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THE TEPID YEAR

ECONOMIC P

ERSPECTIVES FOR 2023

Prelude

«The end of the low intel

s opposed to our ‘HOT YEAR' expectations for 2022 at
the time of writing last year, at this point of time, we expect
Athe economy to soothe and so a relatively ‘TEPID' 2023,
While authorities expect GDP at market prices to surge more
than +7.2% this year, we prudently estimate that a +5.8% to + 6.1 %
band may plausibly tum out as a more realistic figure (the IMF's
estimates are at + 6.19%); especially since the IMF has consistently
been downgrading its global economic growth projections since the
beginning of the year.

The Russo-Ukrainian conflict, sub-par growth associated with a
debt and real estate crisis in China, weaker than expected growth
inthe US and Eurozone are all being cited as GDP dampening va-
riables. In consequence, while global GDP growth has again been

revised downwards to approximately + 8.29% for 2022, 2028 pro-
jections are weaker at +2.7%,

As expected earlier during the year, the price shocks emanating
from global supply chain disruptions have normalized and global
commodities prices’ have weakened by -30% on average. Interna-
tional freight prices, as denoted by the Baltic Dry Freightos index,
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have weakened -609% since their November 2021 peaks. An easing

of the global supply of semiconductors / microchips remains a good
indication of the resumed but most im|

portantly, normalized global
€conomic output.

Despite the current strong dollar environment, we expect infla-
tionary pressures to subside in 2023 from the higher mathematical
base of 2022 but most importantly resutting from a rapid interest

rate tightening to counter inflationary pressures in developed and
leading emerging economies,

The tightening,
started to weaken d
(e believe that this
good for imported o

coupled with unsustainably high prices have
lOmestic consumption in developed economies
is a very short-term impact); which is cyclically
ost push inflatlonary environment.

' Considering the foregoing, Mauritius shall also invariably very
likely feel these global Pressures

¢ e with weaker than expected econo-
mic growth in 2022, 2023 GDp growth, at this stage, is being
Projected at + 5.1%; assumin,

énd accommodfiﬁon Segment as well as sustained infrastructure
investments; which are however, fikely to abate in 2023 /24.



Revival of tourism likely to lead the

economic recovery as travel is expected
to surge in 2023.

As of September of 2022, 638,332 tourists had visited the is-

~ land. This compares favourably and showcases an encouraging

+12% growth as opposed to the 570,085 tourists’ inflows for the

corresponding period in 2019 (pre pandemic); which we expect to
be maintained in 2023.

However, as rightly being prudently disclaimed by the IATA, “....
inflation and higher interest rates may eventually begin to dampen
the pent-up demand for air travel”” As at the time of writing however,
ourdiscussions with relevant authorities and industry participants and
research / monitoring of numerous lagging and leading indicators are
pointing to a stronger 2023 / 24 in terms of travel cargo numbers;
which shall likely be net-off positive for our local tourism industry and
by extension; hopefully for our Rupee.

remain ively ker though

For the first 7 months of the year until July 2022, tourism earmings
levelled at Rs 30. 4 billion, circa -129% weaker than the Rs 36 bilion
tourism revenues registered in 2019. Adjusted for the circa-25% deva-
luation versus the USD since December 2019, our net tourism receipts
remain therefore roughly -379% weaker than in 2019 in Rupee adjugted
terms (yes, the revival of the profitability levels in the domestic tourism
& accommodation industry, in Rupee terms — is misleading fron'} an
inflation / foreign currency translation net organic growth perspe.ctlve),

This partly explains the tighter foreign exchange regime in the
county, yet again this year (notwithstanding the fact of toimatiey
than bankers' are naturally tightening the tap, hoarding their precious
foreign currencies, and shorting the Rupee further). Unle.ss t‘he le
recommendations are followed through; the Bank of Mauritius (‘ BOM)
recapitalized and the Rupee stabilization mechanis.ms ef‘fecnvely r‘e-
viewed, itis challenging o envision the BOM continuing to ".ﬁerven]e o
more significant extents (we had estimated total intervention to c z.aar
our backlogs and stabilize the Rupee to the tune of usD 27 Th?r;

and increasing) unless foreign exchange inflows improve ”Ta_te”a y al?
i stage, We think they are indeed likelyto) To that end  © 2%
mportant for domestic local tourism groups torepatriate helixte
Cross border(s).

