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Five years ago, the island state of the Seychelles was on the brink of economic
disaster. It was drowning in debt, growth has come to a halt and its output from

its mostly state-owried industries had shrunk to a trickle. Drastic measures were
needed and the administration of President James Michel bit the bullet and set into
mation a wholesale set of reforms. Wanjohi Kabukuru tells the story of what has
been dubbed an economic miracle.
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ive years ago the phrase
F“irafflu: jam” was umn:
known in the Seychelles.
Not any more. Today traffic
snarl-ups are a daily night-
mare in the capital, Victoria.
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What has changed in a span of
five vears?

What has happened is that
the Sevchelles transformed its
econeny from a state of near col-
lapse into what can be regarded
as a boom. This has opened new
opportunities and spawned a vi-
brant wealth stream in the island
nation. The growth of high-end
residential estates, for example,
is becoming one of the fastest on
the continent.

But the situation was very dif-
ferent around 2006. It was clear
that Seychelles was headed to-
wards a financial meltdown and
only an economic miracle would
stem the tide. Critical medical
supplies were missing in hos-
pitals, currency controls neces-
gitated long quenes at banks and

international suppliers no longer
accepted letters of credit from
Sevchelles banks.

Government bureaucrats
and the private sector manag-
ers were becoming increasingly
hostile and adverserial in their
dealings as forex became scarce.
Seychelles was steeped in debt
and was facing a serious balance
of payments crisis.

The credibility of the Sey-
chelles government had reached
rock bottom. President James
Michel, who had just taken over
from President France-Albert
René some two years earlier,
was having a difficult time con-
taining the crisis. As a former
Vice-President and Minister for
Finance for decades, President
Michel knew was well aware of

the structural weaknesses in the
economy. Now, as president, his
political career was on the line

- and Seychelle's status as “the jew-

el of the Indian Ocean” seemed
like a bad joke. Michel was walk-
ing a tightrope and had to make
tough decisions. First, the econ-
omy had to be stabilized and the
free fall threat contained. Sec-
ondly, the political situation had
to be reformed as it was centrally
tied to the economy owing Lo
Sevchelles’ welfare-state form of
government. Indeed, for 30 years
the Seychelles government has
retained an unmatched welfare
system in Africa, largely sup-
ported by a socialist-style intense
state presence in the economy.
Right from independence in
1976, the economic model pue-
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sued by Sejehelles has been char-
acterised by heavy investments
in tourism and infrastructure
accompanied by steady income
growth. These investments led
to rapid growth of the tourism
seCtor, generating handsome rev-
enues which helped finance A fri-
ca's most comprehensive welfare
system and social service. Sey-
chelles citizens still enjoy some
of the highest per capita incomes
in Africa today.

This template for a remark.
able welfare state was designed
in the 19808 and was vigorously
pursued through extensive bor-
rowing from banks and an open
state involvement in the finan-
cial system. Between 1085 and
1990 economic growth averaged
6%. As tourism and fisheries be-
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| Left: Eden istand new estate.
Right: President James Miched,
engineer of the economic

| miracle.

came established in the 1ggas,
the economy recorded 2 steady
4.9% growth.

Hawever, with the passage of
time, the Seychelles aceumulated
an unsustainable debt which de-
pleted its foreign exchange re-
serves and it failure to honour
comamitments to creditors, The
debt mountain, between 1990
and 2000, brought stern trade
and exchange limitations,

During this same decade, its
strategic localion in the Indian
Ocean became of interest armong
the major powers, During the
Cold War period, both the Soviet
and the Western blocs wooed
Seychelles, The US military se
up a satellite tracking station in
La Misére, a district in Mahé,
which generated an $8m an-
nual fee for the Seychelles gow-
ernment. The US military fees
helped to cover fuel importation
expenses,

It is not just the US that was
interested in the Seychelles. The
Soviet Union, India, China, Cuba
and Maghreb nations were fall-
ing aver their themselves in
courting Seychelles with gifis
like scholarships, aid, loans,
grants and support for conces-
sional balance of payments. Pres-
ident René used this com rtship
to clear the country’s extended
spending and beef up invest-
ments in the Seychelles public
sector. Then perestroika came
knocking. The change of the
world order following the end
of the Cold War and the break-
up of the Soviet Union exposed
Seychelles’ vulnerability. Mat-
ters were not helped either when
technological changes forced the
US military to close down its sat-
ellite tracking station,

Both aid and grants (rom the
two main Cold War antagonists
were reduced to an unreliable
trickle. In these straitened cir-
cumstances, a commitment the
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The Seychelles
transformed its economy
from a state of near
collapse into what

can be regarded as a
boom. This has opened
new opportunities and
spawned a vibrant
wealth stream

Seychelles had made earlier to
construct new sports infrastruc-
ture in readiness of that year’s
Indian Ocean Games led it to
spend s3om and impose a further
serious drain on the Seychelles
economy.

