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Mauritius 

The Mauritius experience of creating industrial competitiveness i s analysed in this chap-
ter. I t examine s initia l conditions , industria l achievements , explanations , institutiona l 
support for private secto r competitiveness , futur e challenge s and , mos t importantly , les -
sons for othe r smal l states . 

4.1 Initial Conditions and Industrial Achievements 

There i s considerable interes t i n the Mauritius experience i n academic, policy and busi-
ness circle s i n smal l states , a s wel l a s i n larg e developin g countries. 19 Ove r th e las t 3 0 
years, few sub-Saharan Africa n countrie s have mad e th e transitio n t o the production o f 
manufactures fo r export , alon g wit h hig h pe r capit a income s an d livin g standard s fo r 
their population . Som e Africa n economie s hav e begu n producin g manufacture s fo r 
export but , sadly , thei r manufacture d expor t growt h rate s hav e rarel y bee n sustained. 20 

Furthermore, they have yet to establish a significant internationa l market presence eve n 
in a  relatively simple , labour-intensive industr y lik e textile s an d garments . Mauritius i s 
an exception i n tha t i t has turned i n an impressiv e industria l performance . O f a  sample 
of 4 0 smal l states , Mauritiu s i s als o th e fourt h bes t performe r i n term s o f it s overal l 
SSMECI rankin g (Tabl e 3.5) . 

Yet a  glanc e a t it s initia l condition s a t independenc e fro m Britis h rul e i n th e lat e 
1960s indicated tha t th e odds were heavily stacked agains t i t achieving future industria l 
success. Mauritius wa s a poor, smal l developing stat e bac k i n th e 1960 s with a  dualisti c 
economy consistin g o f a high productivity suga r plantation econom y an d a  low produc-
tivity subsistenc e agricultura l sector . I n commo n wit h man y othe r smal l developin g 
states, i t had a  catalogue o f unfavourable initia l conditions : 

• Economi c dependence o n a  single primary commodity, sugar , and proneness to term s 
of trade shocks as well as natural disaster s such a s hurricanes; 

• A  remote islan d location i n the south-western India n Ocean, far from majo r market s 
and supplier s i n th e develope d worl d an d neighbourin g a  relativel y wea k Africa n 
market an d supplie r base ; 

• A  ver y smal l domesti c marke t o f wel l under 1  million relativel y poo r peopl e (GD P 
per capita was $270 in 1970) , indicating limite d domesti c demand ; 

• A n absenc e o f raw materials an d othe r natura l resource s (suc h a s oil or minerals) ; 
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• Limite d industria l experienc e an d skill s i n th e privat e secto r outsid e a  fe w suga r 
factories; 

• A  shortag e o f capital an d a n absenc e o f financial institution s an d intermediaries ; 

• A  multi-ethni c populatio n (Indians , Creoles , Frenc h an d Chinese ) an d sign s o f 
rising ethnic tension s i n a n environmen t o f high unemploymen t an d a  scramble fo r 
jobs. 

Table 4.1: Selected Indicators, 1970, and Most Recent Estimates (MRE) 

Indicators 

Share of Manufacturing in GDP 
Share of Manufactured Exports in Total Exports 
Manufactured Exports per head 
Total EPZ Firms 
Total EPZ Employment 
GDP per Capita (current US$) 
Life Expectancy at Birth (years) 
Population 
Infant Mortality Rate per Thousand 
Land Area (sq km) 

1970 

11.5% 
14.5% 
$10.4(1976) 
85(1976) 
17,171 (1976) 
$270 
62.5 
826,000 
60 

MRE 

20.1% (2002) 
74.8% (2001) 
$936.1 (2001) 
506 (2002) 
87,204 (2002) 
$3,771 
71 (1999) 
1.2 million 
19(1999) 
2,040 

Source: African Development Bank, African Development Report 1996, Abidjan; Treebhoohun, 2001; 
IMF, 2002; Mauritius: Selected Issues and Statistical Appendix, Africa Department, Central Statistical 
Office, 2003; National Accounts Estimates (2000-2003), Issue No. 418, June 2003, Ministry of Economic 
Development, Financial Services and Corporate Affairs, Mauritius; Bank of Mauritius (2002), Annual 
Report year ended 30 June 2002 

