
Foreign Direc t Investmen t and Competitivenes s 

6.1 Introductio n 
Foreign direct investment (FDI) in the EPZ 
sector has played a pivotal role in the rapid struc-
tural transformation of the Mauritian economy 
away from sugar towards manufacturing for 
export over the last two decades. It has been an 
important engine of export growth, domestic 
capital formation, technology transfer and 
employment creation. This chapter examines the 
role of FDI in developing export competitive-
ness in Mauritius. It begins with an examination 
of recent trends in FDI in Mauritius and some 
Asian economies by industrial branch and 
investor nationality. It then analyses the deter-
minants of foreign investment in the country. 
Finally, it focuses on foreign investment incen-
tives and the effectiveness of foreign investment 
promotion efforts in a comparative perspective. 

6.2 Trend s in Foreign Investment 

Mauritus is one of the earliest economies in Africa 
to develop as a significant location for export-
oriented FDI in manufacturing; foreign investment 
now makes an important contribution to 
Mauritian economic activity. In 1995, the ratio of 

foreign affiliate employment to total employment 
in Mauritius was 27.7 per cent compared with 
5.5 per cent in Malawi, 3.4 per cent in Egypt, 2.5 
per cent in Kenya and 0.1 per cent in Algeria.40 

By the standards of Asian comparator countries, 
however, Mauritius has not been a significant des-
tination for foreign investment. Table 6.1 shows 
data on foreign investment inflows for Mauritius 
and Asia for 1985-90 and 1991-96. 

Mauritius attracted an average of US$ 18.2 
million per year in 1991-96, a small decline from 
US$ 22.0 million per year in 1985-90. In relation 
to gross domestic investment, The Mauritian 
reliance on foreign direct investment (1.9 per 
cent in 1991-95) is comparable to that of Taiwan, 
Thailand, India and Sri Lanka, but considerably 
less than Singapore and Malaysia. 

FDI inflows to Mauritius have grown rela-
tively sluggishly during the 1990s, at a time when 
flows to developing countries in general have 
been increasing dramatically. Total FDI flows to 
developing countries nearly trebled from US$ 
36.8 billion per year in 1988-92 to a historic 
record level of US$ 128.7 billion in 1996 (from 
21 per cent of global FDI to 37 per cent).41 If the 
present trends continue, FDI in the developing 

Table 6.1 Inflow s of FD I in Selected Countries(1985-96 ) 
(US$ mn and % of Gross Domestic Investment ) 

Mauritius 

Average annual inflows (US$mn) 

1985-90 2 2 
1991-96 18. 2 

Av. ann. inflows (% of GDI) 

1985-90 4. 5 
1991-95 1. 9 

Source: UN World Investmen t Report , 1997. 

Singapore 

2952 
5601 

593 
23.3 

Taiwan 

879 
1233 

5.1 
2.4 

Malaysia 

1054 
4660 

43.7 
21.3 

Thailand 

1017 
1935 

10.2 
3.6 

India 

169 
1132 

1.2 
1.5 

Sri Lanka 

37 
127 

6.9 
5.1 
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Table 6.2 Distributio n o f FD I Arrivals in Mauritian Manufacturin g 1985-1997 (US$ mn) 

Industry 

Textiles 
Garments 
Leather, rubber & plastics 
Fancy goods, maquettes 
&toys 
Precious stones & jewellery 
Electrical & electronic 
components 
Watches & clocks 
Miscellaneous mfg. 

Total manufacturing 

1985-89 
la) 

3.9 
5.3 
0.3 
0.1 

0.2 
0.2 

0.1 
2.8 

12.8 

Annual FDI Arrivals 

1990-92 
(b) 

1.2 
10.7 
0.8 
0.1 

0 
0 

0 
5.3 

18.2 

1993 

2.5 
1.2 
0.2 
0 

0.1 
0 

0 
1.4 

5.4 

1994 

2 
1.1 
0 
0.1 

0 
0 

0 
0.2 

3.3 

1995 

20.7 
0.6 
0.6 
0.1 

0.1 
0.1 

0.3 
1.2 

23.6 

1996 

0 
0 
0 
0 

0 
0.6 

0 
2.5 

3.1 

1997 

0 
0 
0 
0 

0 
0.3 

0 
1.5 

1.8 

Cumulative FDI Arrivals 

1984-89 
US$ Share 
mn % 

19.6 
26.4 

1.5 
0.3 

1.1 
0.9 

0.3 
14.1 

64.2 

30.6 
41.1 
2.3 
0.4 

1.7 
1.4 

0.5 
22 

100 

1990-97 
US$ Share 
mn % 

33.7 
22.4 
1.7 
1.1 

0.6 
1 

0.6 
16 

77 

43.7 
29.1 
2.2 
1.4 

0.8 
1.3 

0.8 
20.7 

100 
Notes: (a) Average annual FDI inflow, 1985-89. (b) Average annual FDI inflow, 1990-92. 
Source: Bank of Mauritiu s 

world may exceed that of the developed world 
within two decades. South, Southeast and East 
Asian economies (including those shown in 
Table 6.1) have been the largest developing 
country recipients of foreign investment, 
accounting for US$ 81 billion in 1996 (about 
two-thirds of total developing country FDI) while 
African economies (including Mauritius) only 
received US$ 4.9 billion. 

FDI in Mauritius is concentrated in manufac-
turing. However, manufacturing FDI has been 
more sluggish than total FDI since 1985. Table 6.2 
shows data on FDI arrivals in manufacturing by 
industry which was obtained from the Bank of 
Mauritius. Between 1985-89 and 1990-97, total 
manufacturing FDI fell from $12.8 million to $8.4 
million per year, a low figure by international 
standards. A major concern is that the declines in 
manufacturing FDI reflect sharp falls in inward 
investment in the traditionally most dynamic 
sectors for FDI, garments during 1991-97 and tex-
tiles during 1992-94 and 1996-97. FDI arrivals in 
manufacturing as a whole fell between 1993-94 
and 1996-97, but rose between 1990-92 and 1994-
95; the increase during 1994-95 should, however, 
be viewed with caution because it is due to one 
large textile project from India. 
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Table 6.3 To p Five Foreign Investors in 
Mauritius 1985-97 (US$ mn) 

Country 

Hong Kong 
China 
France 
UK 
Germany 

Total 

Total Investmen t 

1985-89 1990-9 7 

18.7 
1.9 
4.6 
3.6 
3.8 

32.6 

10 
1.9 
9.1 
4.5 
5.6 

31.1 

Annual 
Investment 

1985-89 1990-9 7 

3.7 
0.4 
0.9 
0.7 
0.8 

6.5 

1.2 
0.2 
1.1 
0.6 
0.7 

3.9 

Source: World Bank (1994a) and Bank of Mauritius. 

Low skill activities accounted for 98.1 per cent 
of the value of FDI actuals in 1985-89 and for 97.9 
per cent in 1990-97 while high skill activities 
accounted for 1.9 per cent and 2.1 per cent respec-
tively in the two sub-periods. There is thus little 
diversification and upgrading of FDI since 1985. 
Textiles and garments account for 72.8 per cent 
of cumulative FDI in 1990-97, followed by mis-
cellaneous manufactures (20.8 per cent), leather 
and rubber goods (2.2 per cent), fancy goods and 
toys (1.4 per cent) and precious stones and jew-
ellery (0.8 per cent). Within high skill items, 
electric and electronic components ( 1.3 per cent) 



Table 6.4 Sectora l Distribution of FD I in Malaysia and Thailan d 
(Share of Cumulative FDI Approvals by Value) 

Malaysia 

Sub-Sector 

Transport Equipmen t 
Basic Metal Product s 
Non Metallic Mineral s 
Electrical/Electronics 
Paper, Printing & Publishin g 
Food Industr y 
Fabricated Meta l Product s 
Textiles & Appare l 

Chemicals 
Rubber & Rubbe r Product s 
Other 

Top Foreign Investor s 

Transport Equipmen t 
Basic Metal Product s 
Non Metallic Mineral s 
Electrical/Electronics 
Paper, Printing & Publishin g 
Food Industry 
Fabricated Meta l Product s 
Textiles & Appare l 
Chemicals 
Rubber & Rubbe r Products 

Share 

19% 
15% 
12% 
12% 
11% 
6% 
5% 
3% 
3% 
3% 
11% 

code 

1,2,8 

4,1 
1,5,3 
1,4,5 
3,2,8 
3,1,2 
4,1,3 
4,6,1 
7,1,2 
4,1,7 

Thailand 

Sub-Sector 

Trade & Services 

Electric Appliances 
Construction 
Chemicals 
Finance & Bankin g 

Mining 
Metal & No n Metals 
Textiles & Appare l 
Machinery & Transport Equip . 
Food Industr y 
0ther10% 

Top Foreign Investor s 

Trade & Services 
Electric Appliances 
Construction 
Chemicals 
Finance & Bankin g 
Mining 
Metal & No n Metals 
Textiles & Apparel 
Machinery & Transport Equip . 
Food Industr y 

Share 

31% 
16% 
9% 
7% 
6% 
6% 
4% 
4% 
4% 
3% 

code 

N/A 
1,2,4 
N/A 

1,7,2 
2,6 
N/A 
N/A 
N/A 
N/A 

1,2,7 

Note: Malaysian data is from MIDA, covering 1985-93. Thai data from BOI for 1970-91. Countries define product segment composition of each sub-sector 
differently. Malaysia excludes FDI in hotels & tourist complexes. Method of calculating FDI is different i n each country. Codes: 1 = Japan; 2 = USA; 3 -
Singapore; 4 = Taiwan; 5 = South Korea; 6 = Hong Kong; 7 = Europe ; 8 = Australia. Strongly-export oriented activities (above 75% for export) are shaded. N/A 
= no t available. 

and watches and clocks (0.8 per cent) are both very 
small. Although electric and electronic components 
have declined slightly as a share of cumulative FDI 
in 1990-97 compared to 1985-89 and watches 
and clocks have increased. Given that these 
changes individual high skill activities are very small, 
the trends should be interpreted with caution. 

