic savings, which have been intermediated
efficiently through a sound domestic banking system,

while foreign direct investment has played a minor
role. This impressive economic record owes much to
the stable and democratic political
regime, the high quality of strong
institutions based on the rule of law,
intensive investment in human
resources, sound macroeconomic
policies and a remarkable capacity to
respond to challenges.

However, the country’s capacity to adjust to
changing conditions is going to be forcefully tested

The impending loss 
of trade preferences 
in sugar and textiles 
challenges social and 
economic achievements.
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Figure 1 - Real GDP Growth

Source: Central Statistical Office data; estimates (e) and projections (p) based on authors’ calculations.

again in the coming years, as it is faced with three
major challenges. First, the expected changes in
preferential trade arrangements for sugar and textiles,
at a time when these key sectors are confronted with
higher unit labour costs. Second, persistent fiscal
imbalances which, combined with a narrow tax base
and high government debt, may jeopardise
macroeconomic stability. Third, rapidly increasing
unemployment, primarily among low-skilled workers,
may worsen in coming years, unless significant labour
market reforms take place. In addition to these
challenges, as an oil importing country, Mauritius has

had to deal in recent years with the impact of higher
world oil prices on its economy.

Recent Economic Developments 

In 2002, the island was devastated by cyclone Dina
which, together with low sugar prices, slowed economic
growth to 1.9 per cent. It rebounded to 4.3 per cent in
2003, reflecting the recovery of tourism and sugar
production and strong construction, transport and
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financial services activity. However, the EPZ sector
continued to record negative growth, due to high domestic
production costs and increased foreign competition. This
recovery is expected to be sustained in 2004 and 2005
with real GDP growth at about 4 per cent.

Agriculture is largely dominated by the sugar sector,
which has long been the backbone of the economy. More
than 80 per cent of arable land is used for sugar cane
cultivation, which remains vulnerable to the vagaries
of the weather (agricultural output was adversely affected
by drought in 1999 and extensively damaged by the
cyclone in 2002). In 2004, sugar output accounted
for 5 per cent of GDP, used about 9 per cent of the
labour force and contributed to about 13 per cent of
exports. 

The sugar sector is governed by two agreements (the
EU Sugar Protocol and the Lomé Convention and
subsequently the Cotonou Agreement) with the
European Union guaranteeing tariff-free quotas and high
prices. Under the Cotonou Agreement, the protocol
will continue until December 2007. However, the price
Mauritius obtains for its sugar is expected to decline
substantially, as a result of the Everything But Arms
(EBA) initiative granting duty-free and quota-free
access to exports from 49 least-developed countries. It
is estimated that the impact of the price decline could
adversely affect exports by 2 to 4 per cent and GDP
by 0.2 to 0.5 percentage point in 2005-07. 

To address such a shock, the authorities have
implemented a sugar strategic plan since 2001, aiming
at reducing production costs and centralising sugar
factories in order to achieve economies of scale. As a
result of this plan, costs declined from $0.20/lb in
2000 to $0.14/lb in 2003 (with significant job losses)
but they remain significantly higher than the world
market price (around $0.08/lb). Mauritius is also trying
to negotiate with the EU a slowdown in the
implementation of the European Commission decision
to reduce by 37 per cent guaranteed prices for sugar
over four years. At the same time, the authorities are
promoting the diversification of the agricultural sector
through the implementation of a strategic plan for the
non-sugar sector covering the period 2003-2007, which
focuses on the development of other cash crops, such
as tea and horticultural products as well as food crops
to attain a degree of self-sufficiency. 

The manufacturing sector has been the main vector
of diversification out of sugar. Manufacturing contributed
19 per cent to GDP in 2003 with EPZ accounting for
nearly half of it. In 2003, EPZ exports amounted to
almost 60 per cent of total exports and the sector
employed about 17 per cent of the workforce, mostly
in the textile industry. The main export markets are the
EU and the United States. In both markets, Mauritius
is vulnerable to foreign competition, a challenge
compounded by the expiration of the Agreement on
Textiles and Clothing (ATC) at end-2004. In addition,
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Mauritius cannot qualify for the third-country provision
under the Africa Growth and Opportunity Act (AGOA)
in the US market because of its relatively high per capita
income. As a result, a number of textile enterprises have
invested in least-developed countries, e.g. Madagascar,
Mozambique and Senegal, which benefit from the AGOA
for their exports to the United States. Nevertheless, the

