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LETTER OF TRANSMITTAL

BANK OF MAURITIUS
P.0. BOX NO. 29
PORT LOUIS,

MAURITIUS.

29th May 1990.

The Honourable Seetanah Lutchmeenaraidoo, M.LA.
Deputy Prime Minister and Minister of Finance,
Government House,

Port Louis.

Dear Deputy Prime Minister and Minister of Finance,

In accordance with the provision of Section 45 (1) (b) of the Bank of
Mauritius Act, 1966, I have the honour to transmit the twenty second
Annual Report of the Bank for the year ended the 30th June, 1989. The
Report includes a copy of the Balance Sheet and of the Profit & Loss Account

of the Bank and a Report on its operations in respect of the year 1988-89.

Yours sincerely,

I. RAMPHUL
Governor












to Rs 1,996 million in 1988-89 due mainly to the reduced surplus in the current
account and the pre-payment of the Euro-dollar loans amounting to US $ 35 million
by Government.

The level of foreign exchange reserves of the Bank of Mauritius rose by
Rs 1,504 million from Rs 5,293 million at the end of June 1988 to Rs 6,797 million
at the end of June 1989. In terms of import coverage, the level of foreign exchange
reserves at the end of June 1989 was equivalent tq 18 weeks of imports, the same as
at the end of June 1988.

A brief overview of the New Banking Legislation and the introduction of
Offshore Banking facilities in Mauritius is given in Chapter II.

The foregoing economic and financial developments during the year 1988-89
are discussed in greater details in subsequent chapters.



The Modernisation and Revision of the Banking Legislation

The 1971 Banking Act, with some subsequent minor amendments, stood the
test of time and served Mauritius well. However, the internationalisation and diversi-
fication of banks, as well as the development of more innovative methods and proce-
dures have made banking a more complex and global business. Besides,international
cooperation between supervisory authorities aimed at harmonizing banking
legislation and the raising of supervisory standards have further developed in the
past years. Against this backdrop of developments, the Banking Act 1971 was
revised and modernised. The new Banking Act which became effective in January
1989 seeks to reconcile the overriding need to adequately protect the interest of
depositors with the need to encourage innovation, efficiency and competition while
simultaneously encouraging ethical standards of professional conduct amongbanks.
The new Act also incorporates the legal framework for the operation of offshore
banking in Mauritius.

The main provisions of the Banking Act, 1988 are outlined below:

(a) With a view to strengthening the capital base of banks, the minimum
capital requirement of a bank holding a domestic banking licence and
incorporated in Mauritius has been raised from Rs 7 million to Rs 25 mil-
lion. In the case of a bank incorporated abroad, the minimum assigned
capital requirement (consisting of funds transferred from abroad) has
been raised from Rs 10 million to Rs 25 million. Banks holding offshore
banking licences are also required to maintain a minimum capital of
the equivalent of Rs 25 million which may be held outside Mauritius
and used in offshore banking operations.

(b) Provisionis madein the Act for the net free assets of banks to grow with
the overall size of business. In this connexion, abank holding a domestic
banking licence is required to maintain in Mauritius net free assets
of not less than 5 per cent of such of its deposits and other liabilities
(including contingent liabilities), or loans and such other assets as may
be specified by the Central Bank. In the case of offshore banks, the net
free assets ratio will be determined by the Central Bank from time to
time after discussion with individual banks and will not necessarily
be the same for all banks.

(c) Limitation on concentration of risk is another requirement which has
been introduced in the Act. It requires that banks will not undertake
exposures in favour of any one customer or group of closely related
customers beyond the thresholds determined by the Central Bank
without first informing the Central Bank in writing or obtaining
permission depending on the amountinvolved in relation to the banks’
net free assets.



(d) The Act lays great emphasis on the Central Bank’s supervisory res-
ponsibilities and provides for trilateral meetings with the banks and
their external auditors.

(e) The provisions regarding the confidentiality of information relating
to customers’ transactions or other personal, financial or business
affairs have been greatly strenghtened.

(f) As a measure to deter money laundering the new Act places the res-
ponsibility on banks for the identification of customers in whose names
accounts are opened.

(g8) Another requirement of the Act is that only fit and proper persons
should be appointed as Chief Executive Officers of banks.

(h) A number of other provisions including surrender of abandoned funds
to the Central Bank, control of advertisements of banks, winding-up
of banks etc. are made in the new Act.

The new Banking Act provides a comprehensive and modern legal frame-
work for a sound domestic banking system and the basis for the development of a
reputable offshore banking centre in Mauritius. It also lays down the foundations
for the effective servicing of the needs of a modern and growing economy.

Offshore Banking in Mauritius

The pursuance of an export-led growth strategy by the Government cul-
minated in a rapid expansion of the industrial sector, in particular the Export
Processing Zone, and in an encouraging performance of the agricultural sector. With
a view to fostering economic diversification and promoting further growth of the
economy, the development of the financial sector is deemed as the next logical step
in the development strategy of Mauritius. This sector is identified as having
tremendous potentials and its development will contribute further to the modernisa-
tion of the economic structure of the country. In this context, an offshore banking
centre has been set up to play a lead role in the development of the financial
services sector of Mauritius.

Mauritius has an attractive blend of physical and financial circumstances
and conditions which favoured the setting up of an offshore banking centre in the
country. A careful and thorough study of the projectinitiated in early 1988 culminated
in the introduction of the legal framework for offshore banking operations in
December 1988, which is embodied in the new Banking Act 1988, effective as from
1st January 1989.

Attractive tax incentives and a conducive regulatory framework have been
introduced to complement the country’s strategic location, excellent telecommunica-
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tion facilities, comprehensive technical and other support services, a well-educated
labour force and political stability. The following are some of the main incentives
provided to offshore banks operating in the centre:

ta) All offshore profits are taxed at a concessionary rate of 5 per cent,
(b) Profits can be repatriated freely without any further tax or levy,
(¢c) Exemption from withholding tax on interest paid on deposits,

(d) Exemption from stamp duty on documents relating to offshore banking
transactions,

(e) Exemption from customs duty on equipments,

(f) Concessionary personal income tax rate for expatriate staff at half
the normal personal tax rates,

(g) Exemption from customs duty on cars and household equipment for a
maximum of two expatriate staff per bank,

(h) Complete freedom from exchange control.

The potential benefits of hosting an offshore banking centre are substantial ;
such benefits may be direct or indirect, the latter being of greater importance. The
most tangible benefits would be revenues accruing from processing and annual
licence fees presently fixed at US $ 20,000 and contributions to national income
ascribable to expenditure of offshore banks such as salaries, rental of premises,
administrative expenses and telecommunication charges. Also, there would be new
employment opportunities for Mauritians in the offshore banking sector. The
offshore banks would eventually attract ancillary financial services such as
merchant banking, insurance, fund management, international money broking, etc.
and provide additional business opportunities to professionals such as accountants,
lawyers, etc. The domestic financial system would also benefit from the techniques
of offshore banking thus enabling it to become more efficient.

The most important indirect benefit, however, remains the enhancing of the
country’s image in the international financial world thus building even more
business confidence that would contribute to faster economic growth.

The licensing criteria and the supervision of offshore banks in Mauritius
are very strict. Only banks and financial institutions of established reputation are
encouraged to apply for a licence. An offshore bank is required to maintain a capital
of Rs 25 million after deduction of accumulated losses. However, the capital is not
required to be domiciled in Mauritius and its utilisation is, in practice, free of
regulatory constraints. Offshore banks are also required to hold net free assets to be
determined by the Central Bank after discussion with each bank. As there are no
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requirements on the utilisation of net free assets, this regulation cannot be regarded
as restrictive. For prudential reasons, offshore banks in Mauritius may be required
to maintain liquid assets as a percentage of their deposits and other liabilities
(including contingent liabilities) as the central bank may specify from time to time.
The bulk of the assets of offshore banks is likely to qualify as liquid assets and this
requirement is unlikely to be experienced as a hindrance or constraint on offshore
banking activities. Besides the banking secrecy provisions in the Banking Act 1988
to safeguard the interests of offshore banks as well as of their customers and the
absence of numbered account facilities are particularly important elements that
guarantee the development of a sound offshore banking centre in Mauritius.

In May 1989, Barclays Bank became the first bank to obtain the authorities’
approval for an offshore banking licence. Mauritius is therefore emerging as the
only offshore banking centre in the African region providing an ideal envirorment
to foreign banks for operating their international busin-ss.

The offshore banking project constitutes the first step of a greater plan to
develop Mauritius into a regional financial centre. The second step constitutes the
setting up of a fullfledged offshore business centre which would provide a greater
scope for the expansion of offshore banking in Mauritius. Basically, the idea is to
create an environment in Mauritius that will attract foreign companies using the
country as a base to carry out their international business activities and meeting
their other business objectives without involving the Mauritian rupee or any
transactions with residents of Mauritius. Such companies may include holding
companies, operational headquarters, offshore and captive insurance companies,
fund management companies, consultancy firms, companies dealing in foreign
securities, shipping companies and trading companies, etc. The stage is thus
being set for Mauritius to develop into a reputable regional financial centre.



II. NATIONAL INCOME AND PRODUCTION

(a) National Income

GDP at factor cost grew at a lower rate in both nominal and real terms in
1988. It increased by 16.4 per cent in nominal terms from Rs 19,695 million in 1987 to
Rs 22,928 million in 1988 as compared to an increase of 19.7 per cent in the preceding
year. In real terms, GIDP at factor cost grew by 5.8 per centin 1988 against 8.4 per cent
in 1987. It is projected to grow at a still lower rate of 13.6 per cent in nominal terms
and 4.2 per cent in real terms in 1989. The contributions to real GDP at factor cost
of the EPZ, Construction and Hotels sectors were more significant than those of all
the other economic sectors. Gross National Product (GNP) at factor cost registered a
growth rate of 16.6 per cent from Rs 19,157 million in 1987 to Rs 22,328 million in 1988
compared to a higher growth rate of 21.8 per cent in the preceding year. It is
projected to grow at a relatively lower rate of 15.3 per cent to Rs 25,745 million in
1989. Per Capita GNP at market prices increased further by 15.6 per cent from
Rs 22,951 in 1987 to Rs 26,520 in 1988. In terms of US dollars, per capita GNP went
up by 11 per cent from US $ 1,782 in 1987 to US $ 1,973 in 1988.

