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Local Economy Market Overview

Real GDP growth is projected to moderate to 2.9% in 2026, compared to
3.2% last year. The resilient financial and insurance services sector is
expected to remain the main engine of the country’s expansion. Non-sugar
agriculture should continue to perform well, contrasting with the stagnation
anticipated in the sugar industry. Tourist arrivals, so far, appear resilient
compared to peers in the Indian Ocean region, registering a positive growth
from January to May 2026, compared to the same period last year,
notwithstanding the slight drop witnessed since the onset of the war. Growth
in wholesale and retail trade is expected to moderate, reflecting higher
freight, shipping and production costs, amidst a higher inflation
environment. After contracting in the first quarter of the year, activity in the
construction sector should be supported by ongoing infrastructure and
property development projects over the coming periods, alongside the initial
phase of renewable energy implementation, though higher input costs will
weigh in the balance.

Risks to the outlook continue to be tilted to the downside. Despite an
improvement in geopolitical conditions in the Middle-East, the situation
remains volatile. On the local front, the impact of “EI-Nino” could compound
the effects of the drought period in Mauritius, resulting in higher inflation.
Furthermore, execution risks still prevail with regards to the announced
budgetary measures.

Headline inflation has hovered just above the 4% mark during the past
months. Moving forward, the indicator is expected to pick up gradually,
reflecting the effect of prior price increases amidst the impact of the war,
and the introduction of specific Budgetary measures. Nonetheless, an
extension of the Price Stabilisation Fund could partially cushion these effects.

On the fiscal front, the budget deficit is estimated to stand at 6.0% of GDP as
at June 2026 and public sector gross debt at 87.8% of GDP. The authorities
are aiming to bring debt below 80% of GDP by FY2028/29.

Externally, the country faces a structural trade deficit which continues to
translate into net FX sales. The Balance of Payments registered a deficit in
the first quarter of 2026, owing to net outflows in direct investment and
other investment while being partly offset by strong portfolio inflows and
significant improvement in the current account balance.
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Following a 7.1% decline in Q1, the SEMDEX recovered with a 1.5% gain in
Q2, leaving the index down 5.7% year-to-date. In the second quarter, the
initial market support on the back of an easing of the Middle East tensions
was overshadowed by the uncertainty ahead of the 2026/27 Budget in June,
with the index down as much as 1.9% by 19 June. Market sentiment
subsequently improved (+3.4%) as investors responded positively to several
business-friendly measures announced in the Budget.
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In contrast, global equities delivered a strong quarterly performance, with
the MSCI All Country World Index up 14.7% in MUR terms, fueled by
investors’ optimism over Al capex, strong corporate earnings and de-

escalation of the Middle East conflict. Foreign Investor flows (MUR m)
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On a relatively brighter note, after
several consecutive quarters of net
outflows, foreign investors’” flows
turned positive in Q2 with a net MUR
268m inflow. This turnaround was
largely driven by MCBG, which
attracted net foreign purchases of
MUR 284m during the quarter.
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On the domestic fixed income front, performance was negatively affected by
the upward shift in the yield curve which was triggered by the unexpected
increase in the policy rate of 25bps during the second quarter of 2026.
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Market Outlook and Portfolio Positioning Equity Market Overview

The outlook for the remainder of 2026 remains mixed. Uncertainties from
both the global and domestic fronts could continue to weigh on market
sentiment with elevated energy prices likely to keep inflationary pressures
high and growth moderate, while the recent 25bps rate hike could weigh
on upcoming local corporate earnings. The upcoming Moody’s sovereign
rating review also remains an overhang at the back of investors mind.

Nevertheless, the 2026/27 Budget's focus on expanding and modernising
public infrastructure as well as the proposed measures for key sectors like
tourism and the blue economy, could support overall economic growth
prospects and corporate profitability. In addition, SEMDEX’s valuation
metrics remain relatively attractive, with a forward P/E ratio of 5.8x (vs 3Yr
avg: 6.6x) and a current dividend yield of 5.7% (vs 3Yr avg: 4.9%).

In this context, we maintain our neutral stance on equities, favoring
selective companies that continue to display attractive valuations alongside
diversified sources of earning whilst taking a cautious stance on sectors
facing near-term headwinds.

On the local fixed income asset class, we maintain our cautious stance.
Current yields on the medium term tenors represent adequate entry points
but longer-terms appear overpriced given the risks posed by elevated
inflation expectations, which is projected to hover above the BoM’s target
range of 2-5 per cent. The Central Bank already proceeded to one rate hike
but given the downward revisions to growth and higher inflation, further
monetary policy actions remain uncertain. Still the term premium is
relatively low, making the risk-return profile offered on longer-term papers
less attractive. We therefore remain cautious on the duration of the
portfolios, favoring the 3-7 years maturities. On the corporate segment,
latest result releases point to stable earnings for the big issuers. We
continue to maintain a selective approach to companies with good
fundamentals.
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SEMDEX sector performance
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At sector level, notable Q2 gainers were Financials and Hotels clawing back
gains of 4.2% and 3.8%, to narrow their year-to-date losses to 2.9% and 4.0%,
respectively. On the other hand, Commercials, Investments and Industrials
further extended their YTD 2026 losses with yet another lackluster quarter.