They say troubles come in
droves. For the first time in Sey-
chelles, a black market for forex
emerged and speedily took root,
By 1903, all international credi.
tors suspended all lending to
Seychelles. Even with the dan-
ger signs, René did not pull hack
on his agenda of a thriving wel-
fare state. Government s pending
spiralled as the foreign exchange
crunch continued to hite,

Between 1995 and 2008, Bov-
ernment doggedly pursued its
s130m capital intensive public
Investment undertaking. This
involved grants to two state cor-
porations, the Seychelles Public
Transport Corporation [SPTC)
and the Public Utilities Corpora-
tion {PUC). Others grants went
to the East Coast Reclamation
Project (ECRP) and on roads,
sewerage, housing, water desali-
nation and distribution projects,

In April 2004, Michel toak

over after René stepped down
exactly two years before the
date of the next general elec-
tion. This move thrust Michel
into the limelight politically but
econamically he was sailing in a
leaking boat. On the one hand,
he had to bring the ECONOMY
back from the brink of collapse
and on the other, he had to win
popular support with the masses
in readiness for the 2006 general
elections,

Pulling back from the brink
Initially, Michel was seen a5 a
protégé of Rene and many ex-
pected him to stick to social-
ist model. In July 2008, Michel
won the elections. This win was a

« public endorsement and in more
ways than one redefined Michel,
He started 1o cut an image of be-
ing his own man and worked out
a formula to reform Seychelles’
economy.

In 2007 Michel tasked Dan-
ny Faure, whom he had just ap-
peinted as his new Trade and
Finance Minister, to work to-
gether with his principal sec-
retary, Ahmed Afif, to prepare
a strategy that would push the
Seychelles away from the eco-
nomic precipice,

After exploring all options,
it-was clear that only a radical
change of course was going to
save this island nation. For an
entire year, together with a team
from the IMF, the government
prepared a new departure for the
economy, It was the most radical
change to take place in Seychelles
in 20 years.

Fourissues were already clear
to Michel and the change man-
agers. One, the realisation that
the era of state controls and mo-
nopolies was over. Two, a com-
plete re-evaluation of Seychelles’
marine resources, mostly fisher-
ies, and how they benefited the
ECONOMY, was necessary, Three,
devaluation aof the Seychelles
rupee was the only answer
te a black market that offered
s0% and more premium to the
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major currencies, Finally, was
the aceeptance that privatisation
of state enterprises, reforming
the civil service, and removal of
universal subsidies to eliminate
budget deficits was a necessary
option, as well as the general lib-
eralisation of the ntarket vo allow
market forces to work.

But just as they were discuss-
ing the changes to adopt for the
economy, global recession kicked
in. Lehman Brothers, who were
the single largest commercial
creditor to Seychelles, filed for
bankruptcy. Seychelles’ financial
managers could not imagine a
wirse time. At the back of their
mind, the changes portended
various scenarios which were
politically and economically
uncertain.

Three hard choices were iden-
tified as the key priorities for
the government, They were the
removal of price and currency
controls to allow market forces
to drive and restore confidence
in the economy; a reversal of
budget deficits to pay accumu-
lated debt; and the creation of 2
surplus and the reduction of ex-
ternal indebtedness by repaying
private and commercial arrears.

While these decisions sound-
ed great to economic planners,
politically they were risky if mis-
handled. A dozen experts from
the IMF arrived in the Seychelles
in 2008 to team up with the Sey-
chelles’ team and draw up a re-
form timetable. But while the
econamic plan was belng crafted,
a similar outreach programme
was being devised to bring in
the private sector, convince the
public and influence the politi-
cal class to buy into the idea of
change.