Inward investment in Mauritius has been dom-
inated by a handful of East Asian and European 
countries. Table 6.3 shows that the top five investors 
are: Hong Kong, France, Germany, UK and China. 
These five investors accounted for 40.4 per cent 
of cumulative FDI inl990-97 compared to 47.7 per 
cent in 1985-89. Hong Kong (by far the largest 
single investor, primarily in textiles, garments and 
sporting goods) has significantly reduced its annual 

investment between 1985-89 and 1990-97. Chinese, 
UK and German annual investment have also 
fallen. Meanwhile, France significantly increased 
its annual investment over the two periods. French 
investors are probably the most diversified and have 
entered garments, leather products, sporting goods, 
jewellery, watches and clocks and electronic com-
ponents. German investors have favoured textiles, 
garments and sporting goods while British investors 
have focused on textiles and garments. Apart 
from these, since 1990 there has also been some 
new Indian investment in textiles, some Malaysian 
investment in garments and some Japanese invest-
ment in fishing and processing of fish. 

It is interesting to note the contrast between 
Mauritius and Malaysia and Thailand in the dis-
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tribution and origin of FDI (Table 6.4). FDI in 
both the Asian countries has been concentrated 
in manufacturing: in Malaysia, it is clustered in 
transport equipment, basic metal products, non-
metallic minerals and electronics, while in 
Thailand it is more diversified, with trade and ser-
vices accounting for a large percentage. 

The main foreign investors in many of the 
leading sub-sectors are the same in both countries. 
Japan is the largest foreign investor, generally 
concentrating within resource processing indus-
tries (chemicals, paper, food); labour-intensive 
industries (electronics, electrical products, fabri-
cated metal products); and transport equipment. 
Of other OECD investors, U.S. favours banking 
and finance, mining and oil and gas industries, and 
has also been strong in electronics in Thailand, 
Malaysia and the Philippines; European investors 
concentrate in chemicals, food and other resource-
based activities; and Australian in mining and 
related activities. NIE outward direct investment 
tends to be mostly in light manufacturing activi-
ties: Korean FDI in footwear, clothing, wood 
products, and electronics/electrical products; 
Taiwanese in electronics and other light manu-
facturing, real estate and pulp and paper products; 
Singaporean in electronics, food processing and 
industrial infrastructure. 

FDI inflows in Sri Lanka have some similari-
ty with Mauritius, with over 81 per cent of 
investment in manufacturing (largely textiles, 
garments and jewellery). Such foreign investment 
is dominated by Japan and the East Asia NIEs 
(Hong Kong, Korea, Taiwan and Singapore). Sri 
Lanka's success in attracting light industrial FDI 
is noteworthy in view of the prolonged civil con-
flict; it may be traced to its open door policy 
towards FDI, unutilised MFA quotas, cheap English-
speaking labour, a reasonably efficient bureaucracy, 
and a good living environment for expatriates.42 

63 Determinant s of Foreign Direct 
Investment 

What explains the extent and pattern of inward-
investment in Mauritius? In general, international 

experience suggests that foreign investors go 
through a three-stage process to select a particu-
lar industrial estate location, as summarised in 
Table 6.5.43 

• The first stage is an analysis of the large 
number of the firm-specific variables which 
push or pull the investor to make the initial 
decision to invest (through relocation, 
expansion or consolidation) in a new 
offshore production location. 

• The second stage is the selection of an 
individual country where a number of 
national locational factors are examined, 
including such investment fundamentals as 
political stability, investment policies, 
physical infrastructure, skills, a low level of 
bureaucracy and red tape and the like. 

• The third stage, the search for a particular 
site within a host country, begins usually 
only once a particular country has been 
chosen. Depending on the needs of their 
particular business, investors will evaluate 
site suitability, distance from transport, 
labour and input sources, availability of 
local inputs & distribution network, 
reliability and cost of utilities services, lease 
rates and facilities, among other factors. 

The mission's interviews with foreign 
investors and the few available studies suggest 
that the determinants of foreign investment in 
Mauritius differ somewhat by industrial activity, 
market served and nationality of the investor.44 

Export-oriented FDI in textiles, garments and 
other simple, low skill manufacturing activities 
were attracted in the 1970s and early 1980s by 
cheap, literate and bilingual labour; reasonable 
labour productivity and industrial discipline; pref-
erential access to EC and US markets; political 
and macroeconomic stability; a low level of 
bureaucracy and a market-friendly business envi-
ronment. 

Agro-processing investments were induced 
by the availability of natural resources (like fish); 
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Table 6.5 Investmen t Location Decision-making Process for Foreig n Investor s 

Stage 1: 
Initial Decision to Invest 
in an Offshore Location 

Stage 2: 
Selection of National 
Location 

Stage 3: 
Selection of Individual 
Site 

Source: tall , Rao and Wignaraja (1996). 

varied micro climates; cheap labour and prefer-
ential access to the EC market. 

Investments in software activities, (particu-
larly in data entry and labour-intensive 
developmental work) were induced by cheap, 
literate, bilingual labour; a spring board to the 
African market; and a pleasant expatriate living 
environment.45 Hong Kong and French investors 
led the way and others followed. 

In the late 1980s and 1990s, however, there has 
been a significant erosion in the country's loca-
tional advantages. As highlighted in Chapter 5, 
labour costs have risen significantly, labour pro-

ductivity has declined, and absenteeism and 
turnover rates have increased. In addition, there 
is the threat of a reduction or gradual elimination 
of preferential access to the EC and US markets 
with the likely re-examination of the Lome Treaty, 
and there are indications that excessively cum-
bersome bureaucratic procedures (particularly on 
investment approvals and work permits for expa-
triate staff) are a barrier to more 
inward-investment. Moreover, Mauritius is facing 
increased competition from lower cost producers 
in Africa (Madagascar, Kenya and Zimbabwe) 
and Asia (China, Vietnam, Laos, Bangladesh, Sri 
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Location Decision-Making Stages Factors Affecting Location Decision-making Process 

• Bette r access to end-user markets 
• Globa l or regional production and supply strategy 
• Stayin g ahead of the competition 
• Lowerin g per unit production costs 
• Technologica l changes affecting competitiveness 
• Securin g access to raw materials 
• Gainin g access to technology or skills 

• Politica l and macroeconomic stability 
• Favourabl e foreign investment policies 
• Preferentia l access to target end-user markets 
• Adequat e physical infrastructure and transport services 
• Goo d supply of trainable labour and adequate skill base 
• Goo d supplier network and support services 
• Lac k of red tape and streamlined procedures 
• Competitiv e set of investment incentives 

• Physica l suitability of the site for industrial process 
• Distanc e from labour pools & transportation hubs 
• Availability , cos t and quality of area labour supply 
• Conditio n of transportation network and frequency and cost of ground, air 

& sea freight services 
• Cos t and quality of utilities 
• Acces s to raw material and other inputs 
• SF B and land lease rates and conditions 
• Facilities , services and amenities 
• Capabilitie s and reputation of management group 
• Goo d supplier network and support services 



Lanka and India). Of concern is the emerging 
trend that some leading Hong Kong and French 
investors, engaged in low skill assembly opera-
tions, have begun switching out of Mauritius to 
other low cost locations in the developing world. 
Interestingly, about half the foreign-owned firms in 
our firm-level survey indicated that they had begun or 
were considering relocating to other more attractive 
manufacturing locations in the developing world and 
Eastern Europe. 

In the medium-term, Mauritius must attract 
more FDI inflows to maintain manufactured 
export growth and employment creation. The 
quality of FDI also matters and it is essential for 
Mauritius to upgrade FDI from low to high skill 
activities. The East Asian experience has under-
lined the link between FDI and growth of 
merchandise exports, particularly for higher 
value-added manufactures. FDI has dominated 
industrial segment such as electronics and elec-
trical machinery; precision assembly and 
engineering; metal fabrication. The dramatic 
upgrading of manufactured exports from 
Thailand and Malaysia, starting from apparel, 
footwear, electrical appliances and simple 
machinery in the 1980s, to silicon wafer fabrica-
tion, telecommunications and office electronics 
machinery, and high-end electronics products in 
the 1990s - was directly the result of increasing 
sophistication of existing foreign affiliates of 
MNCs and sustained increases in new FDI. 

The mission's interviews with foreign 
investors shed some light on important structur-
al factors which may indicate why Mauritius has 
been unsuccessful in diversifying and upgrading 
FDI as compared with Malaysia, Thailand and 
other East Asian economies. These include: 

• An inadequate supply of industrial skills. It is 
increasingly recognised that a broad range of 
managerial, financial and technical skills are 
necessary to support enterprise competitive-
ness in skill and technology-intensive 
activities (especially those in electrical and 
electronics products, machinery and preci-
sion instruments) for export markets. While 
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MNCs can provide many high-level man-
agerial and engineering skills from abroad, 
this is expensive and does not compensate 
for a lack of skills in the shop-floor and tech-
nical labour force. Thus, East Asian host 
countries that have large supplies of trained 
and trainable labour (that is, with education 
and discipline to absorb new skills) have 
attracted more and higher quality FDI than 
Mauritius. 

• A lack of suppliers of raw materials, parts and 
components. With the adoption of lean man-
ufacturing methods, a base of competitive 
suppliers becomes of significance to attract-
ing FDI in industries that are highly 
linkage-intensive. In engineering and elec-
tronic activities, for instance, the 
availability of a range of local upstream 
industries and small and medium subcon-
tracting activities are vital to flexibility and 
cost competitiveness. The importance of 
this is rising as MNCs introduce manage-
ment techniques like just-in-time deliveries 
and total-quality-control to their affiliates in 
order to become cost efficient. In addition, 
the existence of a strong supplier base 
permits the host economy to reap more ben-
eficial spillover effects from MNCs and 
lowers the initial cost to foreign investors of 
setting up facilities there. Thus, East Asian 
economies with a strong base of suppliers 
have attracted more high quality FDI than 
Mauritius. 