(b) Savings, Investment and Consumption Expenditure

The downtrend in the growth rate of Gross Domestic Savings continued
in 1988. After having attained a high growth rate of 67.1 per centin 1986, the rate of
increase of Gross Domestic Savings gradually declined to 10.2 per centin 1988 and is
projected to decline further to 2.7 per cent in 1989. Though Gross Domestic Savings
increased in absolute terms from Rs 6,459 million in 1987 to Rs 7,120 million in 1988,
it declined from 27.4 per cent of GDP at market prices to 25.8 per cent over the same
period and is projected to decline further to 23.5 per cent of GDP in 1989.

GDFCEF registered a substantial increase of 57 per cent from Rs 5,090 million
in 1987 to Rs 7,990 million in 1988 due largely to the purchase of aircrafts by Air
Mauritius. It is projected to decline by 2.1 per cent to Rs 7,825 million in 1989.
However, in real terms GDFCF went up by 41 per cent in 1988 and is projected to decline
by 13.2 per cent in 1989. Excluding the purchase of the aircrafts, GDFCF increased by
only 17 per cent in 1988 as compared to a lower increase of only 4.6 per cent in 1987.

Aggregate consumption expenditure remained buoyantin 1988. As a propor-
tion of GDP at market prices, it increased from 72.6 per cent in 1987 to 74.2 per cent
in 1988 and is projected to rise further to 76.5 per cent in 1989. However, in absolute
terms, it increased at a lower rate of 19.4 per cent from Rs 17,117 million in 1987 to
Rs 20,440 million in 1988 as compared to 21.6 per cent in the previous year. Moreover,
it is projected to increase at a still lower rate of 16.7 per cent in 1989. Private
consumption expenditure which grew atalowerrate of 18.4 per centin 1988 as against
20 per cent in 1987 is projected to increase at a relatively higher rate of 19.1 per cent
in 1989. Consumption expenditure of Government increased at a declining rate, from
31.1 per cent in 1987 to 24.5 per cent in 1988 and is projected to decline further to4.7 per
cent in 1989.
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(v) improvement inthe level of capital allowance against tax to encourage
investment and

(vi) introduction of measures to encourage the use of bagasse for electricity
production.

These incentives are expected to improve the efficiency of the sugarindustry.

Sugar cane production declined by 11.5 per cent from 6,230,700 tons in 1987
to 5,617,045 tons in 1988 due mainly to unfavourable weather conditions during the
growing season. Consequently the yield of cane per hectare went down from
80.34 tonsto 71.75 tons. Sugar production decreased by 8.2 per cent from 691,134 tons
to 634,224 tons in 1988 in spite of the fact that the extraction rate improved from
11.09 to 11.50 as a result of good weather conditions during the maturation period.
The 1988 sugar crop has been adversely affected by cyclonic weather conditions
early in the year. Sugar production in 1989 would be around 570,000 tons, i.e. 9.0 per
cent lower than in 1988.

During 1988-89, 648,000 tons of sugar valued at Rs 4,659 million were
exported as compared with 625,440 tons valued at Rs 4,258 million in 1987-88.
Nearly 72 per cent of the exports during the year went to the UK and the remaining
to other EEC countries, USA and Canada.

Mauritius benefited from a temporary reallocation of 9,333 tons following
failure of one of the supplier countries to deliver 34,493 tons of sugar to the EEC.
This brought in an estimated additional export ‘earning of about Rs 35 million
during the delivery year 1988-89. Mauritius also benefited from an increase in its
sugar export quota to the USA from 12,050 tons in 1988 to 22,675 tons in 1989 as a
result of severe drought in the United States. As regards the price for Mauritius
sugar exports to the EEC, the basic guaranteed price of ECU 44.92 per 100 kilo-
grammes was maintained in 1988-89.

Table I1.2 shows the trends in the production and exports of sugar for the
years 1985-86 to 1988-89.

World sugar production for the period September 1988 to August 1989 is
estimated at 105 million tons, the same level of production as in the previous years.
Over the same period world sugar consumption rose from 106.9 million tons to 107 mil-
lion tons thus implying a depletion of world sugar stocks which, as a percentage of
consumption is expected to drop from 31.5 per cent to 28.8 per cent against a normal
ratio of 30 per cent. The expected stock consumption ratio for 1988-89 is the lowest
since the last major bull market in 1980-81. There are growing signs that production
may not be sufficient to cover potential demand which would imply further reduction
in stocks. Reflecting the above changes, the basic guaranteed price of raw sugar
on the London Terminal Market firmed up. In June 1987, the ISA daily price of sugar
per pound was 6.44 US cents, which increased to 10.57 cents in June 1988 and
further to 12.58 cents in June 1989. The price of raw sugar per ton increased from
US $ 273.24 in June 1988 to US $ 312.34 in June 1989. The average price per ton of
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III. PRICES, WAGES AND EMPEOYMENT
Prices

The Consumer Price Index (CPI) with base July 1986 — June 1987 = 100 rose
from 107.2 in June 1988 to 122.6 in June 1989 — a substantial increase of 15.4 points
compared to 6.2 points increase in the preceding fiscal year. The rate of inflation
(as measured by the ratio of the

average CPI in 1988-89 to that of ® ==
the preceding fiscal year) was b
16 per cent as against 1.5 per 13
cent in the previous year. The ®
substantially higher rate of infla- .
tion in 1988-89 is largely attri- s

butable to the large wage awards
in the public and private sectors
which triggered a surge in aggre-
gate demand in the economy. The
stance of demand management
policies pursued by the authorities
is likely to impact on prices. An 198162 19283 198084 108483 159586 1oee.ey 1asv.e9 1832489
abatement in the rate of inflation

to around 9 per cent for the year 1989-90 is expected. However, laxness on the wage
front might reinforce inflationary pressure in the economy and hence the need for
prudence in respect of wage awards.

O = W WA BB N o@m

The number of goods under price control was gradually reduced from 115 at
the end of 1983 to 13 until late 1988 when, consequent to the acceleration of the
rate of inflation, price controls of 9 additional essential items of imported foodstuffs
were re-introduced. Price controls have been resorted to as a temporary measure to
attenuate inflationary expectations in the economy.

Wages

Government provided for an increase in wages and salaries of 30 per cent
in the Central Government, local Government and parastatals in 1987-88. The
awards were subsequently reviewed by an independent salary commissioner whose
recommendations were binding and retroactive to mid-1987. With a view to
mitigating theimmediateimpact on aggregate demand in the economy, Government
paid 75 per cent of the increase awarded by the independent commissioner in
the form of 7-year savings certificates with high yields.

The increase in the cost of living gave rise to pressure for adjustment of
wages and salaries in the private sector as well. Employees in the private sector
were, therefore, granted a cost of living compensation in 1989-90, averaging 10.5 per
cent, in addition to the 10-15 per cent increase granted after “the original public
sector awards”.
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IV. MONEY AND BANKING
Monetary Aggregates

The pace of monetary expansion decelerated in 1988-89 after three years
of continuously rising rates of growth. This slowdown in the pace of monetary
expansion is principally due to a reduced rate of increase in the net foreign assets of
the banking system and the monetary policy stance of the Bank of Mauritius.

Table IV.1 shows the annual changes in monetary aggregates for the years 1986-87
to 1988-89.

Net foreign assets of the

banking system rose by Rs 1,613 om0 T
million from Rs 6,255 million at it

the end of June 1988 to Rs 7,868 15000

million at the end of June 1989 or s

by 25.8 per cent againstan increase 5 =%

of Rs 2,526 million or of 67.7 per om0

cent in the preceding year. This ¢ = NET DOMESTIC CREOI

decline in the rate of growth of net 7000

foreign assets of the banking system o

brought about a slowdown in the o MONEY SUPRLY

rate of increase of other monetary 2000

aggregates. " reee 1883 1984 1885 1908 1987 1908 1989

June

Net domestic credit went up by Rs 1,629 million, from Rs 11,759 million
at the end of June 1988 to Rs 13,288 million at the end of June 1989 showing an
increase of 13.0 per cent against an increase of 12.6 per cent in the preceding year.
The bulk of the increase in domestic credit was utilized by the private sector. In fact,
private sector credit from the banking system rose by Rs 1,484 million, from
Rs 8,284 million to Rs 9,768 million or by 17.9 per cent as compared to a much
higher increase of 34.4 per cent in the preceding year. Net credit to Government
increased by Rs 45 million from Rs 3,475 million to Rs 3,520 million as against a
decrease of the order of Rs 801 million in the preceding year.

Aggregate Monetary Resources (AMR) registered an increase of Rs 3,037 mil-
lion, from Rs 15,153 million at the end of June 1988 to Rs 18,190 million at the end
of June 1989 or by 20.0 per cent as compared with much higher rates of increases of
31.2 per cent in 1987-88 and 32.6 per cent in 1986-87. Money supply (i.e. currency
held by the public plus demand deposits of the banking system) accounted for
20.5 per cent of AMR at the end of June 1989 against 15.9 per cent at the end of
June 1988 whereas quasi-money (i.e. savings and time deposits of the banking
system) accounted for 79.5 per cent against 84.1 per cent over the same period.