textile industry has won a significant victory with the
inclusion of Mauritius in the list of member countries
of AGOA which have access to Third-Country Fiber
(TCF) privileges allowing members to source fabrics
from anywhere and still qualify for AGOA exemptions.
The TCF privileges have been extended for one more
year and can be renewed again through 2007.
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Furthermore, since 2002 the authorities have started
implementing a strategic plan in favour of the textile and
clothing sector to foster corporate restructuring,
technology upgrading and product and market
diversification. In October 2004, the government
announced the creation of Enterprise Mauritius,
combining the activities of the Mauritius Industrial
Development Authority and the Export Processing Zone
Development Authority. These measures have contributed
to the rise in unemployment from 9.7 per cent in 2002
to 10.6 per cent at end-June 2004. 

Tourism, the third pillar of the economy, remains
a mainstay of the country’s growth. It has hardly been
affected by the worldwide slump of 2001 and the
impact of high oil prices on the airline industry in
2003-2004, reportedly because Mauritius has opted for
the middle to high-income segment of the tourism
market, which is less subject to shifts in global demand.
The sector contributed 5 per cent to GDP in 2003; it
employs about 7 per cent of the labour force, not
including indirect employment in transportation,
insurance, and banking and is a major source of foreign
exchange earnings. Tourist arrivals (mainly from Europe)
rose by 21 per cent and nights spent increased by 23 per
cent between 1999 and 2003.The sector is expected
to further strengthen in the future. Additional capacity
of about 40 per cent is being built; 25 new hotels are
under construction, of which 17 are expected to be
available by 2006.

The sound and fast-growing financial sector
contributed about 9 per cent to GDP in 2003. It

consists of 10 commercial banks, 13 offshore banks,
23 insurance companies, 10 investment companies
and 6 mutual funds. The stock exchange total market
capitalisation amounts to about $1.5 billion. Mauritius
has implemented legislation, including the Financial
Services Development Act and the Anti-Money
Laundering Act to bolster the soundness and
effectiveness of the financial system. The main aim of
this legislation is to promote the country as a major
regional financial centre. 

The information and communication technology
(ICT) sector is also very dynamic, contributing to
diversification into a fast growing and high productivity
activity. ICT services are provided by 22 call centre
companies, 15 business process outsourcing companies
and 10 software companies. A new technology park at
Ebene is under construction, including the Cyber
Tower built in April 2004. In parallel, the authorities
are putting a strong emphasis on training to meet the
sector’s skill requirements. Legislation on data security,
intellectual property rights and human resources
development has been enacted to enable the country
to have a vibrant and growth-generating ICT sector.
The authorities are also launching an e-government
programme linking official service providers and
enabling citizens to benefit from government services
using the web. 

The strong growth performance has been driven by
the high rate of domestic savings. Savings have exceeded
domestic investment by a significant margin since
2000. In 2003 the savings rate is estimated at 24.9 per

Table 1 - Demand Composition (percentage of GDP)

Source: Central Statistical Office data; estimates (e) and projections (p) based on authors’ calculations.

1996 2001 2002 2003 2004(e) 2005(p) 2006(p)

Gross capital formation 24.4 20.7 22.1 23.6 25.0 26.8 27.7
Public 9.4 7.1 6.9 8.8 7.6 7.4 7.4
Private 15.0 13.7 15.2 14.8 17.3 19.4 20.3

Consumption 76.3 73.3 74.9 75.1 77.2 76.9 76.5
Public 13.4 12.7 12.8 12.9 13.1 13.3 13.1
Private 62.9 60.7 62.1 62.2 64.2 63.6 63.3

External sector -0.7 5.9 3.0 1.3 -2.2 -3.6 -4.2
Exports 63.8 68.4 62.0 56.3 54.6 54.5 53.4
Imports -64.5 -62.5 -59.0 -55.0 -56.8 -58.2 -57.6
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cent of GDP and the investment rate at 23.6 per cent
of GDP. Remarkably, foreign direct investment has
played a minor role. High savings have helped to finance
domestic diversification, as well as productive investment
abroad in recent years. 