• Limited technological infrastructure. The 
importance of an efficient physical 
infrastructure is for attracting FDI into high 
skill activities is evident. Less so is the need 
for a good technology infrastructure for 
sophisticated FDI. A capable technology 
support system with good standards, 
metrology, quality assurance and applied 
R&D institutions, able to undertake 
contract research and provide an 
information base, can allow foreign affiliates 
to carry out more advanced technological 
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tasks in the host country and raise the 
technological capabilities of local suppliers 
and competitors. Thus, East Asian 
economies with an efficient and 
comprehensive technology infrastructure 
have attracted more high quality FDI than 
Mauritius. 

• Inadequate local demand for high technology 
products. The constraints created by the 
relatively small domestic market in 
Mauritius and the lack of dynamism in 
African regional market are well known and 
has been addressed elsewhere in the report. 

Competing with the increasing number of 
emerging competitors in Asia and Africa for 
export-oriented FDI will require a more intensive 
effort from the Mauritius government than has 
been the case to date. Mauritius must actively 
target FDI in the manufacturing sector to upgrade 
the technology content of its non-traditional 
exports. This will require a keener understanding 
of the determinants of foreign investment, and 
the significant variations according to investor 
size, industry sub-sector and nationality. It will 
also require a streamlining of the investment 
policy regime; a radical transformation of the 
country's investment promotion strategy and 
MEDIA; and the development of a strong tech-
nical skill, supplier and technology institutional 
support base. 

6.4 Foreig n Investment Polic y Regime 

Investment incentives are widely used by devel-
oped and developing countries, with varying 
degrees of success, as an important element in 
their inward investment strategies. In the 
context of globalisation and increasing compe-
tition for FDI, many countries are now using 
fiscal, financial and other investment incentives 
to divert production from rival locations. There 
is a wide range of investment incentives in use 
and for simplicity, they can be divided into three 
categories:46 

• general incentives - those available to all 
promoted investments regardless of export-
orientation, industrial sector or other 
specific eligibility requirements; 

• incentives for promoted activities such as 
export manufacturing, high technology or 
strategic industries; and, 

• incentives for specific industries targeted for 
promotion, such as electronics, food 
processing, among others. 

While there are significant variations among 
the profiled countries, in general, most countries 
have tended to de-emphasise general incentives 
in favour of targeted activities and specific indus-
tries. The most common promote (i) export 
production; (ii) capital investment and industry 
upgrading; (iii) advanced technology industries; 
and (iv) project location in less developed areas 
or industrial zones. In most cases, the specific 
measures utilised include income tax holidays 
and reductions; targeted deductions, credits and 
allowances; import duty exemptions or reduc-
tions; liberal foreign exchange and capital and 
profits repatriation policies; personal income tax 
benefits for mangers; government grants; sub-
sidised credit; government equity participation; 
and other miscellaneous benefits. 

The investment incentive environment for 
Mauritius is still largely governed by the 1993 
Industrial Expansion Act. There are six main 
incentive schemes for foreign and domestic 
investors which are provided under the Act: 
Export Enterprise, Pioneer Status Enterprise, 
Strategic Local Enterprise, Modernisation and 
Expansion Enterprise, Industrial Building 
Enterprise, and Small and Medium Enterprise. 
Table 6.6 shows recent information on the 
general investment incentives and those for pro-
moted activities for Mauritius, one South Asian 
country (Sri Lanka) and three East Asian coun-
tries (Taiwan, Thailand and Malaysia). Other 
South Asian economies like India and Pakistan 
were excluded from the analysis because histori-
cally they have not been major recipients of FDI. 
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Recent tax changes have made the Mauritian 
package of investment incentives for EPZs very 
competitive in one major respect in relation to all 
the Asian comparators. EPZ firms in Mauritius 
currently pay no corporation tax over the life of the 
company (down from 15 per cent previously) 
compared to 3-8 year tax holidays in Thailand, 5 
year tax holidays in Taiwan and Sri Lanka, and 
low corporation tax rates in Malaysia. In the case 
of non-EPZ projects (e.g. those under the Pioneer 
Status Enterprise Scheme, Agricultural 
Development Scheme and Offshore Companies 
Scheme), Mauritius offers a reasonably attrac-
tive 15 per cent flat tax rate and a 10 year tax 
holiday on dividends as well as free repatriation 
of capital and profits for non-residents. The main 
advantages of low corporate tax rates is that com-
pliance and administration is much simpler than 
other schemes and it acts as a significant incen-
tive because it allows investors to keep a larger 
proportion of profits. However, particularly com-
pared to the East Asian comparators (Taiwan, 
Malaysia, Thailand), the Mauritius investment 
incentive regime has four major weaknesses: 

First, the limited extent to which Mauritius 
customises and fine tunes investment incentives 
to attract investors in targeted industrial activi-
ties. As discussed in Section 6.5, there is a long 
list of targeted industrial activities covering 7 
industrial sectors - printing & publishing, infor-
mation technology, jewellery, light engineering, 
pharmaceuticals, electronics and agro-industry 
- and the country's outbound investment mis-
sions are attempting to attract potential investors 
in these areas. However, the problem with the 
current approach is that it does not pro-actively 
gear up investment incentives to target industri-
al activities or major international investors. In 
a world of increasing competition for FDI, there 
may be a need to attempt to devise tailor-made 
incentives for a few particularly attractive poten-
tial investments. Success in attracting a few 
flagship MNCs in new areas is likely to translate 
into others showing interest in the country. 
Developed countries like the UK and the US 
have a long history of tailoring their investment 

incentives to attract specific activities and firms. 
Singapore is a famous example of an Asian NIE 
which has tailored its fiscal incentives to flag-
ship MNCs in specific industries as well as 
offering large government grants and govern-
ment equity participation. The lesson of the 
Singaporean experience is that these measures 
are typically not given in an unconditional 
fashion but are linked to specific performance 
requirements. In 1996, for instance, the 
Singapore announced a cash-grant based US$ 
357 million Innovation Development Scheme 
to attract MNCs in high-technology activities. 
The Economic Development Board also has a 
Co-Investment Programme which takes up 
equity positions in risky projects with foreign 
and local investors using a US$ 1 billion fund (by 
the end of 1995, US$ 410 million had been com-
mitted to about 24 projects). 

Second, the eligibility requirements for 
investors to qualify for the incentives are not 
clearly specified for some schemes. The best illus-
tration of this is the Pioneer Status Enterprise 
(PSE) Scheme which seeks to promote activities 
which "involve technology or skills which are 
above the average existing in Mauritius" and 
speed up technological upgrading. The require-
ments to be considered for an enterprise using 
higher technology or skills are not transparent 
and can leave room for administrative discretion 
and uneven application of incentives.47 In addi-
tion, there are no evident performance 
requirements. By early 1995, over 100 projects 
with varying degrees of technological sophisti-
cation have been awarded certificates under the 
PSE Scheme including those in watches and 
clocks, informatics, support services to jewellery, 
support services to printing and publishing, 
service firms and others. In contrast, the 
approach adopted by countries like Malaysia and 
Thailand is to govern access to incentive pack-
ages through very detailed list of eligible 
activities, specified at the 6-7 digit SIC level. 
These lists are revised periodically, in line with 
governmental priorities. In the case of Thailand, 
more labour-intensive activities are not allowed 
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to locate in the already well-developed Bangkok 
Metropolitan Area. 

Third, unlike the other comparator countries, 
Mauritius has generally not developed strong 
incentives to promote technological upgrading, 
increased local value-added, promote linkages 
with local industries, and facilitate research and 
development. This is especially true in compar-
ison with Singapore, Malaysia and Thailand, 
who have actively modified their incentives 
packages to support favoured activities. 
Moreover, they have augmented their tax incen-
tives with well-funded programs of technical and 
financial support to target industries. The gap 
between Mauritius and these countries is most 
evident with respect to support for R&D activi-
ties, manpower development and linkages with 
local industry: 

• R&D: Malaysia permits a double deduction 
of approved R&D expenditures; a 10 per 
cent industrial building allowance for 
specialised facilities; capital allowances for 
plant and machinery; double deduction of 
cash contributions made to approved 
research institutes; 5 year tax holiday for 
R&D companies, as well as permission to 
carry-forward accumulated losses to the post 
tax holiday period. While the offering of tax 
incentives to foreign investors ceases to be 
relevant in Mauritius in view of the 
permanent tax exemption granted, this 
increases the value of other incentives to 
engage in technological effort. 

• Manpower development: Malaysia and 
Singapore offer a double deduction of 
approved training expenses conducted 
within factories or at approved training 
centres, plus direct support from well 
administered central manpower 
development funds. 

• Development of local linkages. In addition 
to providing direct incentives to indirect 
exporters and local suppliers, Malaysia, 
Singapore and Thailand have well-funded 

Box 6.1 Eas t Asian Approaches t o 
Developing Industria l 
Linkages 

In an attempt to spread the technologica l 
benefits from inwar d investment , severa l 
East Asian economies have designed impres-
sive programmes to foster the creation o f 
intra-firm linkage s between MNC affiliates 
and local SMEs. Such programmes have con-
tr ibuted t o increase d loca l content , 
improved loca l technologica l capabilities , 
more employment and the creation of addi-
tional export capacity in these economies. 
Well known industrial linkage programmes 
include the following: 

• Production  Networks for Exports, 
People's Republic of China.  China devel-
oped networks of loca l suppliers by 
targeting local enterprises in selected 
provinces into training collaborations 
with MNCs, focusing on light industria l 
products, textiles, machinery and elec-
tronic goods for export. Over 200 rural 
export enterprises have benefited. 