Money supply continued on its upward trend in 1988-89 but at a lower rate
of 21.0 per cent as compared to an increase of 22.7 per cent in 1987-88 and of
23.5 per cent in 1986-87. Between end-June 1988 and end-June 1989, money supply
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Of the total outstanding level of private sector credit of Rs 9,768 million at
the end of June 1989, priority sectors accounted for Rs 7,158 million or 76.9 per cent
as against 79.1 per cent at the end of June 1988. The level of credit to EPZ stood
at Rs 2,456 million at the end of June 1989 showing an increase of Rs 272 million
against the-level of Bs 2,184 million at the end of June 1988. However, the share of
EPZ in total private sector credit declined marginally from 26.4 per cent at the end
of June 1988 to 25.1 per cent at the end of June 1989. The share of the manufacturing
sector as a whole remained more or less the same at 47.0 per cent over the same period.
The share of the sugar sector in total outstanding private sector credit fell from
15.5 per cent to 12.4 per cent. The nonpriority sectors absorbed a higher proportion of
total private sector credit, rising from 19.4 per cent at the end of June 1988 to 21.9 per
cent at the end of June 1989. Whereas the share of “Traders” in total private sector
credit went up from 8.9 per cent to 11.0 per cent over the same period, that of “Personal
and Professional” registered a slight decline from 8.4 per cent to 8.3 per cent.
Table I'V.3 gives the sectoral distribution of private sector credit between June 1988
and June 1989.

Monetary and Credit Policy

The sustained overall balance of payments surplus continued to generate
excess liquidity during the year 1988-89 thus intensifying demand pressures in
the economy and, along with other underlying forces, caused prices to go up.
Anti-inflationary policies were therefore pursued in order to attehuate demand
pressures and hence contain inflation while simultaneously forestalling a widening
of the trade deficit.

As in the preceding year, the Bank of Mauritius issued the following new
debt instruments with a view to encouraging savings and mopping excess liquidity
in the economy :

(a) a 15 per cent (Tax Free) 7-year Treasury Certificates which siphoned
off Rs 359 million during the period 13th December 1988 to 13thJanuary
1989, and

(b) a 15 per cent (Tax Free) 7-year Bearer Bonds which mobilised an
amount of Rs 300 million during the period 18th January to 17th
February, 1989.

Besides, as part of a concerted effort to dampen aggregate demand and
further stimulate savings in the economy, the Bank of Mauritius actively pursued a
policy of positive real rate of interest policy. With effect from 1st July 1988, interest
rates were fully liberalised and the minimum rate of interest of 8 per cent on savings
deposits was removed. The rate of interest on 3-month Treasury Bills was stepped
up from 9 per cent to 9.5 per cent on 19th July, 1989. At the same time, two Treasury
Bills, of 6 months and 1 year with interest rates of 9.75 per cent and 10 per cent,
respectively were introduced so as to provide investors with a wider spectrum of
debt instruments for their portfolio management.
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Subsequently, as the rising trend in inflation rate became increasingly more
evident, the Bank of Mauritius raised the Bank Rate from 10 per cent to 11 per cent
with effect from 1st April 1989, signalling to banks about the need to step up
their interest rate structure. Concurrently, the rates of interest on Treasury Bills
with maturities of 3 months, 6 months and 1 year were also raised from 9.5 per cent,
9.75 per cent and 10 per cent, respectively, to 10.5 per cent, 10.75 per cent and
11 per cent respectively. The Rediscount Rate of the Bank of Mauritius was
correspondingly raised from 10.25 per cent to 11.25 per cent.

The ceiling on bank credit expansion continued to be the basic tenet of credit
policy in 1988-89. This policy aimed at checking monetary expansion and hence
aggregate demand while, at the same time, ensuring that the pace of industrial
expansion is not stifled for want of financial resources as well as preventing use
of bank credit for unproductive activities.

The cash ratio of 10 per cent of total deposits that commercial banks
are required to maintain was continued in 1988-89. The liquidity ratio which was
raised from 30 per cent to 33 per cent of commercial banks’ depositsin January 1988
was also continued. The pursuance of this policy enabled further sterilization
of resources mobilized by banks during the year.

Central Bank Credit to Commercial Banks

The daily average amount of central bank credit to commercial banks was
smaller at Rs 60 million in 1988-89 as compared to Rs 98 million in 1987-88. This
decline was largely due to a contraction from Rs 72 million to Rs 37 million in the
refinancing facilities made available by the Bank of Mauritius to commercial banks.
Advances at Bank Rate provided to commercial banks to tide over temporary short-
falls in liquidity increased from a daily average amount of Rs 3 million in 1987-88
to Rs 8 million in 1988-89. The daily average amount of export bills rediscounted
by the Bank of Mauritius went up from Rs 13 million to Rs 15 million.

Table IV.4 shows the daily average amounts of central bank credit utilized
by commercial banks between July 1988 and June 1989.

Inter-Bank Money Market

The interbank money market was more active in 1988-89 than in 1987-88 as
some banks continued to be regularly short of funds whereas some other banks
were in surplus.

The daily average amount of funds transacted on the interbank market
rose from Rs 61 million in 1987-88 to Rs 74 million in 1988-89 with the bulk of the
transactions confined to the shorter-end of the market. Call money accounted for
Rs 52 million or 70.5 per cent of total interbank transactions, whilst short notice
money for Rs 16 million or 21.4 per cent and term money for Rs 6 million or 9.1 per
cent. The peak level of borrowings on the market was Rs 205 million in April
1989 and the trough was at Rs 31 million in Sepntember 1988.
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The Development Bank of Mauritius which was privatized on the 1st January,
1989 and registered under the name of DBM Limited continued to provide medium
and long-term finance to industry, tourism, agriculture and other productive
sectors. Total disbursements during fiscal year 1987-88 amounted to Rs 225 million
or Rs 50 million higher than in fiscal year 1986-87. Of the Rs 225 million, 53.2 per
cent (Rs 120 million) went to medium and large industry and tourism. Two new
-schemes were set up during fiscal year 1987-88, namely a scheme for pharmacies,
whereby “loans, up to Rs 300,000 are given for the financing of new pharmacies
or improvement of existing ones and a scheme for the construction of office space of
high standard. In order to provide finance to entrepreneurs for acquiring shares in
new or existing EPZ units by way of soft-term loans, the DBM made use of a line of
credit from the European Investment Bank. At the end of June 1988, DBM'’s total
assets amounted to Rs 1,321 million which is Rs 195 million higher than the June
1987 figure. Its external debt rose by Rs 84 million to Rs 579 million over the
same period.

During year ended June 1989, total contributions to the National Pensions
Fund amounted to Rs 793 million, of which 59.8 per cent (Rs 474 million) were
made by Government and the remaining 40.2 per cent (Rs 319 million) by employers
and employees from the private sector. Total retirement pensions paid during the
same period amounted to Rs 359 million. The total assets of the NPF increased by
Rs 521 million from Rs 2,198 million at the end of June 1988 to Rs 2,719 million
at the end of June 1989. Its investments in Government Stocks and Treasury Bills
at the end of June 1989 amounted to Rs 2,675 million representing 98.4 per cent
of its total assets.

Between end-June 1988 and end-June 1989, total savings deposits with the
Post Office Savings Bank went up by Rs 24 million from Rs 226 million to Rs 250
million and the number of accounts by 5,781 from 212,488 to 218,269. Its total
investment in Treasury Bills increased from Rs 139 million to Rs 166 million over
the same period while its investment in Government Stocks remained at Rs 119 million.

The State Insurance Company of Mauritius also was privatised and its
undertaking of the Corporation was transferred to SICOM Limited on 1st January
1989. Activities of the SICOM span over Life and General assurance covers,
management of pension funds on behalf of various bodies, and running of various
schemes like medical, housing and family protection. Gross premium collected
during the 18 months to December 1988 amounted to Rs 32 million compared with
Rs 27 million for the 12 months to June 1987. Its total assets went up by Rs 189 million
from Rs 507 million at the end of june 1987 to Rs 696 million at the end of December
1988. Over 66 per cent of its total assets at the end of December 1988 were made
up of investments in-Government Securities and Treasury Bills.

Total assets of the State Investment Corporation set up by the Government
in 1985 to manage its investment portfolio in the private sector, went up by
Rs 50 million from Rs 130 million at the end of June 1988 to Rs 180 million at the
end of June 1989.
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The Mauritius Leasing Company which is a joint venture between the
private sector and the public sector, was set up in 1987 with the objective of providing
financial leases to individuals and companies who wish to purchase machinery
and equipment. The leases provide for an option to the lessee to purchase the
asset at the expiry of the contract period. Between end-June 1988 and end-June 1989,
total assets of the MLC increased by Rs 75 million from Rs 23 million to Rs 98 million.
The total amount of leases provided by the MLC during financial year 1988-89
amounted to Rs 72 million.
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V. BUDGETARY PERFORMANCE: 1988-89

As a result of the restoration of fiscal discipline in the previous years,
Government achieved a substantial reduction of the overall budget deficit. The
impressive budgetary performance culminated in the re-emergence of surpluses
in the recurrent Budget since 1986-87. The overall budget deficit as a proportion of
GDP has been steadily brought down from a peak of 14 per cent in 1980-81 to
0.9 per cent in 1987-88. However, developments in 1988-89 marked a departure
from the recent trends as the overall budget deficit for 1988-89 was higher than
in the preceding three years largely due to the recent large wage awards. The
overall budget deficit for 1988-89 as a proportion of GDP was 2.3 per cent in
1988-89 as against 0.9 per cent in 1987-88 and is estimated to rise to 2.5 per cent
in 1989-90.

Revenue and Grants

Total revenue and grants increased by Rs 886 million, from Rs 6,355 million
in 1987-88 to Rs 7,241 million in 1988-89 or by 13.9 per cent as against 23.9 per cent
in the preceding year. Tax revenue and non-tax revenue accounted for 91.4 per
cent and 8.6 per cent, respectively, of total revenue and grants in 1988-89.

Tax revenue rose significantly by 19.9 per cent from Rs 5,516 million in
1987-88 to Rs 6,615 million in 1988-89. As a proportion of GDP, tax revenue went up
from 21.6 per cent to 22.5 per cent over the same period. The buoyancyin tax revenue
reflected the acceleration in the pace of economic activities in the country.