The industria l accomplishment s o f Mauritiu s hav e defie d expectations . Tabl e 4. 1 
provides selected economi c indicator s for 197 0 and 2001/200 2 t o summarise it s remark-
able transformation fro m a  mono-crop suga r producer t o one o f the leadin g exporters of 
manufactures i n Africa wit h an emerging services sector. It has built up a significant bas e 
of export-related skills , information an d institution s far ahead o f neighbouring countrie s 
in Africa. The share of manufacturing i n GDP nearly doubled from 11. 5 to 20.1 per cent . 
The engin e o f growth wa s manufactured export s whose shar e i n tota l export s increase d 
five-fold fro m 14. 5 t o 74. 8 pe r cent . B y 2001 , th e country' s valu e o f manufacture d 
exports per head ($936 ) wa s the highes t i n Africa. Th e rapi d growth o f the textile s an d 
clothing industr y underlie s muc h o f th e dynamis m i n Mauritia n manufacture d export s 
during the las t three decades (se e Box 4.1). In the sample of 40 small states in this study, 
Mauritius i s one o f a  handful t o have develope d a  significant , internationall y competi -
tive textil e an d clothin g industry . It s textile an d clothin g industr y i s perhaps th e oldes t 
and mos t advance d (i n term s o f type s o f good s produced ) o f an y amon g th e sampl e 
economies. 
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The creation of an internationally competitiv e industria l base has been accompanied by 
an improvemen t i n economi c welfare . Spurre d b y th e expansio n o f manufacture d 
exports, real GDP grew on average by 5.9 per cent compared with 2.4 per cent i n Afric a 
between 1973-1999. 21 Furthermore , i t achieve d relativel y hig h livin g standard s fo r it s 
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Box 4.1: The Importance of the Textile and Clothing Industry in 
Mauritius 

In popular discourse the textile and clothing industry is often referred to as a single, 
homogeneous industry. However, this is an over-simplification and it would be more 
accurate to view this global industry as a value chain consisting of five main activities: 

(a) Treatment of raw materials, i.e. the preparation or production of textile fibres and 
the manufacture of yarns, for example through spinning; 

(b) Production of knitted and woven fabrics (i.e. knitting and weaving); 

(c) Finishing activities for various fabrics such as bleaching, printing, dyeing, 
impregnating, coating, plasticising; 

(d) Transformation of fabrics into final goods, including clothing, knitted and woven 
items, carpets and other textile floor coverings, home textiles (bed linen and 
curtains) and industrial textiles; 

(e) Distribution of final goods, both fabrics and clothing. 

Being a relative industrial late-comer, Mauritius does not have a strong presence in all 
the above activities in the global textile and clothing value chain. Clothing, the 
technologically simplest activity with low entry barriers, dominates its textile and 
clothing industry. For instance, in 2002 there were 43 textile firms and 274 clothing 
firms. The textile firms employed 7,995 workers, while the clothing firms employed 
69,982 workers. The textile and clothing industry thus contributed 26.5 per cent of 
total employment in the Mauritian economy (up from 9.6 per cent in 1980). The 
textile and clothing industry also contributes significantly to Mauritius's GDP and total 
exports — 113 per cent of GDP and 56 per cent of total exports in 2002. Most of this 
GDP and export contribution is due to clothing rather than textiles. Textile and 
clothing exports are highly concentrated in the US and EU markets, with the US 
accounting for 31 per cent, France for 25 per cent, the United Kingdom for 20 per 
cent, Germany for 5 per cent and Italy for 5 per cent. Mauritius seems to have 
established a significant presence in the medium to high-end garment trade. Among 
other achievements, the country is reputed to be the world's second largest fully 
fashioned knitwear producer, the third largest exporter of pure new wool products 
and Europe's fourth largest supplier of T-shirts. 