• BUILD  Program, Thailand. Under this 
initiative, active match-making, broker-
ing, technical assistance and 
information dissemination activities 
are provided by the Thai BOI to 
encourage industrial linkages between 
MNCs and local industries. 

• Vendor  Support Program, Malaysia.  The 
Malaysian program isa comprehensiv e 
approach to upgrading local supplier 
capabilities. Debt financing is available 
on a preferential basis to participatin g 
enterprises, venture capital is provided 
to local firms. Technical assistance is 
encouraged through active collabora-
tion with MNCs, and industry-led 
training initiatives, such as the Penang 
Skills Development Centre. 
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Table 6.6 Genera l Investmen t Incentive s an d Incentive s fo r Promote d Activi t ie s an d Industr ies , 
Selected Countrie s 

A Genera l Investment Incentive s 

1. 
Corporate 
Taxation 

Sri Lanka 

Standard Tax Rate 

35% standard rate 
plus a surcharge of 
15% resulting in 

Mauritius 

Standard Tax Rate 

35% 

Malaysia 

Standard Tax Rate 

30% regular tax rate; 
40% for petroleu m 
companies 

Thailand 

Standard Tax Rate 

30% regular tax rate 

Taiwan 

Standard Tax Rate 

25% regular rate 

maximum rate of 
40.25% 

Taxable Basis 

world-wide income 
for resident compa-
nies 
locally sourced 
income for non-resi-
dent companies 

Taxable Basis 

resident and non-resi-
dent companies are 
taxed on their ne t 
profits earned in 
Mauritius 

Taxable Basis Taxable  Basis Taxable  Basis 

locally sourced world-wid e income world-wid e income 
income for resident fo r resident compa- fo r resident compa-
companies nie s nie s 

locally sourced locall y sourced 
income for non-resi- incom e for non-resi-
dent companies den t companies 

15% income tax rate 3- 8 year income tax 5  year tax holiday 
for 5 years for pro- holida y depending on wit h a four year 
moted industries geographica l location deferra l provision or 
under Pioneer Status Zon e 1 - 3 yea r a  five year period of 
or Investment Tax exemptio n for 80% accelerate d deprecia-
Allowance exporter s & those in tio n on productio n 

lEs and IZs; equipmen t 
Zone 2 - 3- 7 year 4  year tax holiday 
holiday for 30% wit h deferral provi-
exporters & those in sion s on expansion 
lEs and IZs; projects , or a 15% 
Zone 3:8 year investmen t credit on 

holiday & 50% reduc- suc h Projects 
tion thereafter for 5 
years 
exclusion of divi -
dends from taxable 
income during 
income tax holiday 

2. 
Income Tax 
Reductions 
& Holiday s 

None 15% flat tax rate and 
10 year tax holiday on 
dividends for compa-
nies operating under 
the (i) Pioneer 
Industries scheme; (¡i) 
Agricultural 
Development 
scheme; (iii) 
Industrial Buildings 
Incentive scheme; (iv) 
Export Services Zone 
scheme; (v) Film 
Development 
Scheme; (vi) Hotel 
Management scheme; 
(vii) Offshore 
Companies scheme; 
(vii) Offshore Banking 
scheme 

0 % income tax rate 
over the life of the 
company in EPZs and 
10 year exemption on 
income tax on divi-
dends 

3. 
Income Tax 
Deductions, 
Credits and 
Allowances 

Income Tax Credits 

none 

Income Tax 
Deductions/Investment 
Allowances 

200% deduction of 
overseas promotional 
expenses 

30% tax credit on the 
purchase of stock of 
companies engaged 
in non-sugar, agricul-
tural, shipping, 
industrial, manufac-
turing or tourist 
activities 

tax credit based on 
proportion of each 

Income Tax Credits Income  Tax Credits Income  Tax Credits 

None 

Income Tax 
Deductions/lnvestmen 
t Allowances 

Investment Tax 
Allowance: 60% of 
qualifying capital ex-
penditure for 5 years 

None 

Income Tax 
Deductions/Allowances 

Zone 3: double 
deduction of water, 
power & transport 
costs for 10 years 
from first sales date 
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None 

Income Tax 
Deductions/lnvestmen 
t Allowances 

5-20% deduction 
from income tax for 
investments in 
automation equip-
ment or 
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3. 
Income Tax 
Deductions, 
Credits and 
Allowances 
(Cont) 

200% deduction of 
R&D expenditures 
3 year, 100% deprecia-
tion allowance on 
plant, machinery and 
equipment 

Loss Carry-Over 
Provision 

indefinite loss carry-
forward period 

Reinvestment 
Allowance: 50% of 
capital expenditures 
100% industrial 
adjustment 
allowance 

accelerated deprecia-
tion for plants & 
machinery 

enterprise's export 
sales: 10-30% export 
sales receives a 30% 
credit; 30-50% export 
sales gets a 45% 
credit; exports above 
50% receive a 60% 
credit 
Income Tax 
Deductions/lnvestmen 
t Allowances 

50% initial allowance 
for plant (excluding 
building) machinery , 
equipment, and 10-
20% straight lin e 
depreciation 
additional 20% depre-
ciation for (i) capital 
expenditures on 
industrial premises 
and hotel construc-
tion; (ii) cost of new 
machinery or plan t 
expenditures on 
repair of premises are 
deductible 
200% deduction of 
qualifying export pro-
motion expenses and 
export credit insur-
ance premiums 

Loss Carry-Over 
Provision 

subject to certain indefinit e loss carry-
conditions, the previ- forwar d perio d 
ous year's losses can 
be carried-forward 
one year 

Loss Carry-Over 
Provision 

Zone 3:25% deduc-
tion from net profit s 
costs of project' s 
infrastructure and 
facilities 

5% depreciation for 
buildings & 20% for 
machinery 

Loss Carry-Over 
Provision 

net losses can be 
carried forward a 
period of 5  years 

technology, R&D 
outlays, training or 
international bran d 
image establishmen t 

Loss Carry-Over 
Provision 

net losses can be 
carried forward a 
period of 5 years 

no general reductions none , except for com- 100 % exemption for Zone s 1 and 2: 50% 4. 
Import Dut y o r exemptions except panie s engaged in 
Exemptions throug h EPZs, duty direc t or indirec t 

drawback scheme and export s under the 
other export mecha- EPZ , ESZ, Pioneer 
nisms Statu s schemes 

all goods not pro-
duced locally 
2% maximum duty on 
raw material import s 

reduction of duties 
on machinery with 
10% or above duty 
rate located in IE or 
IZ 
Zone 3:100% exemp-
tion on machinery ; 
plus 5 year, 75% 
exemption of raw 
and "essential" mate-
rials not produced 
locally 

100% exemption for 
raw materials, parts 
and machinery 
imports 
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5. 
Foreign 
Exchange 
Controls 
Capital & 
Profits 
Repatriation 

no exchange controls 
on current account 
transactions repatria-
tion of profits, 
dividends, royalties 
and interest are unre-
stricted, but subject to 
15% withholding tax 

Exchange Controls 

virtually no exchange 
controls -(¡) rupe e is 
convertible on 
current account; only 
capital transactions 
require authorisa-
tion; (ii) export and 
non-resident compa-
nies can maintain 
foreign currency 
accounts in Mauritius 
or externally; (iii) 
export and non-resi-
dent companies can 
borrow freely over-
seas 

Remittance and 
Repatriation Rules 

no restrictions on 
profits and royalties 
remittances, and 
capital repatriation, 
subject to exchange 
controls and with-
holding taxes 
EPZ and Pioneer 
Status companies are 
guaranteed free repa-
triation of capita l 
(excluding apprecia-
tion), profits and 
dividends 
withholding taxes for 
non-treaty countries 
are 20% on dividends 
and royalties 

no exchange controls 
on current account 
transactions 
no restrictions on 
repatriations 
85% withholding tax 
on royalties and 10-
15% on interest 
remittances 

no exchange controls 
on current account 
transactions 
no restrictions on 
repatriations 
5 year exemption on 
royalty, goodwill, divi-
dend taxes of 10% 

no exchange controls 
on current account 
transactions 
no restrictions on 
repatriations for FIA 
companies, subject to 
20% withholding tax 
on dividends 
FIA firms can repatri-
ate capital gains or 
capital within 1 year 
of start-up 

6. 
Personal 
Income Tax 
Benefits 

None None None None None 

7. an y company under Non e 
Other Sectio n 17 of BOI law 
Incentives creatin g 100 new jobs 

after 8/11/95 will be 
eligible to import a 
duty-free vehicle 
worth US$30,000 

capital gains exemp-
tion on real property 
held for a minimum 
of 5  years 
additional expor t 
incentives (through 
duty/indirect tax 

additional expor t 
incentives (through 
duty/ indirec t tax 
drawback, bonded 
warehouse, bonded 
manufacturing ware-
house, EPZ); export 

additional expor t 
incentives (through 
duty/ indirect tax 
drawback, bonded 
warehouse, bonded 
manufacturing ware-
house, EPZ); export 
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Sri Lanka Mauritius 

Other 
Incentives 
(cont) 

minimum investmen t 
entry requirement for 
foreign investments to 
receive BOI incentives 
is reduced from 
US$150,000 to 
US$50,000 
requirement to remit 
export proceeds to Sri 
Lanka within 180 days 
will "be relaxed" 

Malaysia Thailand Taiwan 

additional export 
incentives (through 
EPZ, bonded manu-
facturing warehouse, 
bonded warehouse, 
duty drawback/ 
exemption schemes); 
export credit guaran-
tee & insurance 
scheme 

drawback, licensed 
manufacturing ware-
house, bonded 
warehouse, free 
industrial zone, free 
commercial zone 
schemes); export 
credit, credit guaran-
tee & insurance ; 
export-import ban k 

credit, credit guaran- credit , credit guaran-
tee & insurance; te e & insurance; 
export-import bank EX-I M bank 

various provisions 
relaxing equity 
restrictions, nationali-
ty requirements for 
FIA companies 
national treatment 
and protections 
extended to FIA com-
panies 