The financial sector rebounded in Q2, driven by MCBG’s strong price
recovery from MUR 401 to MUR 430 (+7.2%). Notably, 4.5% of its quarterly
gains came on the back of the Budget on 19 June. In contrast, SBMH declined
by 3.0% after trading ex-dividend on 3 June. Looking ahead, the banking
sector should stand to benefit from continued credit demand arising from
planned infrastructure projects and incentives for housing and solar energy
initiatives. Moreover, the proposed introduction of a resolution regime
should benefit the banking industry. In the insurance sector, a 5% premium
tax on short-term general insurance policies was introduced in the Budget
and will take effect from January 2027.

After a volatile Q1 (-7.5%), the hotels sector reversed course in Q2.
Supported by a strong set of earnings, most listed hotel groups posted gains,
with SUN rising 10.1%, NMH 5.0%, and LUX 1.1%. However, with forward
bookings still lagging y-o-y following the recent Middle East tensions, the
sector will be looking for support from the new connectivity initiatives like
the addition of Corsair and Ethiopian Airlines as well as the increased
destination visibility measures outlined in the Budget.
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Most of the large conglomerates posted quarterly declines with ER Group (-
12.5%), IBL (-6.0%) and Terra (-5.5%) apart from Medine (+8.7%) and CIEL
(0.0%). However, the outlook for the conglomerate segment remains mixed.
Whilst the construction-related entities should benefit from the rollout of
infrastructure projects announced in the Budget, the removal of the ability
to offset unused tax credits against the CCR levy is expected to increase the
tax burden for listed companies. In addition, the commerce segment may
face margin pressure from higher excise duties on sugar-sweetened
products and plastic bottles.

Key corporate actions during the quarter :

* Bluelife was among the quarter’s top performers, gaining 7.7% following
Bloomage’s voluntary offer at MUR 0.75 per share, which garnered an
acceptance rate of 74%.

* Grit shares were temporarily suspended since 30 April 2026 due to the
company’s inability to publish its audited financial statements within
prescribed deadline.
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However, the yield curve repriced by only 10 to 20 bps, compared to the
25bps increase in the key rate, reflecting the persistence of excess liquidity
within the banking system. There was a tightening trend during Q2 where
excess liquidity hovered around MUR 20bn in April and May . By the end of
June, excess liquidity had declined to around MUR 14bn, signaling continued

liquidity absorption efforts by the BoM.
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The local fixed income market faced headwinds during the quarter, as
heightened tensions in the Middle East fueled inflationary pressures
through higher global commodity and energy prices. This mainly prompted
the Monetary Policy Committee (MPC) of the Bank of Mauritius (BoM) to
increase the key rate by 25bps to 4.75% at its 20 May 2026 meeting, to
mitigate the impact of the imported inflationary pressures on the Mauritian
economy, given its significant dependence on external trade. The rate hike
resulted in an upward shift of the yield curve across maturities.
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To note, the outstanding stock of BoM instruments increased from MUR
96bn at the start of Q2 to MUR 99bn as at 26 June 2026, representing net
issuances of around MUR 3bn during the period.

Amt outstanding as of Net Issuance (+)/ Amt outstanding as of

e 03 April 2026 Maturing (-) 26 June 2026
BoM Bills 64,200 3,250 67,450
BoM Notes 19,000 0 19,000
5-Yr Emerald Bonds 7,230 -57 7,173
BoM Bonds 5,900 0 5,900
Total 96,330 3,193 99,523
Source: BoM

As announced in the latest Budget, the Government will introduce two long-
term bonds with maturities of 25 and 30 years to extend the sovereign debt
maturity profile. However, details regarding the issuance size have not yet
been disclosed. The implementation of the new pension fund (NPPF) may
become an important player and compete for the already scarce supply of
local debt instruments.
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Corporate bond issuance activity was relatively modest during Q2. The period
was characterised by growing interest in sustainable finance, highlighted by
CIM’s proposed green bond issuance of MUR 2.3bn.

Forty Two Point Two successfully issued around GBP 76m of secured debt
denominated in MUR and GBP via Mauritian capital markets. The notes were
rated AAA by Global Credit Ratings Limited and listed on the Stock Exchange
of Mauritius.

Currency Market Overview

USD, EUR & GBP vs MUR (30 Jun 2025 = 100)
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During Q2, while the MUR appreciated against the Euro by 0.5%, it weakened
0.2% and 0.4% against the US Dollar and the British Pound respectively. The
BoM intervened thrice, selling a total of USD 40m at a weighted average rate
of MUR 46.86.
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