Source: Based on Mauritius Employers Federation (2003) 



population i n relatio n t o it s pe r capit a income . Th e lif e expectanc y o f a n averag e 
Mauritian wa s an impressiv e 7 1 years (u p from 62. 5 years in 1970 ) an d infan t mortalit y 
rates wer e 1 9 pe r thousan d birth s (dow n fro m 6 0 i n 1970) . A  pe r capit a incom e o f 
$3,771 place s i t within th e Worl d Bank' s categor y o f upper middle-incom e economies . 
This performance ha s led some analysts to describe Mauritius as 'an economic miracle i n 
paradise' (ILO , 1999) . 

4.2 Explaining Industrial Success 

The Mauritia n econom y i s base d o n thre e mai n economi c sector s -  manufacture d 
exports (primaril y textile s an d clothing) , up-marke t touris m an d sugar . The countr y i s 
also tryin g t o develo p ne w comparativ e advantage s i n services , particularly i n offshor e 
financial service s an d informatio n technology . Onl y tim e wil l tel l whethe r Mauritiu s 
will be able to diversify int o such services successfully. It s development path i n sugar and 
tourism ha s bee n fashione d b y factor s includin g it s resourc e endowment , locatio n an d 
policy decisions. The continuation of the sugar quota arrangement with the EU has been 
a majo r influenc e o n th e suga r industry . Sugar , followe d mor e recentl y b y tourism, lai d 
the foundations fo r modern Mauritian economic development by providing a  surplus for 
investment, a  poo l o f manageria l skills , employmen t an d a n internationa l countr y 
reputation fo r producing qualit y goods and services. 22 

Table 4.2: Inflows of Total FDI in Selected Economies, 1985-95 ($ million and 
percentage of Gross Domestic Investment) 

Mauritius Singapore Taiwan Malaysia Sri Lanka 

Average annual inflows 
1984-89 1 6 223 9 69 1 79 8 3 6 
1990-95 22. 5 4785. 2 120 7 4444. 7 128. 3 

Average annual inflows 
(percentage of GDI) 

1984-89 4. 3 28. 3 3. 3 8. 8 2. 3 
1990-94 2. 5 28. 4 3  22. 4 4. 6 

Source: UN World Investment Report, 1996 

While th e economic contribution o f sugar and tourism should no t be underestimated, i t 
is widely recognised tha t FDI in export processing zones has been the major drive r of the 
export-oriented industrialisatio n o f Mauritiu s (Dubarry , 2001) . Foreig n investmen t 
brought i n ne w capita l an d acces s t o oversea s markets . More importantl y perhaps , FD I 
also resulte d i n significan t technology , skil l an d informatio n transfer s fro m abroad . 
Accurate data on FDI inflows int o Mauritius in the 1970 s is difficult t o obtain but infor -
mation i s availabl e fo r th e 1980 s an d 1990s . According t o UNCTA D data , tota l FD I 
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inflows (includin g manufacturing ) average d $1 6 millio n pe r yea r i n 1984-8 9 an d 
increased t o a n averag e o f $22. 5 millio n i n 1990-9 5 (Tabl e 4.2) . I n relatio n t o gros s 
domestic investment , Mauritius' s reliance on FDI (2. 5 per cent i n 1990-94 ) i s compara-
ble t o Asian economie s lik e Taiwan ( 3 per cent ) an d Sr i Lanka (4. 6 per cent) , bu t les s 
than larg e investo r destinations lik e Malaysia an d Singapore . 