But this change was not easy
even [or financial technocrats.
Francis Chang-Leng, who was
governor of the Central Bank
of Seychelles (CBS), resigned a
month before the reform pro-
gramme was unveiled, In his
place came in Pierre Laporte, a
former IMF insider whose task
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Right: Danny Faure, Trade and
| Finarmce Minister, one of the public
faces of change.

was to restructure the CBS in
readiness for the major changes,
The trinmvirate of Faure, ARf
and Laporte were the public faces
of change.

Before the launch, a public
education campalign, mass mobi-
lisation effected on different lev-
els of society, was carried out. On
the one front, there were media
experts explaining to the public
what the new changes meant; on
the other, the political class was
holding public meetings at the
distriet level. This was to prepare
the public to accept changes,
among them price increases on
essential commaodities, a market
forees-driven economy and re-
moval of subsidies from public
enterprises. Government was
now going to be only a regulator
and allow businesses to prosper
on their own.

Turnaround completed

The key aim of the reforms was
to boost private sector devel-
apment by reducing the state's
everbearing role in the economy,
to overhaul the monetary policy,
tighten the fiscal strategy and,
the most critical of all, to liber-
alise the existing exchange-rate
regime.

The IME approved a $28m
standby arrangement with a time
frame of 18 months. Shortly af-
terwards, the Waorld Bank and
African Development Bank
(AfDB) cautiously advanced in
excess of s30m in budget sup-
port. Soon other bilateral part-
ners such as Abu Dhabi and Eu-
ropean Union stepped in.

In Qectober 2008, President
Michel went on national televi-
sion and declared that the turna-
round had began. The next day
{1** November z008) the Sey-
chelles rupee (SR) was floated

and caused a depreciation of '

muore than so%. In December the
licensing of foreign exchange bu-

I was aware that |
was taking a massive
political gamble but

| was prepared to

do it hecause | was
convinced that it was
not only the right
thing to do but also
the enly option®

reaux began. By February 2009,
monthly inflation had been re-
duced from 25% to zero.

When Faure presented the
budget in 2009, he removed all
universal subsidies, lifted all ex-
change restrictions and freed all
interest rates, This, however, did
not affect low-income house-
holds and individuals. The gov-
ernment was adamant it would

not let go its income support.

programme to these groups de-
spite bough [MF and World Bank
conditions,

Foroverseeing such a success-
ful economic make-over, Faure
is now the Vice-President and
Laporte is the Minister of Fi-
nance, Trade and Investment,
his position at CBS having been
taken by Caroline Abel.

Before VAT was introduced
on 15 January 2013 to replace the
Goods and Services Tax (G5T),
& comprehensive tax reform was
rolled out, This included the in-
troduction of a personal income
tax to replace the social security
tax, broadening excise taxes and
limiting exemptions. Through
these lax reforms, distortions,

exemptions and differential sec-
tor treatment were eliminated.

The Seychelles’ five-year turn-
around is notable because it did
not dent essential services or stir
unrest even though government
employment reduced by 4% be-
tween 2o06-2009 through vol-
untary retirement,

The fisheries sector is also be-
ing reformed, with contracts fa-
vouring Seychelles’ economy be-
ing drawn, Seychelles’ status as
a tourist destination has not yet
diminished and a new approach
to cushion the island from un-
toward effects of the Eurozone
crisis are bearing fruit, with ar-
rivals from the Middle East and
mainland Africa, South America
and the Far East increasing.

By the end of 2010, the exter-
nal public debt had been reduced
to s483m, which is 49% of the
GDP, and current projections
indicate a substantial growth
by 2oms. Inflation has now been
contained and interest rates are
falling, Realistic assessment of
the situation, open exploration
of home-grown solutions, en-
gagement with outsiders for a
balanced approach, supporting
the key people running the re-
forms and an open-door policy
form the simple five-point plan
that stabilised and transformed
Seychelles in five years.

iy 2011, s the general presi-
dential elections were arouncd
the corner, President Michel was
advised to suspend the economic
reforms for short-term political
gains but he refused to waver
and instead turned the reform
agenda as his political platform.

“I was aware that | was tak-
ing a massive political gamble
but 1 was prepared to do it be-
cause [ was convinced that it
was not only the right thing to
da but also the only option to
extract Seychelles from the cri-
sis” Michel says, "We stayed the
course and did not waver not
even when confronted by the
exigencies of politics.” He won
the re-election. @
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