Revenue collection from per-

sonal income tax shot up from
Rs 312 million in 1987-88 to Rs 400 -
million in 1988-89 or by 28.2 per w00
cent as against an increase of 27.5 <00
per cent in the preceding year. The I [~
substantial increase in personal g P il
income tax collection is partly due g ™
to “fiscal drag” and partly to the 0o J—— /
continuing improvementin the tax ol o
collection system. The share of . o
1981.82  1982.83 198388  19BA.8% 1865.86  1886.87 186768 1898889

personal income tax in total re-

venue improved from 5.6 per cent to 6.0 per cent. Revenue on account of corporate
tax, however, increased at a lower rate, that is, by 41.1 per cent from Rs 392 million
to Rs 553 million as compared to an increase of 43.2 per cent in the preceding
year. Its share in total tax revenue improved again from 7.1 per cent in 1987-88
to 8.4 per cent in 1988-89.
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Revenue from taxation of international trade, that is, revenue from import
and export duties increased by 14.2 per cent from Rs 3,250 million in 1987-88 to
Rs 3,710 million in 1988-89. Its share in total tax revenue, though still high, fell
from 58.9 per cent to 56.8 per cent. Whereas import duties increased by Rs 461 million
from Rs 2,639 million to Rs 3,100 million, export duties, primarily in the form
of sugar export tax, stayed at around Rs 610 million.. Table V. 2 gives details
of main items of revenue and grants for the years 1985-86 to 1989-90.

Table V.3: Distribution of Government Expenditure and

Lending Minus Repayment

(Rs million)
1987-88 | 1988-89 | 1989-80
1984-85 | 1985-86 | 1986-87 (Actual) (Revised (Draft
Estimates) | Estimates)
1. Adjusted Recurrent Expendlturc
& CSF payments 3,691.3 3,937.9 4,122.2 5,268.7 6,540.0 7,434.0
of which
(i) Wages and Salaries 1,290.7 | 1,386.8 | 1,483.7 | 1,989.8 | 2,586.0 2,821.0
(35.0) (35.2) (34.7) (37.8) (40.1) (37.9)
(ii) Interest payments 988.7 | 1,069.6 | 1,080.8 | 1,048.5 1,146.0 | 1,286.0
(26.8) (27.2) (25.3) (19.9) (17.5) (17.3)
(iii) Other goods and services
purchased . 347.9 366.0 421.1 546.5 680.0 1,009.0
(9.4) (9.3) (9.9) (10.4) (10.4) (13.6)
(iv) Subsidy on rice and flour. .. 113.8 72.0 75.0 26.0 155.0 250.0
3.1) (1.8) (1.7) (4.3) (2.4) (3.4)
(v) Transfer to local
Government 154.7 160.0 170.5 224.3 307.0 320.0
(4.2) (4.1) (4.0) (4.2) 4.7 (4.3)
(vi) Other subsidies and current
transfers 795.5 883.5 1,041.1 1,233.6 1,666.0 | 1,751.0
(21.5) (22 4) (24.4) (23.4) 123.5) (23.5)
2. Adjusted Capital Expenditure ."..| 585.2 567.0 9346 | 1,115.6 1,163.0 | 1,518.0
3. lending Minus Repayment 109.6 265.8 216.1 217.2 388.0 36.0
4. Total Expenditure and Lending
Minus Repayment (1 + 2+ 3)...| 4,386.1 4,770.7 5,422.9 |6,582.4 8,091.0 8,988.0

Figures in brackets are percentages to Adjusted Recurrent Expenditure and CSF payments.

Source: Central Statistical Office. Draft Estimates, Ministry of Finance
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Recurrent Expenditure

Total recurrent expenditure and CSF payments increased by Rs 1,271 mil-
lion from Rs 5,269 million in 1987-88 to Rs 6,540 million in 1988-89. The two
items of expenditure that contributed the most to the increase in total recurrent
expenditure were “wages and salaries” which increased by Rs 596 million from
Rs 1,990 million to Rs 2,586 million and “other subsidies and current transfers”
which registered an increase of Rs 432 million from Rs 1,234 million to Rs 1,666 mil-
lion. The share of “wages and salaries’ in total recurrent expenditure increased
from 37.8 per cent to 40.1 per cent whilst that for “other subsidies and current
transfers” recorded a more marked increase from 23.4 per cent to 25.5 per cent.
Interest payments rose by Rs 97 million from Rs 1,049 million in 1987-88 to Rs 1,146
million in 1988-89. As a percentage of GNP, recurrent expenditure rose from 21.1 per
cent to 22.3 per cent over the same period.

Capital Revenue and Expenditure

The deficit in the capital budget was Rs 888 million in 1988-89, more or less
the same as in the preceding year. Capital revenue amounted to Rs 275 million in
1988-89 showing an increase of Rs 38 million against the figure of Rs 237 million in
1987-88. Capital expenditure rose by Rs 47 million in 1988-89, that is, by about the
same increase in capital revenue, from Rs 1,116 million to Rs 1,163 million.

The overall budget deficit for 1988-89 was Rs 850 million. It was financed
largely by borrowings from domestic sources. The non-bank sector contributed
for an amount of Rs 1,541 million and the commercial banks for Rs 1,359 million.
However, the Government utilized the excess financing for reducing its indebtedness
to the Bank of Mauritius. Net foreign financing was negative mainly as a result
of the pre-payment of Government’s outstanding Euro-dollar loans. Table V.4 gives
a detailed breakdown of sources of deficit financing for the years 1985-86 to
1989-90.

Budget Estimates for 1989-90

The budget estimates for 1989-90 point to an overall deficit of Rs 825 million,
glightly lower than the deficit of Rs 850 million in 1988-89. Total revenue and
grants is budgeted at Rs 8,111 million and total expenditure at Rs 8,936 million.
The budget deficit would be financed exclusively by borrowings from local sources.
Net foreign financing is estimated to be negative at Rs 32 million whilst domestic
financing is estimated at Rs 857 million. As a percentage of GDP, the deficit is
targeted at 2.5 per cent.

The 1989-90 budget emphasizes on manpower training, regional cooperation,
modernisation of the economy, housing development and protection of the environ-
ment. The following measures were announced :

(a) increase in the basic personal travel allowance of residents from
£ 1,200 to £ 2,000 every two years,
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(b) increase in the basic business travel allowance from £ 120 to £ 200 per
day,

(c) reduction of capital transfer tax from 45 per ’cent to 15 per cent,

(d) 1increase in the limit for deductions of contributions to approved super-
annuation funds and pension schemes from taxable income from
Rs 6,000 to Rs 12,000,

(e) all issues quoted on the stock exchange are exempted from stamp duty,

(f) Housing Development Certificates will be granted to companies
operating in the construction of housing units.

Holders of Housing Development Certificates will pay a reduced corporate
tax of 15 per cent and will be exempted from income tax on dividends for 8 years.
They would also be exempted from import duty, import levy and customs duty on
all prefabricated building materials and construction equipment. Moreover, to
encourage savings under the Mauritius Housing Corporation’s scheme, the
ceiling for housing loans has been raised.

Internal Public Debt.

Total internal debt of the Government increased by Rs 3,147 million from
Rs 8,659 million at the end of June 1988 to Rs 11,806 million at the end of June 1989.
As a percentage of GDP, total internal public debt went up from 33.9 per cent to
40.2 per cent over the same period. Short-term debt of Government increased by
Rs 1,818 million from Rs 4,135 million to Rs 5,953 million, of which an amount of
Rs 5,948 million was in Treasury Bills. As from 19th July 1988, Treasury Bills of
longer maturities namely, 6 months and 1 year are also being issued. The share of
short-term internal debt of Government in total outstanding debt obligations rose
from 47.6 per cent at the end of June 1988 to 50.4 per cent at the end of June 1989.

External Debt

The level of external debt of the Government declined by Rs 74 million from
Rs 5,809 million at the end of June 1988 to Rs 5,735 million at the end of June 1989
as a result of the prepayment of Euro-dollar loans of Rs 750 million well in advance
of the due date. The decline in the outstanding level of external debt of Government
at the end of June 1989 would have been much more substantial were it not for the
appreciation of the currencies in which the debt is denominated vis-a-vis the rupee.
During the year under review, capital repayments amounted to Rs 1,123 million
whereas loans from external sources totalled Rs 635 million.

Total outstanding repurchase obligations to the IMF at the end of June 1989
stood at Rs 1,240 million (SDR 64 million) representing a decline of Rs 400 million
(SDR 26 million) from Rs 1,640 million (SDR 90 million) at the end of June 1988.
As a result of the relatively strong foreign exchange reserves position of the Bank
of Mauritius, early repurchases from the IMF for an amount of Rs 101 million
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(SDR 5 million) were effected in 1988-89. Total charges paid to the IMF during the
year 1988-89 amounted to Rs 146 million (SDR 8 million).

The external debt of para-statal bodies, including the debt contracted by
Air Mauritius for the purchase of two aircrafts, increased by Rs 883 million from
Rs 2,869 million at the end of June 1988 to Rs 3,752 million at the end of June 1989.
Private external debt rose by Rs 576 million from Rs 317 million to Rs 893 million
over the same period.

The debt-service ratio of the country, including repurchase obligations to
the IMF, went up from 11.0 per cent in 1987-88 to 13.3 per cent in 1988-89 due mainly
to the pre-payment of outstanding Euro-dollar loans by Government. It is projected
to fall to around 8 per cent in 1989-90. Excluding servicing of repurchase abligations
to the IMF, debt service ratio of the country rose from 7.1 per cent to 10.0 per cent
and is projected to decline to around 5 per cent in 1989-90.
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merchandise account. Total imports 1n 1988-89 rose by 20.6 per cent to Rs 17,570
million, from Rs 14,567 million (excluding the cost of aircrafts) in 1987-88. The
growth of imports was more pronounced during thelast quarter of the period under
review. Total exports went up by 16.8 per cent from Rs 12,377 million in 1987-88 to
Rs 14,451 million in 1988-89. Table VI.1 gives a summary of the balance of payments
aécounts for the years 1986-87 to 1989-90.