. All market interventions have until noW:
:e:‘p"’afy in nature (but they did factually helpal
'St market, to a certain extent)- o
~ Considering the historically high US doliar ite s'gn'fﬁz:iy_
IMproveq carry versus the Rupee (the delay in tightening

; tic FX
tary Conditions domestically) and the backlog In the domest!

clearly been extremt.e\y
lleviate the ‘artificial’

market, the tight FX regime is likely to remain intact until at most
H223 (best case).

The above fundamentals signal that Net Revenues per room
(REVPAR)) in the industry still needs to recover and tick higher. In-
flationary pressures have indeed been burdening disposable income
in our main tourist markets. Most importantly both the psyche and
propensity of spending by travellers were affected. Ceteris Paribus, it
is very likely that REVPAR numbers (in Rs terms only) actually improve:
in 2023 (notwithstanding tighter policy rates globally and domesti-
cally, weaker economic growth rates coupled with higher-than-ave-
rage oil & gas prices intemnationally - resulting from the prolonged
and unresolved Russo-Ukrainian conflict and strategically motivated
production cuts by OPEC +).

Translated into tourism earings, we are likely to therefore remain
far from the record Rs 64 billion of revenues in 2018. For 2022, we
expecta minimum of Rs 53. 5 billion worth of revenues; which should
slightly improve the domestically tight FX liquidity situation.

15t COVID-19 ‘Free’ Xmas season: A Silver lining

Macau casino numbers have also been improving so far this year
after a complicated start to the season with domestic lockdowns in
China and international travel numbers (regional Asia Pacific) feeling
Europe’s geopolitical turmoil.

Forward booking rates for cruises and hotels worldwide seem
healthier for year-end (in alignment to the forward booking trends:
domestically). It is also important, in support of our outlook for the:
industry, that we consider the fact that this Christmas will be the
first true ‘free’ Christmas after the COVID-19 worldwide restrictions
of 2020/ 21.

As of June 2022, Global air passenger demand had recovered
+ 76.2% year on year ("YOY') while still hanging roughly -18.6%
weaker as opposed to pre pandemic levels; which is encouraging.

With China reopening and as Asia Pacific travel recovery gains
traction, we expect numbers to sustain their recovering trajectory
in 2023, notwithstanding increased US — China geopolitical diver-
gences with regards to Taiwan.

It is important to note that the easing of travel & lockdown res-
trictions in China (as well as the easing of the previously disrupted
global supply chains) are likely to equate to good news for world
trade and air cargo volumes in the coming months.

However, the impact of a high inflation and rising interest rates
will work against this expected recovery and here we need to closely
monitor policy rate developments. Should the tightening be stubbom-
ly aggressive, economic recovery is likely to be derailed; especially if
the anticipated price decreases do not translate into a much weaker
inflationary environment.
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Prudently, a Stronger 2023 for tourism

Our base case for 2022 is slightly weaker than the 968,442
tourist arrivals we were anticipating last year. While still achievable,
we believe that at base, tourist arrivals for 2022 shall likely hover
around the 904,193 marker; surging past the million-marker post
with in excess of Rs 60 billion of revenues hopefully in 2023,

From roughly 3.8% contribution to domestic GDP 2022, we
expect GVA contribution of accommodation & tourism to have ex-
ceeded 11.25% in 2023,

Here we prudently assume a strong recovery from traditional
European markets but mostimportantly, from China, India and Russia,

The Mauritius Financial services industry to deal with the
normalization of rates & a worrying risk of Moody’s junk
downgrade
Following the much-anticipated exit of Mauritius from the Fi-
nancial Action Task Force (‘FATF) grey list in October 2021, the
Mauritius Financial services industry now faces key fundar;1 -
tal issues; not least the normalization of monetary conditi eh
the economy and the risks of another sSovereign credit fnts‘ .
downgrade (and therefore) pulling the sovereign credit t'a o
Mauritius further and deeper down into the infamous e
trophic JUNK category. el Catas
As clearly and explicitly ex, lained i i
in 2022, we strongly belie)\//e t:at sigl:nar:;:v‘:ous g
avoided at all costs. The risks of a ‘Fin:
be played with: especially given the re|
of our Central Bank.