The impac t of the relatively small inflows of FDI on the growth of the Mauritian EPZs 
is quite strikin g i n term s o f number o f firms , employmen t an d export s sinc e th e 1970 s 
(Table 4.1) . Th e numbe r o f EP Z enterprise s increase d sixfol d fro m 8 5 t o 50 6 i n 
1976-2002 an d tota l employmen t i n EPZ s increase d fro m 17,17 1 t o 87,20 4 durin g th e 
same period . Furthermore , virtuall y al l th e country' s manufacture d export s cam e fro m 
the EPZs . The textil e an d garmen t industr y receive d mos t o f these FD I inflow s an d it s 
exports gre w rapidl y (Bo x 4.1) . Hon g Kon g an d Frenc h firm s wer e th e firs t oversea s 
investors, and Britis h and German firm s followed suit . FDI in the textile s and garment s 
industry i n th e EPZ s had a  knock-on effec t o n domesti c investment . Som e larg e loca l 
business house s engage d i n th e suga r an d touris m sector s diversifie d b y investin g i n 
garment operations . Throug h internationa l sub-contractin g relationship s wit h foreig n 
buyers an d som e join t venture s wit h foreign-owne d firms , larg e loca l firm s benefite d 
from technology transfer an d access to markets. Large local firms gradually became majo r 
exporters o f textiles an d garments from th e EPZ s alongside foreign-owned firms . 

Several advantages appear to explain why foreign companie s invested in Mauritius i n 
the 1970 s and 1980 s rather tha n i n other location s i n Africa. Thes e include: 23 

• An  outward-looking  trade and investment  strategy.  Mauritiu s wa s probabl y th e firs t 
African econom y t o adop t a n appropriat e developmen t strateg y tha t centre d o n 
attracting export-oriente d foreig n investment . Initiate d wit h th e passin g o f th e 
Export Processing Zone Act i n 1970 , this strategy emphasised attracting FDI throug h 
the establishmen t o f EPZs, duty-free acces s to raw materials and a  package of invest -
ment incentive s (se e Box 4.2). The Mauritiu s strateg y i s interesting an d offer s valu -
able lessons for othe r smal l economies intereste d i n attracting export-oriente d FDI . 

• Preferential  market access. Mauritius has been proactive i n fostering marke t acces s for 
firms producing i n th e country . It s links with th e E U have bee n vita l t o it s drive fo r 
export-oriented industrialisatio n ove r th e las t 3 0 years . As a  signatory o f th e Lom é 
Convention originall y launched i n 197 5 (an d it s successor, the Cotonou Agreemen t 
signed i n 2000) , i t develope d preferentia l trad e an d ai d link s wit h th e EU . I t ha s 
probably been the most successful AC P economy i n exploiting these links . Duty an d 
quota-free acces s to the EU market, coupled with aggressive marketing of this advan-
tage, ha s attracte d E U firm s t o relocat e t o Mauritiu s a s wel l a s encouragin g Hon g 
Kong firms to use Mauritius as a production base. Estimates by EPZ firms suggest tha t 
preferential marke t acces s unde r th e Lom é Conventio n provide d a  15-2 0 pe r cen t 
cost advantag e t o firm s producin g there . Mauritiu s wa s als o a  founding membe r o f 
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Box 4.2: Mauritius's Outward-looking Trade and Investment Strategy 

The outward-looking trade and investment strategy of Mauritius has many interesting 
features. Unlike many African developing economies, Mauritius did not subscribe to 
the orthodoxy of inward-oriented, state-dominated development strategies of the 
1960s and 1970s that emphasised import substitution coupled with heavy state 
intervention in the economy. Instead, starting in 1970, Mauritius followed a mixed 
trade policy of import substitution coupled with export incentives through the EPZs. 

These two trade regimes co-existed, influencing enterprises producing for the small 
home market and those producing for export. Mauritius began trade liberalisation in 
1983 as a part of its 1981 structural adjustment loan agreement with the World Bank. 
Gradual trade liberalisation has resulted in a regime that is much more liberal than in 
the past and one of the most open in Africa. Quantitative restrictions have been 
virtually eliminated; there are few import bans and no local content requirements. 
Nominal tariffs have fallen; the average tariff for manufacturing was about 20 per cent 
in 2003 compared with 30.1 per cent in 1994 and 86.2 per cent in 1980. 