B Incentive s for Promoted Activities 

Income Tax 
Reductions 
and 
Exemptions 

Export Manufacturing 
and Services Projects 
Using "Higher 
Technology" 

5 year profits & divi -
dends tax holiday for 
new & existing firms, 
followed by 15% tax 
rate for 15 years 
exemption from 
income tax on capital 
gains resulting from 
transfer of shares of 
an enterprise 

Large Scale 
Development Projects 
export-oriented & 
flagship companies: 
10-20 year income tax 
holiday for export-ori-
ented companies, 
followed by a 15% tax 
rate for 20 years 
no income or 
turnover taxes on 
income sourced from 
Sri Lanka for non-resi-
dent persons or 
partnerships engaged 

Export Activities 
EPZs-0% incom e 
tax rate over the 
life of the company 
and 10 year 
exemption on 
income tax on 
dividends 
ESZs-15% income 
tax rate over the 
life of the company 
and 10 year 
exemption on 
income tax on 
dividends 

Strategic Industries 

Pioneer Industrie s 
-15% income tax 
rate over the life of 
the company and 
10 year exemptio n 
on income tax on 
dividends 

Environmental 
Protection 

15% income tax rate 
for 5 years for compa-
nies involved in 
storage, treatment & 
disposal of toxic & 
hazardous wastes 

Research and 
Development 
5 year income tax 
holiday for compa-
nies undertaking R&D 
for a specified indus-
try; dividends to 
shareholders are tax 
exempt 

Small Scale Industries 

automatic Pionee r 
Status (15% income 
tax rate for 5 years) 

Strategic Industries 
10 year income tax 
holiday or Investmen t 
Tax Allowance 

Enterprises Relocating 
from Zone 1 to Zone 2 
3 year income tax 
holidays 
7 year income tax 
holiday i f they relo-
cate to IEs or IZsa 

Enterprises Relocating 
to Zone 3 
8 year income tax 
holiday, followed by a 
50% reduction for 5 
years 
Research and 
Development Activities 
3 year extension of 
income tax holiday 
period, not to exceed 
8 years b 

Priority Activitiesc 

8 year income tax 
holiday, regardless of 
location 

Export Activities and 
High Technology 
lower income tax 
rate for EPZ 
industries, 
exemption from 
VAT and commodit y 
taxes 

5 year holiday with 
four year deferral 
provision for 
enterprises in the 
Hsinch Science-
based Industria l 
Park 
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by the company 
non export-oriented: 
10-20 years, followed 
bya15%ratefor15 
years thereafter 

Projects Using Higher 
Technology, Not 
Meeting Export 
Requirement 

case-by-case decision 
by the BOI 

Projects Meeting 
Export Requirement, 
not High Tech 

15% tax rate for 20 
years 

High Technology 
Projects 

5 year income tax 
holiday or Investmen t 
Tax Allowance 

2.Income Tax Research  and 
Deductions, Development 
Credits & 200 % deduction of 
Allowances R&D  expenditure s 

Export Activities 

none for specific 
activities 

200% deduction of 
overseas promotional 
expenses 

Environmental 
Protection 

40% initial and 20% 
annual allowance on 
capital expenses on 
facilities for 
toxic/hazardous 
waste 

Research and 
Development 

50% capital allowance 
for plant & machin-
ery used for approved 
R&D for a period of 
10 years 
Investment Tax 
Allowance of 100% of 
R&D activities expen-
ditures of holding or 
affiliate companies 
for 10 years 
10% initial, and 2% 
annual Industria l 
Building Allowance 
200% deduction of 
cash payment for 
contracted R&D ser-
vices 

Training Activities 

Investment Tax 
Allowance of 100% 
for 10 years for com-
panies which 

Enterprises Relocating 
to Zone 3 

double deduction of 
water, power & trans-
port costs for 10 years 
from first sales date 
25% deduction from 
net profits costs of 
project's infrastruc-
ture and facilities 

Research and 
Development & 
Energy Conservation 

2 year accelerated 
depreciation for 
machinery designed 
for R&D, conservation 
energy 

20% deduction from 
income for R&D 
outlays 
5 year accelerated 
depreciation on pro-
duction equipmen t 
for firms in the 
Hsinchu Science-
based park 
15% investment tax 
credit for expansion 
projects in the 
Hsinchu Science-
based park 
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undertake technical 
or vocational training 
100% single deduc-
tion of cash 
contribution made to 
a technical or voca-
tional trainin g 
institution 
200% deduction of 
expenses incurred on 
approved training 
given to manufactur -
ing and 
non-manufacturing 
companies employing 
less than 50 workers 
10% initial, and 2% 
annual Industria l 
Building Allowance 

Small Scale Industries 

50% reinvestment 
allowance 

Research and 
Development 

accumulated losses 
during tax relief 
period can be 
carried-forward 

Export Activities 
200% deduction of 
export credit refi -
nancing premium & 
export promotio n 
expenses d 
10% initial Industria l 
Building Allowance 

3. 
Import Duty 
Exemptions 

For export-oriented 
projects 

100% exemption from 
duties & related 
charges on plant, 
machinery & equip-
ment, and on raw 
materials & other 
project related goods, 
for the life of the 
project 

For other projects 
100% exemption for 
duties & related 

Export Activities 

EPZs: exemption from 
customs duty, import 
levy and sales tax on 
plant, equipment, 
spares, raw materials 
and components 

Strategic Industries 
Pioneer industries : 
exemption for m 
customs duty, impor t 
levy and sales tax on 
plant, equipment , 

Small Scale Industries 
100% of duties on 
raw materials, com-
ponents, machinery 
& equipmen t no t 
available locally 

Environmental 
Protection 
100% of duties on 
raw materials, com-
ponents, machinery 
& equipmen t 

Research and 
Development Activities 
100% exemption from 
duties on machinery & 
equipment for 8 years 

Priority Activities 
Zones 1& 2: 50% 
import duty reduction 
on machinery subject 
to duty rates 10% or 
more 
Zone 3:100% import 
duty exemption on 
machinery 

Export Activities & 
High Technology 
Activities 
exemption from 
duties on raw materi-
al, parts & machiner y 
imports in EPZs and 
Hsinchu Science-
based Industrial Park 
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3. 
Import Duty 
Exemptions 
(cont) 

charges on plant, 
machinery & equip-
ment, and on raw 
materials & other 
project related goods, 
during the project 
implementation 
period, as approved 
by BOI 

spares, raw material s 
and components 

Export Manufacturing 

100% of duties on 
raw materials, com-
ponents, machinery 
& equipment no t 
available locally or of 
inadequate 
price/quality 

Training Institutions 

100% of duties on 
raw materials, com-
ponents, machinery 
& equipmen t 

4. 
Foreign 
Exchange 
Controls/ 
Capital and 
Profits 
Repatriation 

Export-oriented Non e 
projects 
exemption from 
Exchange Control Act 
ability to (i) operate 
foreign currency 
account; (ii) borrow 
offshore; (iii) access 
domestic credit 
market 
unrestricted repatria-
tion of profits and 
capital, subject to 15% 
withholding tax 

Large Scale 
Development Projects 
eligibility for exemp-
tion from Exchange 
Control Act 

None None None 

5 Export-oriented  Non e 
Personal projects 
Income Tax expatriat e employees 
Benefits receiv e 15% income 

tax rate during first 3 
years of project oper-
ation 

"Flagship Companies" 

expatriate employees 
receive a 15% income 
tax rate during the tax 
holiday period 

None None None 

6. 
Other 
Incentives 

Export-Oriented 
Enterprises Using 
Higher Technology 

exemption from the 
Import & Export 
Control Act 

Electronics, jewellery, 
and engineering 
firms are allowed to 
sell unlimited quanti-
ties in the domestic 
market. 

None Priority Activities 

no limit on the per-
centage of equit y 
held by foreign share-

low-interest financ-
ing, cash grants and 
venture capital 
investment in the 
Hsinchu Science-
based park 
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Export Activities 
duty-free imports of 
raw materials, inter-
mediate goods, inputs, 
and capital equipment 
available through 
various schemes adm-
inistered by the EDB, 
Customs and others 

various EDB schemes: 
(i) low cost financing 
up to Rs 1 million to 
meet 50% of certain 
export project costs for 
qualifying export man-
ufacturers and proces-
sors; (ii) equity 
investment for small 
scale exporters export-
ing at least 50% of pro-
duction; (iii) 
preferential loans for 
financially ailing 
export projects; (¡v) 
provision of Pioneering 
Status for qualifying 
export projects, provid-
ing for equity invest-
ment and 50% of costs 
of technical assistance; 
product design; seed 
planting material & 
breeding stock; airfares 
for promotion & train-
ing; 100% of freight & 
insurance costs of 
samples; 100% of cost 
of product testing; 50% 
of costs of export pack-
aging; 50% of advertis-
ing costs; (¡v) 80% grant 
assistance for Pioneer-
ing Export Project 
Ideas scheme; (v) cash 
assistance to SMEs to 
participate in trade 
fairs; (vi) preferential 
loans to SME exporters; 
among other schemes 

50% reduction in reg-
istration fee on land 
& building s for agri-
cultural holding s 
EPZ and ESZ firms can 
sell 10-15% of thei r 
production in the 
domestic market , 
with the permission 
of the ministry of 
trade 

Pioneer Status indus-
tries can sell 100% to 
the local market 
under certain condi-
tions 

holders that are sub-
mitted to the BOI 
within 1996 

equity capitalisation 
of investors ' patents 
or know-how in the 
Hsinchu Science-
based park 
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C Incentive s for Specific Industires 

1. Income Tax 
Reductions or 
Exemptions 

Large Scale 
Infrastructure Projects 

10-20 year tax 
holiday depending on 
project size, followed 
by 15% tax rate for 20 
years 