Inflation has remained subdued in recent years. It
rose to 5 per cent in 2001 and 6 per cent in 2002
owing to the impact of severe weather conditions on
food prices, an increase in value added tax rates, and
higher electricity prices. However, it fell to 3.9 per cent
in 2003 and is estimated at 4.7 per cent in 2004; it is
expected to rise to 5 per cent in 2005 mainly because
of the impact of high oil prices.

In recent years, the authorities have made an effort
to adjust the prices of utilities and petroleum products
to stem the losses of public utility and trading
companies. They introduced an automatic price
adjustment mechanism for petroleum products in early
2004, reflecting changes in international oil prices.
Under this mechanism, domestic prices for petroleum

products are adjusted on a quarterly basis. This has
stemmed some of the losses incurred by the State
Trading Corporation (STC). Such losses represented
62.5 per cent of the sales price for premium gasoline,
55.8 per cent for diesel and 41 per cent for kerosene
in 1999/00. In 2004/05 in spite of the adjustment
mechanism, STC was still making losses on kerosene 

Macroeconomic Policies 

Fiscal and Monetary Policy

Persistent large budget deficits are jeopardizing
medium-term sustainability. With total revenue and
grants falling short of covering even current
expenditures, the expansion of capital expenditures to
keep the economy competitive has resulted in recent
years in fast growing fiscal deficits. 

The fiscal deficit grew from 3.8 per cent of GDP
in 1999/00 (July-June) to 6.2 per cent in 2002/03. Fiscal

Table 2 - Public Financesa (percentage of GDP)

a: Fiscal year begins 1 July. 
b: Only major items reported. 
Source: Central Statistical Office data; projections (p) based on authors’ calculations.

1995/96 2000/01 2001/02 2002/03 2003/04 2004/05(p) 2005/06(p)

Total Revenue and grantsb 17.4 18.3 18.4 20.2 20.3 19.9 19.9
Tax revenue 15.6 16.2 15.7 17.3 17.5 17.7 17.7
Grants 0.3 0.2 0.2 0.2 0.4 0.3 0.3

Total expenditure and net lendingb 24.3 24.9 24.5 26.4 25.6 25.0 24.7
Current expenditure 20.0 21.2 20.3 21.0 21.0 20.6 20.4

Excluding Interest 16.9 17.1 17.0 16.8 17.1 16.9 16.7
Wages and salaries 7.2 6.6 6.5 6.2 6.6 6.5 6.5
Interest 3.2 4.1 3.3 4.3 4.0 3.8 3.6

Capital expenditure 3.6 3.6 3.7 4.7 4.3 4.1 4.0

Primary balance -3.7 -2.6 -2.7 -1.9 -1.4 -1.3 -1.1
Overall balance -6.9 -6.6 -6.1 -6.2 -5.3 -5.1 -4.8

performance, however, improved somewhat in 2003/04,
with the budget deficit reduced to 5.3 per cent of GDP,
reflecting higher tax and grants, while expenditure
declined from 26.4 per cent of GDP in 2002/03 to
25.6 per cent of GDP. The budget for 2004/05 aims
at containing the deficit at 4.7 per cent of GDP, through
the introduction of a tax package that would yield
about 1 per cent of GDP. However, the deficit is

estimated to reach 5.1 per cent partly because of revenue
shortfalls and increased spending in education and
other social sectors; it is likely to remain high at about
the same level in 2005/06.

As a ratio of GDP, tax revenue has been hovering
around 17.5 per cent during the past two fiscal years
and is expected to remain unchanged in 2004/05 and
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2005/06. A major challenge is the broadening of the
narrow tax base, with the informal sector escaping the
tax net and the formal sector benefiting from generous
tax exemptions. The setting up of an independent
Revenue Authority is likely to help revenue
performance. In 2004/05, there was an increase in
some excises and a broad income tax reform, including
a redistribution of the tax burden from low to high-
income earners and an increase in the contribution of
the corporate sector. However, there are no significant
measures to reduce existing exemptions, notably
regarding VAT.