_ grade shoylq be
ancial Tsunamj! sho

; uld
atively ‘weak’ oot

balance sheet
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) for roughly 129
dustry accounts 0 of G

This kegv;:h rates of circa +6% expected in 9095
industry irﬂ’/o in 2023. The projected weakening cong
ning to +4: < with an impending Moody's downgrag
he|ghten98 s risks from the country),
higher G

ning of institutions’ is complicated to resoyg in thy

With
1R,
. |-
iderg the

d risk: e (anu%

C deposits outflow

Weake!

hort term , f 'S cred
s Aluding tothe Moody's downgrade of our country's Credit gy

ision for the downgrade to Baa3 (sta.ble) was Primeriy g ing,

the c?ecl kening of institutions, amongst which the indepeng S
toa weal el and public institutions, the central bank as we|
e Judmafrymonetary and fiscal policy mismatches.
account ?Nh“e acreditworthiness motivated downgrade (offiscal el
can ft;leorivéalt by showcasing fiscal discipline'mr?ugh afiscal consiy
plan (and action) (supportedbya ‘matherlnahcal recovery ofthe deby
a5 the GDP recovers more 1han dgbt issuance growth), the 'qua[ny ;
institutions’ assessment metricis significantly more. ‘subjective’ S Werend
toshowcase astronger commitment towards the Improveme.m bt
cially the unquestionable independence of our country’s key st

Improving these institutional mgtncs as well as th§ subjective
‘perception’ is relatively more complicated and less straightforwarg,

This is where a clear commitment from the country’s Executi\,e_
showcasing structural, judicial, and macroeconomic reforms shal|

likely hopefully help, but not only.

B

Growth in the GBC segment likely to stall

For 2022, we expect Financial and Insurance activities segment
to progress by +4% (+4.6% in 2021) with weaker than expected
growth in other financials, monetary intermediation and Insurance,
reinsurance, and pensions.

As an impending Moody's downgrade loom onto our heads, se-
veral institutional funds shall likely place our jurisdiction on increased
monitoring and red flags shall be raised as we unreasonably mess with
the risks of a non-investment grade rating. To say the least, is worying.

Hence, new number of funds creation is likely to stall. Risks offund
closures and GBC deposits outflows are real and palpable across
the industry.

Furthermore, we should also understand that the tightening of
monetary conditions throughout the developed world after years of
loose to negative monetary conditions shall invariably result in tighter
capital liquidity globally, including our main FDI markets (and so the
essence of tightening money supply). In consequence, capital and
Investment outflows should normally be expected as global interest
rates normalization gains traction,

This supports our weaker growth anticipations for the finanddl
Services industry in 2022 / 23,

~ What we most fear is that the leading developed centra banks
tighten in excess of what is needed: such that a delicate equior™
between balancing outeconomic growth, low unemployment, heahh.y
consumption, and the persistently high inflationary environment s i
Else, the bankers' risk deepening a recessionary cycle and et

2 anaemic economic growth; which may be tricky to deal with-
. o t,hls stage, we see the rate hikes as on the right trajectoy d

Nomalisation’ after all these years,
then;l;m\‘l‘:;ﬁi“i#eﬁng the global economic deceleration, pncesg'd,r
S <;f intere; s Very hkely- to materialize in 2028 and 0 a o
it defauits g rates tightening; which shall clearly be posiive?
Proonged g z abate .to more reasonable levels. Else, n :}:uhs :
traction: sxers QgreS§|ve tl.ghtemng, we fear these cn?drt d o
" specally for highly indebted sovereigns and private compa™