Small Scale 
Infrastructure Projects 

15% tax rate for a 
period of 7-10 years 
depending on project 
type and size 

Tourism, Recreation 
and Leisure Projects 
15% tax rate for 15 
years 

Agriculture Sector 
Projects 
5 year profits & divi -
dends tax holiday; 
90% export activities 
have an additional 
15% tax rate for 15 
years 

Dairy & Livestock 
Projects 
15% tax rate for 15 
years 

Training Institutions 
15% tax rate for 10 
years 

Mining and Non-
Renewable Resource 
Processing Projects 

case-by-case decision 
by the BOI and MOI 

Venture Capital 

100% income tax 
exemption for 
venture capital com-
panies 

Operational 
Headquarters 
Companies 

lower income taxes 
for operational head-
quarters companies 

Forest Plantations 

10 year income tax 
holiday 

Priority Activitiesc 

8 year income tax 
holiday, regardless of 
location 

Emerging Industries 
telecommunications 
information product s 
consumer electronics 
semiconductors 
precision machinery 
& automatio n 
aerospace 
advanced material s 
fine chemicals and 
pharmaceuticals 
healthcare 
pollution contro l 

Key Technologies 
optical electronics 
computer software 
applications of 
advanced materials 
biotechnology 
energy conservation 
advanced sensors 
industrial automatio n 
resource exploitation 

2. 
Income Tax 
Deductions, 
Credits & 
Allowances 

None Agriculture None 

5% allowance on fob 
value of agricultura l 
product exports 
50%/year allowance 
on crop planting & 
building/road con -
struction 

Venture Capital 

20% tax credit for 
investments in high-
tech or venture 
capital business for at 
least 2 years 
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2. 
Income Tax 
Deductions, 
Credits & 
Allowances 

accelerated deprecia-
tion of agricultura l 
buildings 

abatement incentiv e 
for integrated agri-
cultural project s 

Forest Plantations 

100% Investment Tax 
Allowance for 5 years 

Tourism 

10% initial and 2% 
annual allowance on 
capital expenditure 
on hotel building s 
double deduction of 
approved training 
expenditures 

Import Duty 
Exemptions 

Large Scale 
Infrastructure Projects 
and Export-Oriented 
Agriculture, Dairy & 
Livestock Projects 

100% exemption for 
duties & related 
charges on plant , 
machinery & equip-
ment, and on raw 
materials & other 
project related goods, 
for the life of the 
project 

Small Scale Infra-
structure, Tourism, 
Training, and Non 
Export-Oriented 
Agriculture, Dairy & 
Livestock Projects 

100% exemption for 
duties & related 
charges on plant, 
machinery & equip-
ment, and on raw 
materials & other 
project related goods, 
during the project 
implementation 
period, as approved 
by BOI 

None Priority Activities 
Zones 1& 2 : 50% 
import duty reduc-
tion on machiner y 
subject to duty rates 
10% or more 
Zone 3:100% impor t 
duty exemption on 
machinery 

None 
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Mining and Non-
Renewable Resource 
Processing Projects 

case-by-case decision 
by the BOI and MOI 

None 

Taiwan 

None 

4. 
Foreign 
Exchange 
Controls/Capit 
al & Profits 
Repatriation 

Large Scale 
Infrastructure, 
Agriculture Sector, 
Dairy & Livestock 
Projects 
eligibility for exemp-
tion from Exchange 
Control Act 

Tourism, Recreation 
and Leisure Projects 
eligibility for foreign 
borrowings to meet 
the cost of importe d 
operational items 
with the prior 
approval of the 
Controller of 
Exchange 

Mining and Non-
Renewable Resource 
Processing Projects 

case-by-case decision 
by the BOI and MOI 

Operational/Head-
quarters Companies 

ability to hold and 
operate foreign 
exchange account i n 
Malaysia 
ability to borrow 
freely in Ringgit up to 
a maximum of M$1 0 
million in Malaysia 
ability to borrow 
freely in foreign 
exchange overseas or 
in the Labuan 
Offshore 
International 
Financial Center 

5. Personal Large  Scale Non e 
Income Tax Infrastructure  Projects 
Benefits (<US$50  million) 

expatriate employees 
are subject to 15% tax 
rate during first three 
years of operation 

Large Scale Infra-
structure Projects 
(Flagship Companies 
>US$50 million) 
expatriate employees 
are subject to 15% tax 
rate during corporate 
income tax holiday 
period 

Small Scale Infra-
structure, Tourism, 
Training Projects 
expatriate employees 
are subject to 15% tax 
rate during first three 
years of operation 

None None None 
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Sri Lanka Mauritius 

6. Rubber  Products 

other cas h grant from ED B 
Incentives base d on volume of 

raw rubber used by 
exporters 

Gems and Jewellery 

preferential deb t 
funding for (i) techni-
cal assistance; (ii) spe-
cialist courses; (iii) 
product improvemen t 
programs from ED B 

Electronics 

Malaysia Thailand Taiwan 

None 

EDB cash grants limited 
to a maximum of 3% of 
fob value of annual 
exports or Rs30 million 
during first year of 
commercial operation 
for new investors; 
EDB cash grants limited 
to 3% of the increase in 
annual export value 
over the previous year 
EDB cash reimburse-
ments of various train-
ing and testing 
activities 

Spices, Essential Oils, 
Oleo Resins, Cashew, 
Herbs and Papain for 
Export 

EDB loans for 50% of 
buildings, machinery & 
equipment cost of new 
processing facilities & 
cultivation of value-
added crops 

Fruits, Vegetables,  Cut 
Flowers & Foliage 

EDB loans for 50% of 
costs to 
procure/produce inputs 
such as seeds, planting 
materials 
EDB loans for 50% of 
costs to procure/ 
produce inputs such as 
seeds, planting materi-
als for nucleus farms & 
contract growing 

None Priority Activities 

no limit on the per-
centage of equit y 
held by foreign share-
holders that is 
submitted to the BOI 
within 1996 

None 

Notes: 
a Thailand:  in  the  case  of  relocated  enterprises,  the  tax  holiday  period  starts  from  the  first day 

the relocated  enterprise  generates  revenue. 
b Thailand:  income  tax  incentives  for  R&D  activities  require  benefiting  projects  to  make 

investment in  R&D  activities  equivalent  to  the  income  tax  exemption.  Machinery,  equipment  & 
Thai personnel  used  must  be  approved by  the  BOI. 

c Thailand:  "Priority  Activities " are  (i)  basic  transportation  systems;  (ii)  public  utilities;  (iii) 
environmental protection/restoration;  (iv)  direct  involvement  in  technological  development  -
e.g., mould,  die,  jig,  fixture, casting  industries;  (v)  basic  industries  (tools;  cutting  tools;  grinding 
tools; sintered  products;  surface  treatment;  heat  treatment;  centres  for  precision  machining; 
electronic connectors;  Ni-Cd  &  rechargeable  batteries;  batteries  or  cells;  engineering  plastics. 

d Malaysia:  Eligible  export  promotion  expenses  include  (i)  overseas advertising;  (ii)  supply  of  free 
samples abroad;  (iii)  preparation  of  tenders  for  supply  of  goods  overseas;  (iv)  supply  of 
technical information;  (v)  exhibits or  participation  in  overseas  exhibits  approved  by  MITI;  (vi) 
public relations  expenditures;  (vii)  business  travel  expenses;  (viii)  accommodation  &  sustenance 
expenses (limited  to  M$200/day);  (ix)  cost  of  maintaining  sales  offices  abroad  for  promotion  of 
exports. 

e Sri  Lanka:  Export-oriented  projects  include  (i)  manufacturing  and  services  projects  using  higher 
technology; (ii)  large  scale  development  projects;  (iii)  projects  satisfying  export  requirement  but 
not using  higher  technology. 

Source: Sri  Lankan  information  from  "BOI  Incentives,  "  9  November  1995  and  "Incentives  for  the  Sri 
Lankan Exporter",  EDB.  Other  data  compiled  from  various  official  sources. 
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programs to develop linkages between direct 
and indirect exporters through direct 
financial support, provision of technical 
assistance, venture capital, and industry-led 
training initiatives (Box 6.1) 

Fourth, there is insufficient monitoring within 
Mauritius of the investment incentive regimes of 
competitor countries for foreign direct invest-
ment, particularly those in South and East Asia. 
The Commonwealth mission did not find any 
evidence of the existence of an up-to-date infor-
mation system for investment incentives (fiscal 
incentives, financial incentives and other incen-
tives) in competitor countries nor of local 
institutional capability within government to 
compute effective corporate tax rates.48 

To address these weaknesses, we recommend 
that Mauritius undertake a comprehensive appraisal 
of its investment incentives in a comparative per-
spective with a view to streamlining and modernising 
the foreign investment policy regime. Based on our 
preliminary work we feel that the appraisal 
should focus on the issue of providing a limited 
number of extra financial incentives (e.g. cash 
grants or equity participation schemes) for par-
ticularly attractive potential investments in the 
target industrial sectors; the issue of clarifying 
and simplifying the eligibility requirements for 
the investment incentive schemes (particularly 
the PSE Scheme); the issue of developing strong 
incentives to promote technological upgrading, 
increased value added, and local linkages; and 
the issue of creating an up-to date information 
system on investment incentives for competitor 
countries. 

6.5 Effectivenes s of Foreign Investmen t 
Promotion 

There is a wide range of functions which have 
been undertaken by investment promotion 
systems in developing countries, reflecting dif-
ferences in historical circumstances, policy 
emphasis, resource availability and the capabili-
ties of the government and the private sector. In 
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general, the primary functions can be grouped 
under four headings:49 

• investment approval and regulation (e.g. 
screening and approving investments; 
monitoring compliance; compiling statistics 
on investment impact); 

• investment facilitation (e.g. trouble 
shooting problems of investors; assisting in 
securing of all secondary licenses and 
permits); 

• research and development (e.g. investment 
policy impact analysis, policy development 
and advocacy, publications); 

• investment promotion (image building, 
investor services and investment 
generation). 