As regards expenditure, current outlays exceed
20 per cent of GDP, owing in part to high current
transfers and subsidies, including the generalised
subsidies on rice and flour and subsidies to public
enterprises to keep the prices of public utilities low. These
transfers and subsidies have remained high at more
than 8 per cent of GDP. The financial support provided
by the government to state companies also takes the
form of lending and loan guarantees. Interest payments
have risen from 3.4 per cent of GDP in 1999/00 to
4 per cent of GDP in 2003/04. Capital expenditures
have increased from 3.8 per cent of GDP in 1999/00
to about 4.3 per cent per cent in 2003/04.

The growing fiscal deficits have resulted in a high
public debt/GDP ratio exceeding 70 per cent in
2003/04 (mostly in the form of short-term domestic
debt) – a problem compounded by the difficult financial
situation of some public enterprises and the future
needs of pension funding in view of the ageing of the
population. In the absence of significant fiscal
adjustment, public debt could become unsustainable. 

Beyond the new tax measures already taken, the
authorities intend to improve expenditure prioritisation
by implementing a medium-term programming and
budgeting framework. In line with the New Economic
Agenda (NEA), a five-year reform programme
introduced in 2001/02, the government is committed
to reducing the fiscal deficit to 3 per cent of GDP by
2005/06 and intends to improve the domestic debt
maturity profile through the issuance of a wider range
of longer-term instruments. 

The monetary authorities have succeeded in
maintaining low and stable inflation. They have pursued
a prudent monetary policy with close attention to
reserve money. The Bank of Mauritius (BOM) has
used the Lombard rate (as the lender of last resort,
BOM provides a Lombard facility for banks to borrow
overnight to meet reserve requirements) to signal its
monetary stance. On 21 October 2004, BOM increased
the Lombard rate by 25 basis points to 9.75 per cent,
in response to inflationary pressures from increasing oil
prices. The banking system has been experiencing
excess liquidity, reflecting weak credit demand (with
slack in the activity of key economic sectors) and a
cautious stance of banks toward credit; BOM intends
to mop-up this excess liquidity to prevent it from
becoming a potential source of rapid money growth.
In parallel, government borrowing from the banking
system has increased significantly. 

The financial sector is globally sound and efficient.
The Mauritius Commercial Bank and the State Bank
of Mauritius, the two largest domestic banks, hold
about 70 per cent of total assets of the domestic banking
system. Sugar, tourism and textiles companies account
for about 40 per cent of bank credit. Manufacturing,
including the EPZ, has the second largest share of
distressed loans. However, the high levels of bank capital
and profits, extensive collateralisation and provisions
reduce bank vulnerability. Banks have already reduced
their exposure to sectors with the highest risk, e.g. the
EPZ. The offshore banking sector has recorded fast
growth in recent years but is still weakly integrated to
the domestic economy. 

Non-banking financial institutions are well
developed in Mauritius. In addition to 22 insurance
companies, 1 095 pension funds, 262 credit finance
companies and 12 leasing companies were recorded at
the end of 2002. Regulation and supervision of the non-
bank financial institutions, particularly deposit-taking
institutions, however, need to be strengthened. The
market for government debt instruments could be
supplemented by the development of a corporate bond
market. Such a market would provide an outlet for
non-bank financial institutions to invest in long term
assets.
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External Position

In Mauritius’ managed float regime, the exchange
rate has been mainly market determined, as BOM has
limited its intervention in the exchange market to
smoothing volatility. The real effective exchange rate
has been stable in recent years. Mauritius is an open
economy with no significant non-tariff barriers (except
state trading). The unweighted average nominal tariff
rate is 18.5 per cent. In 2003, total trade amounted to
73 per cent of GDP.

Mauritius is a member of the Southern African
Development Community (SADC) and of the

Common Market for Eastern and Southern Africa
(COMESA), both planning a customs union. Since
August 2004, Mauritius chairs SADC. 

The external current account has posted a sizeable
surplus in recent years, as the net surplus for tourism
(7.6 per cent of GDP in 2003) has more than offset the
trade deficit and net current transfers have been positive.
However, it is expected to weaken over the medium term
as a result of the anticipated decline in textile exports and
a possible slowdown in sugar exports. Exports are still
relying heavily on sugar and textiles. The main markets
are the EU, particularly France and the United Kingdom
and the United States. Imports consist mainly of

Table 3 - Current Account (percentage of GDP)

Source: Central Statistical Office data; estimates (e) and projections (p) based on authors’ calculations.