ain



to remain stable
19% ofthe finan®

rance segment

about 9

sactor ypically generates dtoRs 10/

B mwpb‘llionin 2020,88 PPOSE. 000
GVA,Rs 105 bl rdsRs11_1bl|||0ﬂ

VA to filt towards | . ement O
201 OVVgimiogs /24 (assuming an improv
Rs 11.3bi

3 aker in
e likely to be we
ing which, the numbers ar icosin 2022/ 25,

with the cautious outiook for financial serv

i inues to be highly motor insu-
r Theg et Tosz r;r;z:jnéf:sy:roer:z:\s inthe general insurancz
o Ifs\:ed by the Accident & Health (29.3%) and Property :
sé(}agsr:eai:‘;)%g ;%) Wye expectthe accident & health gmm;':);n;r/n;g
e b the industry in 2021 to stabilize in 3
mf;?g;quﬁe Liability Insurance anq Ggamnlee segtr;:r:::
to maintain positive growth. Life insurance IS !rkely to main "
growth trajectory in excess of 8% for 2022 wh;{e 2023, we e»(pain
a slightly +6.8% weaker industry growth. Pen§|ons should rem: ;
healthy while the Linked Long-Term Insurance is the one segment
in Long Term Insurance showcasing double digits growth numbers
(+18% in 2021, +13.5% est. for 2022 and 11.8% in 2023).

Prudent outlook as Moody’s risks loom

While the financial & insurance industries have historically been
robust and so stable, the risks pertaining to another credit rating
downgrade to the JUNK status is major, of great concern and the
markets as well as GBC / Banking business activities are likely to
price in the same, to a more palpable extent, over the next few mon-
ths; and so, our prudent but stil relatively positive note on the sector.

The B:

woes:
ned credit default risks

Our banking sector and monetary outlook for 2022 have so far
materialized this year with the nomalization of interest rates finally
under way.

At the time of writing, the REPO had already been tightened
10 3% from a low of 1.85%. It did take fecommendations from the
IMF, Moody's et Aland came absurdly late. We still remain farbehind
thel curve. With GDP growth expected in excess of +60, (+7.2%
estimated by the Bank of Mauritius — ‘BOM) in 2020 (ikely to s'ettl
around +5,6%) and a year on year (‘YOY') Cpj inflation at an ¥
trolled 129% as at August 2022, real interest rates remain ab A
negative (and so impoverishment), S

ofinterest rates & heighte-

We maintain our recommendation,
(‘l‘(RR’) should have already been at theséttfstO/t: Ie o
mic as well) and at those KRR levels, o
certainly be tickled byt healthy,
foregoing, we ©expect fastand agg
75 Basis points, followed bya
before the end of the first qu

Repo Rate
(pre Pande-

Thereon, Weakene
inflation numbers shoul
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credit default risk environment pressuring non-performing loans in-
dustry numbers higher.

Credit growth to decelerate in 2023

As of August 2022, and in line with the historical low interest rates
environment coupled with the MIC risks sterilization in the economy
(and restart of economic activities), total credit growth (excluding
GBCs) in the economy had surged + 8%. This compares favourably
against a credit growth of +4% in 2021 and +2.7% for the corres-
ponding period of the same year.

Of note that the significant improvement in credt growth was
reasonably on the back of a higher extension of credit to private
hotfseholds (which now represents circa 38.5% of total credit allo-
cation versus 37.8% in December 2021 and 36.3% in 2020)) and
more specifically the housing segment (which represents 70% of

total private household credit. A clear progression from 66.6% as
of December 2020).

ronn\\/;l:t hs: e d‘?no.te_ that the historically low interest rates envi
surge in va;ess Iqu'd'_ty.a"d heightened confidence has led toa
housing Credi(:aﬁes. 1Thls IS substantiated by the +13.5% growthin
the correg : Ocat|9n Versus +109% growth in 2021 (+3.9% for
the tota| 0,232 "9 period in 2021); momentum much higher tha?
2022 We unlj 9rowth to private households of +10% as of AUQ.uSt
o i erstand that relatively higher nominal savings r(.esumng
VID-19 Prudence mood and travel bans, low interest

Ment opportunities fueled some mortgage refinancing

rates ang invest
at muy, ’
Ch lower rates inthe €conomy as well

Total i 2
it extension likely to cool down in 2023

From ¢ h
globa| eco::r:'e relatvely pigher mathematical bases of 2022 I°
environmept inlc SoWdown ang considering the tighter interest rates
2023, we expect total credit growth to cool @ a

2023; hover;
A erlngAaround the 6.506 marker: stil in excess of GD
expectatlons for 2003 '
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Notwithstanding which, we expect net interest margins in the
banking sector to improve as the excess domestic liquidity environ-
ment maintains a relatively competitive cost of funding (and savings
/ deposit rates) for the industry while the tightening of monetary
policy and slightly heightened credit default risks pushes funding
costs relatively higher.