Although the overall balance of payments position is expected to remain
in surplus in 1989-90, a further contraction thereof is projected. The visible
trade deficitis expected to widen as a result of the higher projected growth in imports
relative to exports. However, the deficit in the merchandise account is expected
to be partly offset by the higher surplus projected in the services account. A deficit
of Rs 808 million is projected on the current account while the overall balance of
payments surplus is forecast at Rs 1,227 million.

External Trade

EXTERNAL TRADE

External trade develop-
ments during the year 1988-89
were characterised by a further
widening of the visible trade de-
ficit. The deficit on the visible trade
account rose from Rs 2,205 million
in 1987-88 to Rs 2,936 million in
1988-89. In terms of SDRs, the
visible trade balance recorded a
deficit of SDRs 156 million in ©leere2 128283 1083.82 108485 15eSes 1gG6)  1907.83 190889
1988-89 as against a deficit of NS At
SDRs 127 million in the preceding
yvear. The broadening of the trade deficit during the period under review stemmed
from the faster growth of imports relative to exports. Table V1.2 summarizes the
trends in visible trade ovér the period 1984-85 to 1988-89.

As Million

Exports

Total exports (excluding bunkers and ships’ stores) grew by 17.2 per cent
in value terms, from Rs 12,362 million in 1987-88 to Rs 14,487 million in 1988-89.
The price deflator for exports is estimated to have increased by about 11.5 per cent
thereby implying a growth of about 5.1 per cent in the volume of exports. Measured
in SDR terms, total exports went up by 7.7 per cent, from SDRs 713 million in
1987-88 to SDRs 768 million in 1988-89.
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The value of sugar exports increased from Rs 4,258 million in 1987-88 to
Rs 4,659 million in 1988-89 reflecting partly a 3.5 per cent increase in the volume of
sugar exports, up from 625,440 tons to 647,475 tons. The average unit price, expressed
in rupee terms, rose by 5.7 per cent. from Rs 6,810 per ton in 1987-88 to Rs 7,196 per
ton in 1988-89 reflecting mainly the appreciation of the ECU and the pound sterling
vis-a-vis the rupee. In terms of SDRs, the average unit price, however, declined by
2.9 per cent, from SDRs 393 per ton in 1987-88 to SDRs 381 per ton in 1988-89 on
account of the appreciation of the SDR vis-a-vis the rupee.

The value of tea exports dropped to Rs 86 millionin 1988-89 from Rs 96 million
in 1987-88, the decline being essentially volume-induced.

The value of exports of molasses remained unchanged at Rs 91 million as
in the preceding year. A 1.9 per cent reduction in the export volume of molasses
was more or less offset by an equivalent increase in the export unit value.

The manufacturing sector continued to be buoyant, though growing at a
reduced rate. Exports of manufactured goods rose by 22.1 per cent, from Rs 7,327 mil-
lion in 1987-88 to Rs 8,950 million in 1988-89. The price deflator for manufactured
goods is estimated to have increased by about 12 per cent, thereby implying an
increase of the order of 9 per cent in the volume of manufactured exports as against
an increase of 14.9 per cent in the preceding year. Expressed in SDR terms, manu-
facturing exports grew by 12.3 per cent, from SDRs 422 million in 1987-88 to
SDRs 474 million in 1988-89. Exports of textiles and clothing, which constituted the
bulk of manufactured exports, increased by 25.9 per cent, from Rs 5,429 million in
1987-88 to Rs 6,834 million in 1988-89. The share of exports of textiles and clothing
in total manufacturing exports, increased from 74.1 per cent in 1987-88 to 76.4 per
cent in 1988-89.

The manufacturing sector as a whole increased its share in total exports
from 59.3 per cent in 1987-88 to 61.8 per cent in 1988-89. The textile and clothing sector
improved its share of total exports from 43.9 per cent in 1987-88 to 47.2 per cent in
1988-89. However, the share of agricultural products in total exports declined from
36 per cent to 33.4 per cent over the same period. Sugar exports accounted for only
32.2 per cent of total exports in 1988-89 compared with 34.5 per cent in the previous
year. Table VI.3 shows the main exports over the period 1984-85 to 1988-89.
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About 40 per cent of total imports is estimated to have been invoiced in
US dollars in 1988-89 as against 45 per cent in 1987-88. The other currencies most
commonly used in invoicing payments for imports were the French franc (15.6 per
cent), Pound sterling (8.0 per cent), South African Rand (7.8 per cent) and the Deutsche
mark (6.4 per cent).

Direction of Trade

Our main export markets were the EEC and the USA. Exports directed
towards the EEC and the USA amounted to Rs 11,285 million and Rs 1,978 million,
respectively,and together accounted for 91.6 per cent of total exports in 1988-89. Our
main export market within the EEC was the UK which absorbed 34 per cent of total
exports, mostly sugar and EPZ products. Other important markets within the EEC
were France (21.7 per cent) and West Germany (8.8 per cent). USA’s share of total
exports increased marginally to around 13.7 per cent from 13.3 per cent in 1987-88.

The external trade pattern of Mauritius is characterized by a diversity of
sources of import supplies. The country-wise distribution of import supplies to
Mauritius indicate that the EEC countries supplied 35.3 per cent of the country’s
imports. Within the EEC, France remained the main supplier of non-oil imports and
accounted for 13.6 per cent of total imports in 1988-89, followed by the United
Kingdom (7.5 per cent) and the Federal Republic of Germany (7 per cent). Our main
suppliers outside the EEC were the Republic of South Africa (9.3 per cent), Japan
(7.6 per cent) and China (5.1 per cent). The major suppliers of oil to Mauritius in
1988-89 were Kuwait and Bahrain.

In 1988-89, Mauritius had a trade surplus of about Rs 5,128 million with the
EEC, accounted for mainly by trade surpluses with the United Kingdom and
France. Our trade surplus with the USA rose to Rs 1,713 million in 1988-89, from
Rs 1,362 million (excluding the purchase of the two aircrafts) in the preceding year.

Services and Transfers

A significant improvement 240y a2 2351
was registered in the services ac-
count during the period under
review. The surplus on the services
account increased from Rs 129
million in 1987-88 to Rs 436 million
in 1988-89. This marked improve-
ment in the services account
derived mainly from increased
receipts from tourism and “Other
Transportation”, as well as from a
decrease in the net outflows on the
irvestment income account. Gross
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earnings from tourism went up by

21.4 per cent, from Rs 2,135 million TOURIST ARRIVALE
to Rs 2,591 million, as a result of a
13.2 per cent increase in the
number of tourist arrivals, from )
221970 to 251,270 in 1988-89, " 168310
and a 7.2 per cent rise in the
average expenditure per tourist. e 120920
The number of hights spent by
tourists rose from 2,540,000 in
1987-88 to 2,872,000 in 1988-89
indicating an average stay of 11.4
nights per tourist. Net inflows on
the travel account increased by
14.2 per cent, from Rs 1,369 million
in 1987-88 to Rs 1,563 million in
1988-89. Net earnings on passenger

239 300

139870

and port services increased from Rs 802 million in 1987-88 to Rs 985 million in
1988-89. Paymeat of freight and insurance charges went down from Rs 1,584 million
in 1987-88 to Rs 1,530 million in 1988-89. In spite of a 43.5 per cent rise in the
outflows of dividends from Rs 168 million in 1987-88 to Rs 241 million in 1988-89,
net OutﬂOWS on the investment TOURIST ARRIVALE BY COUNYRY OF RESIDENCE

“tat Helf 1888

income account declined from
Rs 530 million to Rs 482 million,
mainly on account of higher earn-
ings on the Central Bank’s foreign
assets. Other services recorded a
deficit of Rs 100 million compared

Ocner Countres
121 65%)

Reunion lsiang
@37%1

with a surplus of Rs 72 million in ety 16 2%

the preceding year. The net surplus

on the transfers account increased UK G g o =
from Rs 1,099 million in 1987-88 .

to Rs 1,193 million in 1988-89, with e

private transfers accounting for
about 89 per cent of the increase.
Net private transfers increased by 43.6 per cent, from Rs 740 million in 1987-88
to Rs 1,062 million in 1988-89 while net Government transfers went down from
Rs 359 million to Rs 131 million mainly on account of lower food grants.

France (21 4%)

Capital Movements

The capital account of the balance of payments recorded a surplus of
Rs 122 million in 1988-89 as against a surplus of Rs 2,014 million in 1987-88, which
included capital inflows of the order of Rs 1,342 million representing financing of
the purchase of the two aircrafts.
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Excluding the financing flows for the aircrafts, the fall in the surplus was
due mainly to a reversal in the net capital movements on account of the Government.
Loan transactions of the Government in 1988-89 registered a net outflow of
Rs 471 million as against a net inflow of Rs 572 millton in 1987-88 due to the repay-
ment of Euro-dollar loans, the bulk of which was effected in advance of their maturity
dates, as well as to lower loan receipts. In 1988-89 loan receipts amounted to
Rs 675 million whereas capital repayments amounted to Rs 1,146 million. The net
inflow on account of parastatal bodies was Rs 312 million as compared with an
outflow of Rs 8 million (excluding the capital inflows on account of the two aircraft)
in the preceding year. Netinward investment, went up from Rs 294 million in 1987-88
to Rs 374 million in 1988-89. The build-up of short-term foreign assets of commercial
banks represented capital outflows of Rs 142 million in 1988-89.