1996 2001 2002 2003 2004(e) 2005(p) 2006(p)

Trade balance -7.4 -3.2 -4.4 -5.3 -9.0 -11.4 -12.5
Exports of goods (f.o.b.) 41.8 41.5 37.9 33.6 31.8 30.6 28.9
Imports of goods (f.o.b.) -49.2 -44.7 -42.3 -38.9 -40.8 -42.0 -41.5

Services 5.9 6.8 8.5 7.6
Factor income -0.9 0.2 0.3 -0.6
Current transfers 2.4 1.1 2.2 1.1

Current account balance 0.0 4.9 6.6 2.8
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foodstuffs, manufactured goods, machinery and transport
equipment and oil products. The latter accounted for
12 per cent of total imports in 2003. The index of import
unit value has risen by 25 per cent between 1999 and
2003, which contributed to a worsening in the terms of
the trade index from 101 in 1999 to 94 in 2003.

The overall external surplus has helped to increase
external reserves to the equivalent of 9 months of
imports. External debt declined from 23.5 per cent of
GDP at end-2000 to 17 per cent of GDP at end-2003.
The debt service ratio to exports of goods and services
is extremely moderate; it declined from 9.8 per cent
at end-June 2000 to 8.2 per cent at end-June 2003. 

Structural Issues

In spite of a sustained economic growth,
unemployment rose steadily from less than 3 per cent
of the labour force in 1990 to 10.6 per cent of the
labour force in June 2004. Unemployment is primarily
experienced by low-skilled workers. Efforts to reduce
unit labour costs in the sugar and textile sectors have
been associated with significant layoffs, mainly among
low-skilled workers. Male unemployment rose more
slowly (from 8.5 per cent in 2002 to 9 per cent in
2003) than female unemployment (from 12 per cent
to 12.6 per cent). Unemployed workers face long spells
of joblessness with an average of 20 months. In addition
to loss of preferential access to traditional markets, the
rise in the unemployment rate is due to labour market
rigidities and skill mismatch. Being highly regulated,
the labour market is characterised by restrictions on
workers’ redeployment, wage setting and terminations.
Wage setting is carried out through an annual tripartite
process involving representatives of workers, industry
executives and government and indexing economy-
wide wage growth to inflation. Terminations are subject
to time consuming procedures and have to be approved
by a national termination board. More flexibility would
have allowed bargaining at the firm level, taking into
account the particular conditions of the firm.

As to the skill mismatch, the authorities are focusing
on education reform and specialised training in job

seeking sectors such as ICT and tourism. With an adult
literacy rate of 90 per cent, Mauritius ranks among the
most advanced emerging countries. Primary and
secondary education is free, and attendance at primary
school level is universal. However, the drop out rate of
35 per cent at the secondary education level is high and
the government is taking measures to decentralise
secondary education and facilitate pupil access. At the
university level, the government is planning to increase
the number of polytechnics. A White Paper on the
reform of tertiary education has been prepared and, with
the creation of a council on human resource
development, the focus is on fostering training to match
the skill requirements of the economy. The central
objective of the reform of the education system and job
training is to transform Mauritius into a high-tech
knowledge-based country.

With a vibrant private sector contributing to a high
savings rate, the government would have been expected
to undertake a vigorous drive to privatise part of the
large public sector, to reduce its burden on the budget
and improve the efficiency and service delivery of public
enterprises. The parastatal sector is extensive with 34
non-financial public enterprises, employing 16 000
workers in various economic sectors. It also includes
eight financial institutions such as the Development
Bank of Mauritius, the Housing Bank and the State
Insurance Corporation. 

The overall quality of life has very significantly
improved in the last 30 years. Poverty has been reduced
to localised pockets. Income distribution, as measured
by the Gini coefficient, improved from 0.387 in
1996/97 to 0.371 in 2000/01. Life expectancy was
72 years in 2002 compared with 63 years in 1970. The
UNDP Human Development Report ranked Mauritius
in its middle range. Mauritius is also likely to achieve
the Millennium Development Goals by 2015.