The foreign investment promotion system in 
Mauritius, which is highly decentralised and not 
under the preview of a single agency, currently 
involves three principal institutions:50 

• The Industrial Development Committee 
(IDC) screens all new foreign investment 
applications. This inter-ministerial 
committee, which is chaired by the Minister 
of Industry and Commerce and composed of 
representatives from at least 9 government 
institutions, only has the authority to 
recommend investment applications.51 Final 
approval to invest needs authorisation from 
the Prime Minister's Office and a host of 
secondary clearances are required from 
other government bodies. 

• A One-Stop Shop, created in 1990, which 
provides post-approval services to investors 
particularly to obtain various government 
clearances and permits to establish 
enterprises (including building and work 
permits and local authority licenses). This 
institution also provides information on 
available incentive schemes, advises 
investors on procedural issues and attempts 
to resolve bureaucratic problems. 
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• MEDIA which carries out foreign invest-
ment promotion and research and 
development activities. Formerly, MEDIA 
had a generalised investment promotion 
approach which highlighted the locational 
advantages which Mauritius has and did not 
emphasise specific activities or markets 
which offered the highest prospects of 
success. Recently it has attempted to shift to 
a more targeted investment promotion strat-
egy which focuses on 7 specific sectors 
(including printing & publishing, informa-
tion technology, jewellery, light engineering, 
pharmaceuticals, electronics and agro-indus-
try). With a small investment promotion 
budget of US$ 0.4 million in 1995-96, 
MEDIA commissioned studies highlighting 
investment opportunities in the target 
sectors, prepared promotional material, 
undertook outbound investment promotion 
missions, participated in overseas trade fairs 
and provided information to visiting over-
seas investor delegations.52 In 1994-1995, 
MEDIA organised five outbound missions to 
India, France, UK, Germany and the USA 
and serviced three inward investment dele-
gations from France, UK and India. It has 
also commissioned sectoral studies from 
overseas consultants on several target sectors 
and attempts to keep them up-to-date. In 
1996-97, MEDIA plans to carry out 8 out-
bound investment promotion missions 
(including ones to Malaysia, Hong Kong, 
India, France, Germany and Australia). 

The purpose of a country's investment pro-
motion system is clearly to attract concrete 
investments. Although there have been numer-
ous attempts, it is quite difficult to accurately 
gauge the effectiveness of a country's investment 
promotion efforts. Two summary indicators are 
shown in Table 6.7 for Mauritius and selected 
Asian countries. The investment realisation rate 
(i.e. the share of investment approval that is 
implemented in a given period) is an aggregate 
measure of effectiveness which is commonly used. 

The investment realisation rate in Mauritius is 
quite good; it is below established East Asian 
NIEs like Thailand and Malaysia, but above new 
entrants such as Vietnam, the Philippines and Sri 
Lanka. Another measure of effectiveness is the 
return on investment promotion agency (IPA) 
running costs (defined as the ratio of FDI to the 
annual IPA budget in a given period). This 
measure should be interpreted with caution 
because the figures do not take account of the 
share of investment which a given agency was 
actually involved in. 

Table 6.7 Investmen t Realisation Rates and 
Return on IPA Running Costs, 
Selected Countries 

Country 

Mauritius 
Malaysia 
Thailand 
Philippines 
Vietnam 
Singapore 
Sri Lanka 

Investment 
Realisation Rate (a) 

60% 
72.2% 
67.4 % 
58.2% 
48.7% 
N/A 

27.1% 

Return on IPA 
Running Costs (b) 

8.1 
481.8 
230.0 
500.0 
N/A 
276.0 

39.0 

Note: (a) Based on 1994 performance data. Figures for Mauritius are for 
1991-94 and for the rest are the latest estimates. 

(b) Ratio of FDI inflow to Investment Promotion Agency (IPA) Budget 
in1995. 

Source: Lall , Rao and Wignaraja (1996); UNCTAD (1996); Industry Focus, Jan-
Feb 1995 p. 4; BOI (Sri Lanka). 

Bearing this in mind, the return on IPA 
running costs in Mauritius turns out to the lowest 
among the Asian sample. A final measure of 
effectiveness is the number of site visits by foreign 
investors per outbound investment promotion 
mission. In 1995, for instance, there were only 
about 11.5 site visits by foreign investors per out' 
bound mission which is a small number by Asian 
standards.53 As a comparison, Sri Lanka and 
Bangladesh receive over 50 site visits by foreign 
investors per outbound mission. Thus, according 
to these simple measures of effectiveness, the record 
of the Mauritius foreign investment promotion system 
is rather mixed by Asian standards and there is scope 
for improvement. 
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Our discussions with foreign investors and 
the government have indicated several negative 
attributes in the current foreign investment pro-
motion system and strategy in Mauritius. 

Table 6.8 Averag e Processing Time for 
Foreign Investment Approvals in 
Selected Countries 

Mauritius 9-3 0 weeks 
Singapore 
Sri Lanka 
Thailand 
Indonesia 
Taiwan 
Malaysia 

3-4 weeks max 
4 weeks 
4-5 weeks 
5-6 weeks 
4-8 weeks 
8-12 weeks 

Sources: Enterprise-Survey of the Commonwealth Mission ; Asiaweek, 
October 13,1995 ; Lal l and Ra o (1995). 

First, there are relatively long delays in getting 
foreign investment approvals in Mauritius by 
international standards. Table 6.8 shows the 
average processing time for FDI approvals in 
Mauritius (from our enterprise survey) and six 
other Asian countries.54 The data indicate that it 
takes between 9 to 32 weeks to obtain approval 
in Mauritius compared to 3 to 4 weeks in 
Singapore, 4 weeks in Sri Lanka, 4 to 5 weeks in 
Thailand, 5 to 6 weeks in Indonesia, 4 to 8 weeks 
in Taiwan and 8 to 12 weeks in Malaysia.55 

Singapore is generally regarded as having one of 
the most rapid FDI approval processes in the 
World and, in some cases, approval is granted 
within one week. Impressionistic evidence sug-
gests that a major streamlining of approval 
procedures has taken place recently in Sri Lanka 
with an increase in the power and autonomy of 
the Board of Investment which has cut approval 
times down to a few weeks compared to several 
months previously.56 

The approval process in Mauritius involves 
several stages and seems over-elaborate. A foreign 
investor has to submit a detailed proposal to the 
Industrial Development Committee, receive 
further clearances from Customs and the 
Ministry of Labour and final authorisation to 
invest from the Prime Minister's Office. The 
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Industrial Development Committee stage gener-
ally takes about 4 weeks but major delays, 
sometimes lasting 12 weeks, seem to occur at the 
Ministry of Labour over the issue of granting of 
work permits to expatriate technical staff and at 
the Prime Minister's Office over the issues con-
nected with security clearances for workers and 
the foreign investor. In contrast, it takes only 
about one week to get an electricity connection 
and two weeks for a telephone connection indi-
cating that post-approval services are generally 
quite efficient. 

Second, the Mauritian new targeted invest-
ment promotion strategy contains serious design 
flaws which reduce its effectiveness. Table 6.9 
shows the details of FDI targeting strategies in 
Mauritius, Ireland, Wales, Malaysia and India. 
Ireland, Wales and, to a lesser extent, Malaysia, 
are generally regarded as having successful 
investment targeting strategies, while India has 
a largely passive and non-selective approach. 
The data on Mauritius is from the mission's 
interviews with MEDIA and data on the other 
countries are from Tillet (1996). 

On the basis of the information in Table 6.9, 
we ranked the overall effectiveness of FDI tar-
geting strategies in the five sample countries. The 
results indicated that compared to those of more 
successful countries (e.g. Ireland, Wales and 
Malaysia), the investment promotion approach in 
Mauritius could benefit from some "strategic re-
engineering". The data show that the targeting 
strategies of the three successful countries had 
several features in common: they tended to 
operate through longer planning cycles (typical-
ly 5 years) which gives sufficient time for the 
initiation, development and implementation of a 
strategic programme to take effect; they tended to 
set clear targets and have a range of monitoring 
criteria which facilitates transparent performance 
measurement; they tended to have a clear focus 
with defined target sectors and markets so that 
resources were effectively allocated; they tended 
to be very active in targeting potential foreign 
investors and developing long-term relationships 
with them in order to induce new investment. The 



Table 6.9 Effectivenes s of FDI Targeting Strategies in Selected Countries 

Criteria 

Length of 
planning 
cycle (a) 

Clear targets 
set? 

Number of 
primary 
target 
sectors 

Examples of 
target 
sectors 

Number of 
target 
countries 

Individual 
firms 
targeted? 

Market 
awareness of 
target 
sectors 

Overall 
rating (b) 

Ireland 

Long 

Yes 

5 

Electronics, 
software medical 
equipment, 
Finance services 

N/A 

Yes 

High 

1 

Wales 

Long 

Yes 

5 

Electronics, 
Plastics, Vehicles, 
Business Services 

4 main, 5 
secondary 

Yes 

Medium to High 

2 

Malaysia 

Long 

Yes 

20 

Financial services, 
Food processing, 
Telecom Services, 
HQ operations 

6 main, 2 
secondary 

Rarely 

Low to Medium 

2 

India 

Short 

No 

None officially 

-

6 main, 4 
secondary 

No 

Low 

3 

Mauritius 

Short 

Yes 

7 

Printing & publishing, 
Information 
technology, Jewellery, 
Light engineering, 
Pharmaceuticals, 
Electronics, Agro-
industry 

10 main, several 
secondary 

Sometimes 

Low 

3 

Note: (a) Long term ¡s defined as 3 years plus and short term is one year, (b) Our score based on available information in the table where 1 is good, 2 is 
satisfactory, and 3 needs improvement. 