Foreign Exchange Reserves FOREIG ¥ EXCHANGE RESEAVES

Reflecting the continuing s002 1
surplus in the overall balance of
payments, the level of foreign ex-
change reserves of the Bank rose g x4
from Rs 5,293 million at the end =
of June 1988 to Rs 6,797 million  £*%7
at the end of June 1989, which ]
represented the equivalent of about
18 weeks of normal imports, that #0001
is, about the same level as at the
end of June 1988. In view of the W OMRE U VIS MRRT GME e e
favourable balance of payments o
outlook the foreign exchange reserves position of the Bank is projected to improve
further during the year 1989-90.

Exchange Rate of the Rupee

The movement in the external value of the Mauritian rupee during 1988-89
was characterised by an appreciation of the currencies of our major trading partners,
with the exception of the South 3
African rand. Between June 1988 =
and June 1989 the Mauritian rupee ¥
depreciated by 10.7 per cent against
the US dollar as compared with
a depreciation of 6.6 per cent
during the preceding fiscal year.
During the same period it depre-
ciated by 2.2 per cent against the
Pound sterling, 7.5 per cent against
the Australian dollar, 3.8 per cent
against the French franc, 4.8 per R e W . :
cent against the Deutsche mark S8 RPRICoE PN SSRAR S IRSSET
and .4 per cent against the yen;
however, it appreciated by 6.1 per cent against the South African rand.

US Dolar
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VII. INTERNATIONAL ECONOMIC DEVELOPMENTS

The high rates of growth of world output and trade brought about a
significant improvement in world economic conditions during the year 1988. While
the maijor industrial countries succeeded in reducing their external imbalances
significantly, the developing countries, in particular the exporters of manufactured
products, succeeded in lowering their aggregate debt-service ratio. The decline in
unemployment rate in the United States, Canada and the United Kingdom was
more pronounced than in Europe whereas in developing countries generally the
unemployment rate increased. The high rates of inflation in some of the large
industrial countries and in the developing countries as well led to a tightening of
monetary conditions during 1988, thus reversing the declining trend in world
interest rates during the period 1984-87.

One of the major factors leading to the rapid growth rate of world output
was the expansion of business investment and a sharp rise in productivity. Though
most of the industrial countries and many newly industrialising economies
experienced strong growth performance in 1988, countries with debt-servicing
problems witnessed a slowdown in growth which, however, was more marked for
countries in the Western Hemisphere and sub-Saharan Africa. World output
increased by 4.1 per cent in 1988 as compared to 3.2 per cent in 1987. It is projected to
fall to 3.3 per cent in 1989. The rate of growth of output of industrial countries
increased from 3.4 percent in 1987 to 4.1 per cent in 1988 and is projected to slow down
to 3.3 per cent in 1989. The growth rate of output of developing countries increased
from 3.3 per cent in 1987 to 4.3 per cent in 1988 but is also expected to fall to 3.3 per
cent in 1989.

The volume of world trade rose from6.1 per centin 1987 t09.3 per cent in 1988,
the best performance in this decade. However, with the anticipated slowdown in
activity in 1989 and 1990, it is expected that the growth in world trade will moderate
to an annual rate of about 6 per cent in 1989 and 1990. The expansion of world
trade in 1988 was, to a large extent, the result of buoyant import demand in the
largest industrial countries as a result of which import demand, the volume of
industrial countries’ imports grew at a higher rate of 9.5 per cent in 1988 than that
of 6.9 per cent in 1987. However, it is estimated to fall to 59 per cent in 1989.

Japan recorded the highest growth rate in import volume of 16.7 per cent
in 1988. The exports of industrial countries rose by 8.7 per cent in 1988 as compared
with 5.3 per cent in 1987 and they are projected to grow by 6.1 per cent in 1989. The
highest growth rate in export volume was achieved by the United States and
amounted to 24.1 per cent and the lowest by the UK at 0.2 per cent.

The growth rate in the volume of developing countries’ exports increased
from 10.6 per cent in 1987 to 11.0 per cent in 1988. Projections, however, indicate a
decline to 5.5 per cent for 1989. The volume of their imports expanded by 10.2 per cent
in 1988 against a rise of 5.9 per cent in 1987.Itis projected to increase by 5.6 per cent
in 1989.
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In value terms, exports of industrial countries expanded at a lower rate of
15.5 per cent in 1988 as compared to 16.7 per cent in 1987. They are projected to
grow at a still lower rate of 8.9 per cent in 1989. As in the case of exports, the value of
imports of these countries rose at a lower rate of 14.3 per cent in 1988 than that of
17.9 per cent in 1987 and is projected to grow by 8.7 per cent in 1989.

The growth rate of the value of exports of developing countries witnessed
a slowdown from 22.4 per cent in 1987 to 12.5 per cent in 1988 due to the decline in
imports by the industrial countries from these countries. It is estimated to decline
further to 11.2 per cent in 1989. However, the value of imports of these countries
increased by 17.0 per centin 1988 as compared to 14.8 per cent in 1987 butis projected
to rise at a lower rate of 11.3 per cent in 1989 as a result of the debt problems facing
many of the developing countries and economic adjustment programmes being
pursued by them.

Some progress was made in 1988 towards correcting the external imbalances
of the United States and Japan. The US current account deficit actually declined
from US § 154 billion in 1987 to US $ 135 billion in 1988 representing 2.8 per cent
of GNP in 1988 as compared to 3.4 per cent in the previous year. Whereas the current
account surplus for Japan declined from US $ 87 billion in 1987 to US $ 59 billion
in 1988 because of higher imports due to strong demand pressures, the surplus for
Germany continued to go up, rising from US $ 45 billion to US §$ 48.5 billion
over the same period.

The current account position of the developing countries as a group
weakened from a position of near balance in 1987 to a deficit of US $ 19.1 billion in
1988 due largely to a contraction of trade surplus. The continuing increase in the
volume of exports of developing countries was overtaken by a rapid growth in
import volume resulting into a trade deficit which was further worsened by
adverse terms of trade. The rapid pace of increase in imports of developing countries
reflects some relaxation of the widespread policy of import compression since 1982.

The external debt problem of developing countries continued to be a
cause for concern although the growth rate of the debt slowed down in 1988.
Total external liabilities of the developing countries in Europe and the Western
Hemisphere declined after allowing for exchange rate changes. However, the
valuation — adjusted debt of Asian and Middle Eastern countries continued to grow
moderately. The slower rise in debt coupled with the stronger export performance
resulted in a further decline in the developing countries’ aggregate debt-to-export
ratio from 158.5 per cent in 1987 to 142 per cent in 1988. However, in the case of
African countries, no improve-ment in the debt ratio was observed in 1988 and, in
fact, the sub-Saharan African countries are expected to register a further increase
in their debt ratio through 1990.

In the context of alleviating the debt burden of the developing countries,
an enhanced international debt strategy was introduced on March 10 by the
US Secretary of the Treasury. Commercial banks were called upon to provide debtor
countries with a wider range of options for financial support and to relax constraints

55



on new lending to developing countries. Also with a view to promoting sound
economic reforms in the context of adjustment programmes adopted by debtor
countries, international financial institutions were urged to continue to play acentral
role by providing advice and due financial support. For the programmes to be sound,
it was stressed that they must be the countries’ owh programmes. The strategy also
emphasized that the Fund and World Bank could provide funding as part of their
policy-based lending programmes for debt or debt service reduction purposes.

Most industrial countries experienced moderate increases in their rates of
inflation. Inflation in the industrial countries as a group rose from 2.9 per cent in
1987 to 3.2 per cent in 1988. The major factor contributing to the subdued increase in
inflation was the absence of significant pressures on labour costs in most of the
countries. Labour costs per unit of output im“the manufacturing sector for the
industrial countries as a whole, hardly changed in 1987 as well asin 1988. Japan and
France witnessed a significant fall in unit labour costs in 1988 while in Italy,
Sweden and Australia, there was a rise in wages and productivity growth was lower
than in other industrial countries. The United Kingdom experienced a faster rise in
nominal wages and in productivity than in most other countries.

The exchange rates of the major currencies attained greater stability in
1988 than in 1987. An important factor that contributed to the greater stability of
exchange rates was substantial official intervention in foreign exchange markets,
which coupled with large interest rate differentials strengthened the US dollar
on the exchange markets. In March 1989 the real effective exchange rate of the
US dollar was 4.5 per cent aboveits level a year before. An outstanding development
on the exchange markets was the pronounced movements in the exchange rates of
currencies other than the US dollar, in particular the exchange rate between the Yen
and the Deutsche Mark. By mid-February 1989, the Yen appreciated against the
Deutsche Mark by 22 per cent since the Louvre Accord in 1987 althoughinterest rate
levels, both nominal and real, short and long-term, were relatively higher in
Germany than in Japan and that German economic outlook continued to be strong.
A major factor explaining the weak performance of the Deutsche Mark during 1988
was the introduction in Germany of a 10 per cent withholding tax on interest income
bringing about capital outflows which at times exceeded the country’s current-
account surplus. The strength of the Deutsche Mark was furthermore undermined
by higher interest rate levels in the United Kingdom in spite of the more pronounced
UK inflation rate and a widening current account deficit. The authorities in UK
allowed the Pound sterling to rise aboveitsinformal ceiling of DM 3.00in March 1988.
By mid-May the Pound sterling reached DM 3.19. The deflationary influence exerted
by the higher exchange rate induced the Bank of England to reduce commercial
banks’ base rates from 9 per cent in mid-March to 7.5 per centin mid-May. As Sterling
became weaker in subsequent periods, the UK current account balance worsened
further. The Bank of England reacted by gradually raising the base rates from
7.5 per cent in early June 1989 to 12 per cent in late August.