Appropriate allowance needs to be made for the
ageing population and pension funding. Demographic
developments indicate transitions from high fertility
and mortality rates to lower ones. Demographic
projections show a rise in the proportion of the elderly
(over 60) from 9 per cent of the population in 1999
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to 24 per cent of the population in 2041 and a
substantial reduction in the pension support ratio from
7.5 to 1 in 1999 to 2.4 to 1 in 2041.

Political Developments

In addition to its free press, Mauritius’ independent
judiciary and the firmly established rule of law are the
most significant features of its vibrant democracy.
Mauritius is a multiparty democratic republic and has

enjoyed a stable political regime based on the
Westminster model since independence on 12 March
1968. The country has three main ethnic groups: Asian,
European and African.

The legislature has 70 members elected by universal
suffrage every five years in 20 three-member
constituencies on Mauritius and one two-member
constituency on Rodrigues, plus eight “best losers”.
The last general election was held on 11 September
2000. The next elections are scheduled between August

Initiatives to Promote SMEs in Mauritius

Since independence, Mauritius has pursued a consistent policy to encourage the creation and promotion
of small and medium enterprises (SMEs). It started by setting up a Small Industries Development Organization
(SIDO) as a department of the Ministry of Industry to help small enterprises engaging in manufacturing.
In 1993, an Act established the Small and Medium Industries Organization (SMIDO) as a public body
fostering the growth and development of SMEs in Mauritius. Its mission is to consolidate, expand and enhance
the competitiveness of SMEs. Its vision is a strong and modern SME sector that is efficient, competitive
and export-oriented. CSO has defined small enterprises as those with fever than 9 workers and medium
enterprises as those with 10 to 50 workers. SMIDO defines SMEs as those engaged in manufacturing with
an investment in production equipment not exceeding 10 million rupees. To qualify for benefits, enterprises
which meet that criterion need to register with SMIDO. Presently only 2 300 enterprises are registered out
of 12 000 manufacturing enterprises and a total of 77 000 enterprises in the country. The conditionality
for registration is quite demanding and time-consuming. However, once registered, SMEs enjoy extensive
tax and other advantages. 

Tax incentives are as follows: reduced corporate tax of 15 per cent compared to the standard rate of 30 per
cent and duty free imports of raw materials and equipment. Financial advantages include guarantee of 50 per
cent of loans extended to SMEs that are unable to provide collateral and seed capital provided by an Equity
Participation Fund up to 300 000 rupees. 

A venture-capital scheme is also available to finance direct investment in the equity of enterprises engaged
in high value-added activities in manufacturing and ICT up to 250 000 rupees with the possibility for
shareholders to buy back, after six years, the investment at a negotiated price. In addition, SMIDO provides
market intelligence data and training in accounting, project management and export promotion. 

An SME village has been set up in Terre Rouge, close to the capital, Port Louis, to provide low cost
industrial space with all infrastructural facilities such as electricity, water and sewerage. The Development
Bank of Mauritius plays a major role in financially assisting SMEs, but other financial institutions such as
the Mauritius Post and the Cooperative Bank are also active. In December 2003, the government created
a new Ministry of SMEs to cater for the promotion of the sector. This Ministry is currently preparing a new
Act to better organise the sector and address its challenges.
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and October 2005. A coalition of the Mauritian Militant
Movement (MMM) and the Militant Socialist
Movement (MSM) won the elections of 11 September
2000. On the basis of a pre-election agreement to share
the post of Prime Minister, Former Deputy Prime
Minister and Minister of Finance, Paul Bérenger, leader
of the MMM and member of the non-Hindu minority,
has taken over the premiership from MSM leader
Sir Anerood Jugnauth, who became President in
October 2003 in a smooth transition.

Governance has been good with satisfactory ratings
from international ranking agencies. In 2003 the World
Economic Forum ranked Mauritius as the fifth country
in Africa with regard to the quality of its public
institutions. Mauritius has ratified UN human rights
conventions. Among African countries included in the
New Partnership for Africa’s Development (NEPAD),
Mauritius has been selected as one of the pilot countries
for the peer review exercise.
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