Source: Adapted from Tillet (1996); Interviews with MEDIA, September 1996. 

net result is that the market had a good awareness 
of target sectors in successful countries. 

In contrast, the Mauritian FDI targeting strat-
egy operated on the basis of a short, planning 
cycle which is closed linked to MEDIA'S annual 
Actions Plans. A one year planning cycle is an 
insufficient time horizon for formulating and 
implementing a strategic programme, particular-
ly to attract technologically sophisticated foreign 
investment. The country's limited financial and 
manpower resources were also spread too thinly 

for the strategy to have much impact because of 
an emphasis on too many varied sectors and 
target markets (in 1996 there seemed to be 7 
target sectors covering much of manufacturing 
and about 10 main target markets covering Asia, 
Australia, the US and Europe). There were 
wasted attempts to try to develop industrial 
sectors where the island has no obvious short or 
medium-term comparative advantage (e.g. light 
engineering) and attract investors from coun-
tries were there is likely to be little interest (e.g. 
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Australia). Additionally, there seemed to be the 
virtual absence of a regular monitoring exercise 
to evaluate the performance of the FDI strategy 
and a lack of basic monitoring criteria in place. 
Finally, there was a rather passive approach to 
dealing with potential high profile investors in 
target sectors and inadequate emphasis on devel-
oping long-term relationships with them to 
induce sustained inward investment. This may 
stem from an absence of detailed and up-to-date 
overseas intelligence about potential investors 
in particular target activities. The net result is 
that the market had a low degree of awareness of 
the country's target sectors. 

Third, there seems to be insufficient attention 
paid by the Mauritian government to encourag-
ing expansion by existing MNC affiliates, widely 

recognised as a crucial aspect of investment pro-
motion in the Asian NIEs and developed 
countries. MEDIA and other government insti-
tutions have tended to focus their financial and 
manpower resources on attempting to attract 
new foreign investors to Mauritius and there has 
been a tendency to overlook the potential for 
significant new investment by existing affiliates. 
As discussed in Chapter 4, the mission's inter-
views with MNC affiliates indicated that some of 
them felt that the government had lost touch 
with investor concerns about the environment, 
particularly in relation to policy uncertainty, 
cumbersome bureaucratic procedures, lack of 
skilled manpower, rising labour costs and high sea 
freight costs/infrequent sailings. The costs asso-
ciated with encouraging such expansions are 

Box 6.2 Singapore' s Regional Headquarters Programm e 

Singapore has one of the most impressive programmes in Asia to attract MNCs to establish region-
al headquarters (RHQs) in the county. By the end of 1996, over 100 companies had set up RHQs under 
the programme. The RHQs, which are concentrated in high growth industries (e.g. electronics, chem-
icals, engineering services, hospitality and franchise management services), carry out a wide range 
of activities ranging from servicing regional customers to R&D work. In 1996, total business spend-
ing by the RHQ sector amounted to S$ 712 million (a 10 % increase over 1995) and 3000 new jobs 
were created. Of the 22 RHQs awarded in 1996, over hal f were either Fortune Global 500 firms or 
leaders in their respective industries (9 of European origin, 6 from the USA and 4 from Japan). 
Singapore's relative attraction compared to other Asian centres like Hong Kong is due to severa l 
advantages: a  strategic geographica l location , well-educated professiona l manpower , excellen t 
infrastructure, lo w propert y ta x rates , a rapidl y growin g financia l an d RH Q sector, and a  hig h 
quality expatriate lifestyle and attractive tax incentives under the RHQ programme. The Government 
of Singapore has devised three types of incentive schemes under the RHQ programme: the opera-
tional headquarters scheme (OHQ), the business headquarters scheme (BHQ) and the manufacturing 
head quarters scheme (MHQ). The OHQ scheme offers a 10 % tax rate for corporate income from 
approved service s provide d i n Singapor e an d n o taxatio n fo r incom e earne d b y oversea s sub-
sidiaries. The BHQ scheme offers incentives under the Economic Expansion Act and tax exemption 
for offshore companies. The MHQ scheme for firms, which have a significant manufacturin g pres-
ence in Singapore and provide regional technical services, offers incentives like low corporate tax 
rates and double deduction o f qualifyin g R& D expenses against income . The RHQ programme is 
administered by the Economic Development Board and strongly supported by the other government 
agencies such as the Inland Revenue Authority and the Ministry of Finance . 

Source: Singapor e Economi c Developmen t Board . 
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Table 6.10 Characteristic s of Investment Promotion Agencies 

Name 

CINDE, 
Costa Rica 
Foreign 
Investment 
Promotion Board, 
India 
Irish Development 
Authority, Ireland 

Malaysian Industrial 
Development 
Authority, Malaysia 

Type of 
Organisation 
Private 
Association 
Government 
organisation 

Quasi-
Government 

Quasi-
government 

Mauritius Export Quasi -
Development & Governmen t 
Investment Authority, 
Mauritius 
Board of Investment 
Sri Lanka 
Board of 
Investments, 
Thailand 
Economic 
Development 
Board, Singapore 

, Quasi-
Government 
Government 
Organisation 

Quasi-
Government 

Annual Budget 
(Latest Year) 
US$11 million 

US$2.4 
million 

US$75 million 

US$15 million 

US$3.1 million 

N/A 

US$10 million 

US$45 million 

Functional 
Structure 
Facilitator 

Single 
ministry 

One-stop 
shop 

Facilitator 

Facilitator 

One-stop 
shop 
Facilitator 

One-stop 
shop 

Private Sector 
Participation 
Yes, private 
board 
No 

Yes 

No 

Yes, 50% 
of board 
consists of 
private sector 
No 

Yes 

Yes 

Civil Service 
Pay Scale 
No 

Yes 

Yes, 
but with 
adjustments 
Yes, 
but with 
adjustments 
Yes 

Yes 

Yes, 
but with 
adjustments 
Yes, 
but with 
adjustments 

Investment 
Screening 
No 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Source: Adapted from Lall, Rao and Wignaraja, 1996; Interviews with MEDIA, September 1996. 

typically lower than the marketing costs needed 
to attract new foreign investment while the eco-
nomic benefits and the effects on the country's 
image can be significant. 

Fourth, a notable gap in the investment pro-
motion strategy of Mauritius is the absence of a 
programme to induce MNCs to set up regional 
head quarters for Africa in the country (see Box 
6.2 on Singapore's successful regional head quar-
ters programme). Mauritius has the potential to 
become one of the more attractive sites in Africa 
for locating regional head quarters. The two 
important regional competitors are Johannesburg 
and Harare. Johannesburg's claim comes from a 
pool of professional manpower and good infra-
structural facilities, but it suffers from a negative 
image problem caused by a high crime rate and 
highly political trade unions. Harare has a base of 
educated manpower, good infrastructure, little 

trade union activity and a pleasant expatriate 
living environment, but there is some uncer-
tainty in the foreign investment climate due to 
the Government of Zimbabwe's new indigenisa-
tion policy. By comparison, Mauritius offers 
educated manpower, good infrastructure, little 
trade union activity, a pleasant expatriate living 
environment and a stable foreign investment 
regime. The locational disadvantages - including 
high labour costs, high air fares and limited land 
for expansion - are not so significant relative to 
the many advantages and could be offset by 
appropriate policy actions including the formu-
lation of a programme to attract MNCs to set up 
RHQs. 

Fifth, although MEDIA has a private sector-
oriented Board and a high share of university 
graduates amongst its staff, it still lacks sufficient 
autonomy and power to undertake pro-active 
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investment promotion activities. In particular, 
staff remuneration, budgeting and procurement 
requirements are subject to public sector rules, 
and flexibility in hiring, compensating and firing 
staff is somewhat limited. This makes the 
process of reforming the organisation from 
within and hiring and retaining high calibre 
staff quite difficult. International experience 
suggests that good practice IPAs are increasing 
getting more autonomous and powerful and are 
moving away from standard Civil Service prac-
tices governing pay and other operational issues 
(see Table 6.10). 

Thus, we recommend that Mauritius takes 
steps to increase the effectiveness of its foreign invest-
ment promotion strategy. It should establish a new 
specialised agency for foreign investment pro-
motion, as indicated by the Finance Minister. 
This new agency should be staffed by people with 
the appropriate private sector experience and 
offer competitive pay, benefits and comprehen-
sive training. The new agency should place 
considerable emphasis on targeting selected 
activities and investors, re-vamping the current 
investment promotion strategy by carrying out an 
investor perception study and developing a pro-
active approach to investment promotion. 

One key element of the pro-active role to 
investment promotion should be a regional head-
quarters (RHQ) programme to attract leading 
MNCs to set up bases for the African region. In 
this vein, Singapore's RHQ programme offers 

valuable insights on detailed incentive packages 
and institutional support. 

The current One Stop Shop should be incor-
porated into the new agency and provide high 
quality post-approval investor services, such as 
obtaining work permits and various infrastructure 
facilities. MEDIA, which currently undertakes 
investment as well as trade promotion and indus-
trial estate management, should be transformed 
into a specialised trade promotion organisation, 
with its management and development of indus-
trial estates hived off to the private sector. 

Apart from the above, the approval process 
must be greatly simplified and streamlined imme-
diately, reducing the number of stages in the 
approval process to a single stage, centring on 
one Foreign Investment Approval Committee. 
This committee should consist of high-level rep-
resentatives from a maximum of six ministries, 
chaired by a senior Cabinet minister, and should 
meet twice a month. A target 2-4 weeks should 
be set for the completion of the foreign invest-
ment approval process under normal 
circumstances. Difficult cases could be referred to 
a sub-group of the Foreign Investment Approval 
Committee which would draw on expertise in all 
areas of government. An appeals procedure 
should also be established for cases of investors 
which have been rejected. This should be fol-
lowed by the abolition of all foreign investment 
approval processes and a concentration on 
investment promotion. 
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