The world economic outlook suggests that a rise in inflation in several
industrial countries is expected in 1989-90. However, the rise is expected to be
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relatively modest and is likely to be partly reversed in 1990 as a result of the recent
contractionary monetary policy aimed at restraining the growth of demand.
The rate of growth of output in industrial countries is expected to decline to
3 per cent in 1989-90. With the tightening of monetary conditions in many countries,
growth in the Asian region is expected to moderate in 1989 as well as in 1990.
However, output growth in African countries is projected to remain weak in
1989 and to strengthen moderately in 1990.
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CONCLUSION

The Mauritian economy operated under virtually full employment conditions
during 1988-89. The signs of overheating that appeared in recent years have persisted
through this year as consumption expenditure continued to go up, savings
performance weakened further and inflation rate accelerated. Substantial wage
awards strained budgetary management thus intensifying aggregate demand in the
economy. The current account of the balance of payments showed a modest surplus in
1988-89. However, the overall balance of payments surplus was sizeable in spite of
outflows due to the pre-payment by Government ofits outstanding Euro-dollarloans.
Consequently, the level of foreign exchange reserves of the Bank of Mauritius
strengthened further by the end of June 1989.

The economic outlook for 1989-90 points to a lower growth rate of the
economy. The continuing growth of consumption demand and declining pace of
savings will worsen the trade balance further. The current account of the balance of
payments is likely to swing to a deficit after four succesive years of surpluses.
However, the foreign exchange reserves position of the Bank of Mauritius is estimated
to rise further but by a lesser amount thanin the preceding few years. Besides, though
the rate of inflation is expected to slow down, it would continue to be high.

In response to the prevailing tight labour market and the resulting upward
pressure on wages as well as to the need to ensure a sustainable growth rate of the
economy in the medium-term, the economy is currently going through a transitional
phase of more capital intensive techniques of production. This transition, however,
requires substantial capital investment and, therefore, a higher rate of savings.
In this connexion, inflation has to be urgently contained with a view to reinforcing
savers’ and investors’ confidence in the economy as well as to promoting non-
inflationary growth.

The present state of the economy underscores the need to restore price
stability, enhance savings mobilisation and curb aggregate demand thereby
restraining the upsurge in imports. Moreover, the country, being highly vulnerable
to adverse climatic conditions and to unfavourable exogenous developments, a
further strengthening of the foreign exchange reserves position of the Bank of
Mauritius is deemed essential in order to maintain the pace of economic development.

It is therefore crucial that the prudent macro-economic and financial policies
that have provided in recent years a firm base for strong growth performance, price
stability and a viable external payments position be fully reasserted. Restrained
monetary and credit policy in conjunction with an appropriate budgetary policy to
avert additional fiscal impulse to aggregate demand need to be pursued in the
immediate future.
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Appendix I
To All Banks

CEILING ON CREDIT TO THE PRIVATE SECTOR

I have to inform you that your bank’s ceiling on private sector credit for
the period ending June 1989 has been fixed at Rs million. I would like to
reiterate that while extending credit, your bank should ensure that credit needs of
the priority sectors are adequately met and that credit to sectors falling under
category III should under no circumstances exceed 25 per cent of the ceiling prescribed

above.

I wish to draw your attention to the fact that the Bank has so far not applied
sanctions on infringements of credit ceiling prescribed for your bank. You will
appreciate that excessive bank credit expansion brings about an upsurge in
imports thereby creating undue pressures on the Bank’s foreign exchange reserves
and also leads to price increases thus jeopardizing the financial stability of the
country. You are, therefore, requested to refrain from exceeding the credit ceiling
for June 1989 failing which the Bank would have no alternative but to apply
sanctions. I should, however, advise you to keep to the prescribed limit right from
now through June 1989 as it has been observed that banks operating in excess of
their limits initially face difficulties later in trying to adjust back to the limits

prescribed.
Yours faithfully,
R. TACOURI
27th January 1989 Managing Director
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Appendix IT
BANK RATE

In accordance with Section 14 of the Bank of Mauritius Act, (No. 43 of 1966
as amended), the Bank of Mauritius hereby gives notice that its minimum discount
and advances rate is raised from 10 per cent to 11 per cent per annum with effect

from the 1st April, 1989.

General Notice No. 73 of 1987 is cancelled with effect from the same date.

R. TACOURI
Managing Director

Bank of Mauritius
30th March, 1989.
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Appendix III
GOVERNMENT OF MAURITIUS
TREASURY BILLS

It is notified for general information that the yields on Government of
Mauritius Treasury Bills with maturities of three months, six months and twelve
months are raised from 91/2 per cent, 93/4 per cent and 10 per cent per annum
to 101/2 per cent, 103/4 per cent and 11 per cent per annum respectively with effect

from the 1st April, 1989.

Treasury Bills with the above maturities are available for issue on tap in

multiples of Rs 10,000 at the Bank of Mauritius to any institution or individual.

General Notice No. 836 of 1988 is cancelled with effect from the same date.

R. TACOURI
Managing Director

Bank of Mauritius
30th March, 1989.
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Appendix IV
The General Manager 2nd August 1988

................ Bank Ltd.
PORT LOUIS

Dear Sir,

MONETARY POLICY

During the meeting I had with bankers on the 18th July, I outlined the
major developments in the monetary sector of the economy during the year 1987-88
and the measures that have been decided upon for the year 1988-89 which I am
now setting out in greater details for your guidance. However, I should like to point
out at the outset that should any major deviation from the basic policy targets
occur in the course of the year, further measures would be introduced.

The policy of restrained bank credit expansion was continued during the
year 1987-88 with a view to curbing the rapid growth of aggregate demand and to
reducing the pressures on the foreign exchange reserves of the Bank. However,
bank credit to the private sector overshot the targetted rate of expansion of
20 per cent and recorded an increase of 30 per cent. The actual increase in private
sector credit for 1987-88 was Bs 1,810 million'as against an increase of Rs 1,046 million
in 1986-87. This sizeable increase in private sector credit brought about an accelera-
tion in the growth of imports. Total imports (excluding the purchase of the two
aircrafts by Air Mauritius) increased by 39 per cent to Rs 14,674 million in 1987-88
as against an increase of 23 per cent in the preceding year whereas total exports
went up by only 22 per cent to Rs 12,810 million as compared to a higher growth rate
of 39 per cent in the preceding year.

Consequently, the visible trade balance swung from a surplus of Rs 816 mil-
lion in 1986-87 to a deficit of Rs 235 million in 1987-88. The current account of the
balance of payments showed a smaller surplus of Rs 1,272 million compared to
Rs 1,575 million registered in the preceding year. The overall balance of payments
also showed a smaller surplus of Rs 1,428 million than that of Rs 2,572 million in
the previous year. These developments suggest that the spurt in imports, if not
checked in time, would gradually reverse the positive trends in the balance of
payments position of the country.

The sudden pick up in imports intensified the pressures on the foreign
exchange reserves of the Bank. In June 1987, the level of foreign exchange reserves
stood at Rs 3,036 million, equivalent to 14 weeks of imports. It was projected to
rise to a level equivalent to 18 weeks of imports by the end of June 1988 but it
actually rose to Rs 5,292 million, equivalent to 15 weeks of imports only.

In view of the strong tendency for aggregate demand in the economy to
accelerate, demand management policies need to be pursued further.
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Monetary and credit policies during 1988-89 will, therefore, be addressed
to the objectives of:

(a) checking the spurt in imports and hence prevent a drain of the
Banks’ foreign exchange reserves,

(b) containing inflationary pressures in the economy,
(c) encouraging mobilisation of savings.

The policy of restrained bank credit expansion will have to be continued
in 1988-89. As such, bank credit to the private sector will be allowed to increase at
the rate of 20 per cent during the year and the credit ceiling for individual bank
will be fixed for December and June as in the previous year. In the case of your bank,
the credit ceiling for December, 1988 after adjustment of the short-term advances
made to the MSS in June has been fixed at Rs million which I should like
to reiterate should not be exceeded as otherwise the Bank would have to impose
sanctions.

Besides, in order to dampen the excessive use of bank credit for unproductive
consumption, the sub-ceiling on credit to non-priority sectors will continue to be
imposed. As such, credit extended by your bank to non-priority sectors should be
within 25 per cent of the overall credit ceiling fixed for your bank.

It is observed that exemptions from credit ceilings defeat the very purpose

of credit control. Hence, with a view to rationalizing credit policy, limited exemptions

" from credit ceilings would be granted. The following types of lending would be eligible
for exemptions:-

(a) Long term project-tied loans for over 10 years made out of long term
matching deposits from individuals only,

(b) loans granted out of the World Bank line of credit under the Industrial
Finance Project or other long-term foreign lines of credit, and

(c) credit made available to non miller sugar planters under the “Advance
Payment to Sugarcane Planters Scheme”.

As you are already aware, the minimum rate of interest on savings deposits
has been removed as from 1st July. In other words, interest rates have been fully
liberalised and will henceforth be determined by market forces. The basic considera-
tions that have prompted this policy of liberalisation of interest rates are the
promotion of competition among banks to mobilize deposits and of rational allocation
of resources in the economy.

Effective 19th July, the rate of interest on the 3-month Treasury Bills has
been increased from 9 per cent to 9.5 per cent per annum. Treasury Bills with
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maturities of 6 months and one year will also be issued with interest rates of 9.75 per
cent and 10 per cent per annum, respectively. The issue of these bills should provide
banks with greater scope for competition in respect of deposit mobilisation as
well as for portfolio management.

The Bank Rate is being maintained at 10 per cent per annum.

Finally, the Scheme for Advance Payments to Non-Miller Sugar Cane
Planters will be continued during the year 1988-89. As you are already aware, the
Bank provides refinancing of up to 80 per cent of the estimated value of sugar
produced by non-miller planters. When submitting applications for refinancing
facility you should supply to the Bank the relevant details as outlined to you last year.

Should you need any further informatien, the Managing Director will be
glad to assist you.

Yours sincerely,

1. RAMPHUL
Governor
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PART II — OPERATIONS OF THE BANK

1. OPERATIONS

The Bank of Mauritius operates current accounts for the Government of
Mauritius, all commercial banks in the country and for international institutions
like the International Monetary Fund, the World Bank and its affiliate the
International Development Association, the African Development Bank, the
European Development Fund and the Caisse Centrale de Cooperation Economique.