GBC deposits to come under pressure as a Moody’s
downgrade looms over Mauritius

GBC deposits in the banking sector maintained its growth
momentum as Mauritius exited the FATF grey list in 2022. As of
December 2021, GBC deposits had grown +19.2% to reach circa
USD 13.1 billion (Rs 574 billion) from USD 11 Billion (Rs 440 billion)
as of December 2021.

These are systemically high levels for our country with GBC
deposits representing roughly between 30%-40% of total banking
deposits and circa 25% of total banking assets of our banking sys-
tem (in excess of 110% of our GDP)). Its underlying impact on our
balance of payments (BOP’) and international reserves is critical
and so any major pressure should be monitored. The time series
progression is likely to come under pressure as risks of a Moody's
downgrade looms.

We reiterate that while fiscally (mathematically), our sovereign
credit rating's outlook may be positive (in our humble view), demons-
trating a clear improvement in the quality of our institutions and our
macroeconomic policies remain overly subjective and therefore dif-
ficult to assess, improve and demonstrate in the very short term,
For that we need clear commitments of structural as well as iudiciai
changes in the system by the ruling executive and these, are et t
be seen; hopefully ahead of the next assessment. e "

Until such time that we remain Baa3; we remain on the Junk i
and fund managers / administrators are likely to face complia i
and therefore heightened risks of outflows. This is a reality. g nf:e
tightening, while a Rupee stabilization is warranted, a clear; esPl.te
tion is still war afar under this credit downgrade rigk econ:fprema_
We reiterate that such a downgrade shall likely result in a
tsunami' which Mauritius should avoid; AT ALL COST|

sphere,
‘financial
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” ent up d to cool off r
TheT'I:':Q"'Os; ggricuitural output recovery aligned the ECO.;‘OT:‘RM
ally with the uptick coming from a resumption of ‘Dy

d accommodaﬁon activities. 2021 saw growth in the ceily
an o of +7.1%0; which should cool off towards circa 4o 2’5 o
T:ZS;‘Q and +1.75% in 2023 (notwithstanding any major Cl’ima‘\e

d constraints):

tarting; €sPECi U,

relate!

We the industry continues to ‘de-sugar c‘:ultivation areas and .
netize land assets on their f.re‘e cash flow ?lghflbalanc? shects
expect production to maintain its downgrade spiral. While we opect
total sugar production to hover around 238,000 tf)nnes in 2029,y
number is more likely than not ?o hover weaker in 2023 with dber
produce to grow circa +83.2% in 2022 .a?d +2.8% in 2023 G
resumption of tourism activities and less so baseq N
announced budgetary measures towards increasing agricultural o
putand increased agricuttural ‘sufficiency’ — which from a realisti caly
administrative and operations perspective remains complicated),

We humbly do reiterate that Credit allocation in the banking
system should increasingly be focused‘ @ other Crops, anima|
production, hunting & related service activities but also fishing and
aquaculture instead of sugarcane (and that the current credit alloca-
tion segregation is seemingly unsustainable — in that most (> 68%)
credit allocation in agriculture is weighted towards sugarcane whie
the same contribution to GVA is terribly and increasingly marginal).

on account of

Challenging 2023 on the horizon
for Construction & Real Estate as
inflationary constraints wean off amidst

an increasingly bubbled up industry

While the construction industry had grown by circa +22.7%
in 2021, we expect a flatter 2022 (+0.80%) growth in 2021; with
a deceleration plausible in 2023 as the sector bubbles up andas
major infrastructure spending decelerates; in a relatively tighter
monetary environment.