Bank Rate

Bank Rate was increased from 10 per cent per annum to 11 per cent per
annum as from 1st April, 1989.

Lending to Commercial Banks and Other Financial Institutions

(i)

(i1)

(iii)

Advances to Banks

Advances are granted to commercial banks at Bank Rate. With a
view to discouraging excessive use of Central Bank credit, a penal rate
of twice Bank Rate is imposed on borrowings in excess of individual
bank's authorised limit on such borrowings. However, under excep-
tional circumstances borrowings by banks in excess of their authorised
limits are granted for very short periods at Bank Rate. In view of the
high liquidity in the banking system, very sparing use of this facility
was made during the financial year 1988/89.

Scheme for Advance Payments to Non-Miller Sugar Cane Planters

Under the Scheme for Advance Payments to Non-Miller Sugar
Cane Planters advance payments representing 80 per cent of the
estimated value of sugar produced were made to Non-Miller Sugar Cane
Planters on the basis of production figures supplied by the Mauritius
Sugar Syndicate.

The Bank provided refinance facilities to commercial banks
participating in the Scheme up to 50 per cent of the amount of advances
granied by them to non-miller sugar cane planters and outstanding
ai any time at a concessionary rate of interest of 7 1/2 per cent per
annum.

Export Refincnece Facilities

The Bank continued to provide commercial banks with rediscount
facilities in respect nf export bills other than for sugar. The rediscount
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rate was increased from 101/4 per cent to 11 1/4 per cent per annum
as from 1st April, 1989.

(iv) Small Development Finance Scheme

Refinances in full under the abovementioned scheme for the
benefit of those in need of financial assistance to start or expand a
business in which they are self employed, were made by the Bank
during the fiscal year.

Treasury Bills

As from 19th July, 1988, Treasury Bills with maturities of six months and
twelve months were issued on tap, in addition to the existing three-month Treasury
Bills, as an investment outlet for commercial banks, other institutions and indivi-
duals. The bills are issued in multiples of Rs 10,000 with yields of 91/2 per cent,
93/4 per cent and 10 per cent per annum for Bills with maturitiesof3,6 and 12 months
respectively. The yields were increased to 101/2 per cent, 103/4 per cent and
11 per cent per annum respectively with effect from 1st April, 1989.

During the fiscal year, the ceiling on the issue of Treasury Bills was raised
from Rs 4,575 million to Rs 6,500 million.

Forward Exchange Cover

The Bank maintained the forward exchange cover scheme on a whole
turnover basis in Pound Sterling, US Dollar and French Franc in respect of the
following transactions:

(i) import and export of goods by companies in the Export Processing
Zone;

(ii) foreign currency borrowings by banks for the purpose of on-lending to
the sugar sector..

In addition, companies in the Export Procesing Zone, Mauritian exporters
and traders engaged in priority imports are authorized to contract forward cover
transactions in international foreign exchange markets through their local bankers
subject to specified conditions.

Purchases and Sales of Foreign Currencies

Foreign exchange transactions in Pound Sterling, US Dollar and French
Franc were effected on a spot basis with commercial banks. The banks were allowed
margins not exceeding 1 per cent, 1.25 per cent and 1.6 per cent respectively in
foreign exchange transactions with their customers in respect of these three
currencies.
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Liquid Assets

Commercial banks were required to maintain liquid assets of not less than
23 per cent of their total deposit liabilities in accordance with Section 17 of the
Banking Act 1988.

Cash Balances

As required under Section 22 of the Bank of Mauritius Act all banks had to
maintain cash balances of not less than 10 per cent of their total deposits liabilities.

Banknotes

A new banknote of Rs 500 denomination was put into circulation as from
12th November, 1988.

Non-Resident (External) Accounts Scheme

With a view to providing attractive investment opportunities to persons of
Mauritian origin who are either residing permanently or working temporarily
abroad and to foreigners holding Mauritian passports, commecial banks continued
to accept deposits under the non-Resident External Accounts Scheme which was
introduced in September, 1985.

Import of Gold

As from February 1988 the Bank of Mauritius has been entrusted with the
responsibility of being the sole importer of gold in Mauritius for sale to industrialists
and licensed jewellers.

The Bank sells gold of high quality i.e. 24 carat 999.9 assay in bar forms
of 1,000 grams, 500 grams, 250 grams, 200 grams and 100 grams and in grain forms
to industrialists and licensed jewellers.

The selling prices of industrial gold are based on the international
market price.

Dodo Gold Bullion Coins

As from the 12th November 1988, Mauritius started the issue of the Dodo Gold
Bullion Coins which are minted by the Royal Mint in 22 carat gold. The coins are
available in four denominations, namely : one ounce with a face value 0f 1,000 Rupees,
half an ounce with a face value of 500 Rupees, quarter of an ounce with a face value
of 250 Rupees and one tenth of an ounce with a face value of 100 Rupees. The coins
are legal tender.
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The Dodo Gold Bullion Coins are on sale at the Bank of Mauritius, the
commercial banks and at the duty free shop at the airport in Mauritius. They are
also marketed overseas by the Royal Mint of the United Kingdom.

The selling price of the coins are based on their gold content at international
market price.

EXCHANGE CONTROL
Exchange Control is administered by the Bank of Mauritius.

There is no restriciton on payments and transfers for current international
transactions.

Liberalisation of Exchange Control

As a further step towards liberalisation of Exchange Control, the following
changes have been made with effect from 1st July 1988:

(i) Powers have been delegated to Authorised Dealers to approve applica-
tions for the transfer of funds in payment forimports of goodsin Mauri-
tius or the establishment of any credit in favour of non-residents in
respect of imports of goods into Mauritius up to any amount.

(ii) The emigration allowance made available to residents of Mauritius
who leave Mauritius to take up permanent residence abroad has been
increased from Rs 100,000.— to Rs 200,000.— per family unit.

(i1i) Residents of Mauritius are authorised to use International Credit
Cards for making payments whilst travelling abroad.

Also with effect from 24th June 1989

(a) The basic personal travel allowance has been increased to £ 2,000.—
per person every two years, and

(b) The basic business travel allowance has been increased to £ 200.— per
day, inclusive of entertainment allowance.

2. ADMINISTRATION AND STAFF MATTERS

Administration

The composition of the Board of Directors and Senior Officials of the
Bank is given in Appendices V and VI respectively of this Report.

The number of staff members of the Bank stood at 229 as at end of June, 1989.
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Training Courses and Seminars

The Bank continued its policy of staff training during the year ended June

1989. Several members of the staff attended various Courses and Seminars as
shown below :

(a) Techniques of Economic Analysis, . M.F. Institute, Washington.
(b) - Balance of Payments Methodology, I.M.F. Institute, Washington,

(c) Monetary Analysis and Financial Programming, African Centre for
Monetary Studies, Dakar,

(d) Commonwealth Equity Fund, London,

(e) Asia/Pacific Seminar for Central Banks on Foreign Exchange Ma-
nagement conducted by the Security Pacific Merchant Bank, Singapore.

(f) 5th International Conference for Banking Supervisors (Tokyo).

During the year the Bank also participated in the following meetings:

(a) The 12th Meeting of the P.T.A. Clearing and Payments Committee
and the Meeting of the Eastern and Southern Sub-Regional Committee
of the Association of the African Central Banks held in Arusha,

(b) The 13th Meeting of the P.T.A. Clearing and Payments Committee and
the P.T.A. Inter-Governmental Committee of Experts,

(c) The Biennial Meeting of the Association of African Central Banks held
in Freetown.

Overseas Missions

In September 1988, the Governor accompanied by the Director of Research,
attended in West Berlin the IMF/IBRD Annual Meeting.

The Governor accompanied by the Assistant Director of Research attended

in March 1989 a meeting of the Governing Council of the African Centre for Monetary
Studies in Dakar.

In June 1989, the Governor accompanied by the Director of Research
attended the Annual Commonwealth Central Bank Governors’ Meeting at the

Bank of England and the Annual General Meeting of the Bank for International
Settlements in Basle.

In March 1989 the Managing Director attended in Tokyo the NOMURA
Tenth Central Bankers Seminar.

Visits

Two missions from the International Monetary Fund visited the Bank in
October 1988 and April 1989. Both missions, headed by Mr. R.C. Williams,
had discussions with the Governor and Senior Officials of the Bank.
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REPORT OF THE AUDITORS PURSUANT TO SECTION 44 OF

THE BANK OF MAURITIUS ACT 1966

We have audited the attached Balance Sheet and Accounts of the Bank of
Mauritius, dated 30 June 1989, which are in agreement with the books and records
of the Bank. and report that we have obtained all the information and explanations

necessary for the purpose of our audit.

We report that the profit for the year ended 30 June 1989 has been ascertained
in accordance with Section 11 of the Bank of Mauritius Act 1966, and on this basis
the Accounts give, in our opinion, a true and fair view of the state of affairs of
the Bank at 30 June 1989, and of the results of its operations for the year

then ended.

KEMP CHATTERIS
Chartered Accountants

27 November 1989
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4. National Income and Production

4.1

4.2
4.3
4.4

4.5

4.6
4.7
4.8

Gross National Product of Current Factor Cost
(by kind of Economic Activity)

Distribution of the Gross Domestic Product at current prices
Expenditure on Gross National Product at current prices

Gross Domestic Product at constant prices
(by Kind of Economic Activity)

Composition of Gross Domestic Fixed Capital Formation
(at current prices)

Sugar Production and Yields
Sugar Production and Disposal

Electricity: Production and Consumption

Prices, Employment and Earnings

5.1
5.2
5.3
5.4

Consumer Price Indices

EPZ Enterprises — Employment by Industrial Group
Employment by Economic Activity

Average Monthly Earnings by Industrial Group

Public Finance

6.1
6.2
6.3

Government Recurrent Budget
Government Capital Budget

Central Government External Debt.

Notes

The following conventional signs are used:
N.A. Not Available
. Negligible
— Nil
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