With global freight prices cooling off in excess of -60% and
global commodity prices -29%, we expect a short to medium term
peaking of construction prices; a silver lining. Of note that of Sep~
tember 2022, the construction CPI had increased by yet another
+9.5% (still weaker than the +12.49% registeredin the 2021 calendar
year). We expect the already observed momentum decline to gain
traction going forward.

While more competitive building costs should be supportive 0 2
entire industry, a lack of new enterprise and job creation, coupledwih
atighter interest rate environment is likely to affect growthin 2028.

Tota'l Credit extension to the construction industry has recovered
fs;)r fzr‘ this year (+5.3% as of August 2022 versus a slump of 181%
e same corresponding period in 2021). Credit extension 10
:Jefs‘;ijrgjlal bzil§ings maintains its downward trend with a decre2%
i r.ec 2 V( 6% in 2021) while extension to non-residential segme;z
s uer:e: froma -39% catastrophic decline in 2021 10 +1:]|S
restaura?n: I 022 (cred'.t extension to hotels, stores, shopPind mabh;
e Da 'S0 recovering year to date (‘YTD') by a commend
0 (:35% for the corresponding period in 2021). The figures i

shi h i
oWease anet positive credit allocation growth of +8.4% fo offic®



buildings (cooling off from the +23% recovery of 2021).

As we head into 2023, we maintain our positive outlook solely
on the warehousing building constructions / renovations as our pro-
jections of the space need remains positive. On a prudent note, the
global economic slowdown is likely to temper with the outiook and
the entire industry shall again be overly dependent on central go-
vernment financed infrastructure spending and budgetary incentives.
Industry players are to monitor a certain tightening of credit extension
(especially to space construction); going forward.

Net rental yields in Mauritius to remain under pressure

Total credit extension to real estate as opposed to a+25% reco-
veryin 2021 and a +26.4% growth as of August 2021 had decele-
rated -13.2% in 2022 (and this despite the increase in mortgages)-
With inflation at +12% in September 2022, one can easily unders-
tand the challenging environment from an inflation adjysted ngt real
yield perspective in the Real Estate Segment. We remain negative on
office real estate and maintain our stable outlook for the re§|der.1tual
and foreign sales (villas) driven real estate activities; espeually ina
context wherein we understand that massive bubble continues
to be fuelled in the office real estate segment. A number ?f emptly
buildings in Ebéne and sub-par occupancy ratesin Port Louis clearly
demonstrates the same and is increasingly worrying:

On the high-end luxury villa segment, we note that vacar:c:ds tar:\:t
a sharp drop of resales are raising eyebrows. We unders :ndered
the ‘high' prices practiced in our oarlier IRS' years have P
the resales market even more complex where a number <; ?ed
end investors have started to exit at an inflation and 'cost‘s :if::;lsnt!y
weaker NET sales price. With the Rupee’s devaluation slghi s
dampening these initial investors' retums: cgrtaln m.\d t|0 be?ng e
Phase - || & I, etc. development. phases aré increasingly

on hold (some developments being stalled, are further pressuring
prices in certain gated communities turning more and more into
‘ghost towns' and this is clearly worrying for the sector, as a whole).

The banking industry’s entire credit (and collateral) allocation
1o office / smart city - construction and real estate is increasingly
worrying and in our humble opinion an overweight which should
be rebalanced. The budgetary impetus for residential real estate is
supportive but to what extent; considering that more than 82% of
the domestic population are already at least ‘1 house' owners. Actual
commissioning and construction of mass market cheap residential
housing is likely to gain traction and should be expedited by the
executive; especially as the tighter interest rate environment

In light of the above, we remain prudent on the sector in 2023
and even 2024. We believe that Mauritius is undergoing a cyclical
change in its real estate segment; which is likely to impact other
ancillary sectors in 2023 and beyond.

Postlude

The normalization of rates in the global economy. globally, after
more than a decade of low to negative interest rates and sustaining
economic recovery shall be the key considerations, in 2023.

Domestically, we expect a tepid and increasingly economic era
starting to fold.

ANNEAU

Anneau estune gréée etrégle-
mentée parla Financial Services Commission (FSC’) a Maurice.
Télephone: 2141717

Site Web: www.anneau.co

S

TOP 100 COMPANIES 2022 - MAURITIUS

xcvii