In an attempt to reduce anti-export bias, Mauritius began promoting exports early and 
has maintained steady support. The Export Processing Zone Act of 1970 put in place a 
package of incentives which is available to both foreign and local investors. Mauritius's 
EPZ programme was based on those in East Asia. The main incentives offered are: 
duty-free access to raw materials for exports; low corporation tax rates (typically 10-15 
per cent); no tax on dividends and capital gains; free repatriation of capital, profits 
and dividends; and permanent residence permits. EPZ incentives are not automatically 
available to all potential investors. In order to qualify for EPZ incentives, foreign 
investors are subject to a detailed screening processes by an investment committee. In 
practice, however, FDI approvals processes are relatively good by African standards and 
most are approved in a matter of a few weeks. In 1985, a public trade and investment 
promotion agency, the Mauritius Export Development and Investment Authority 
(MEDIA) was established to attract FDI, promote exports and manage industrial estates. 
In 2001, foreign investment promotion became the sole responsibility of a new, 
powerful Board of Investment (BOI). 

Mauritius put in place infrastructure to reduce the capital and operating costs of 
exporting enterprises by providing developed physical facilities and reasonably 
efficient infrastructure facilities. The first industrial estate, at Plaine Lauzun, was 
initiated in 1968. Enterprises are typically scattered throughout the island in small or 
individual industrial estates. In fact, the whole country serves as an EPZ. Another 
feature is the mixture of public and private provision of estates since the early 1970s. 

The EPZ incentive package, coupled with preferential market access, low-cost literate 
labour and political stability, have made Mauritius attractive to export-oriented foreign 
investment. In addition, image building and investor facilitation by MEDIA has helped 
to translate general investor interest into actual investments in plant and equipment. 
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the Preferentia l Trad e Are a fo r Easter n an d Souther n Africa n State s (PTA) , whic h 
transformed itsel f int o COMES A i n 1994 . Thi s an d th e Souther n Africa n Develop -
ment Communit y (SADC ) Treat y provid e fo r preferentia l marke t acces s t o th e 
African regiona l market . 

• Availability  of cheap, literate, bilingual labour. Mauritiu s i s justifiably prou d of its record 
on educatio n an d i n th e African contex t i t has a  good base of schooling. Through a 
high leve l of expenditure o n educatio n sinc e independence , i t has ensured universa l 
primary education for the whole population an d a  secondary enrolment rat e of about 
60 per cent o f the relevant ag e group. The schoo l curriculum i s fairly up-to-date , ha s 
a reasonabl e socia l scienc e an d math s conten t an d give s considerabl e emphasi s t o 
languages (bot h English and French). Sustained investment s i n primary and second -
ary education hav e translate d int o a  literate, trainable an d bilingua l labou r force fo r 
the EPZs . Through th e Industria l and Vocational Training Boar d (IVTB) , i t has also 
created supplie s o f vocationally educate d manpowe r (fo r exampl e plan t supervisors , 
quality management technicians, equipment repair technicians and clothing designers) 
for th e EPZs . The IVT B i s discussed i n mor e detai l i n Sectio n 4.3.  Hig h unemploy -
ment i n th e 1970 s meant tha t tha t wage s for sho p floor  employee s an d technician s 
were relatively low. An educate d bu t relatively lo w cost labour force thu s has been a 
major dra w for inwar d investmen t int o the EPZs . 

• Political  stability. Compare d with many other African economie s and small states, the 
country ha s a  political environmen t tha t i s conducive t o foreign investor s an d thei r 
families. There i s a virtual absence of civil conflict an d violent crime , which i s note-
worthy fo r a  multi-ethni c societ y mad e u p o f Indians , Chinese , peopl e o f Frenc h 
descent an d Creoles . Furthermore , ther e i s respect fo r th e rul e o f law , a  reasonabl y 
efficient judicia l system , stron g adherenc e t o democrati c tradition s an d a  free press . 
Added to this is a pleasant expatriate living environment wit h good housing, schools 
and leisure facilities. This is one of the country's foremost advantage s and means tha t 
foreign investor s ca n se t u p an d operat e thei r businesse s withou t worryin g abou t 
political shocks and th e safet y o f their property o r their families . 

• Prudent  macroeconomic  management. Mauritiu s ha s ha d a  well-manage d economy . 
Fiscal an d monetar y polic y ha s bee n carefull y used  t o ensur e reasonabl e macro -
economic stabilit y i n term s o f lo w inflation , a  competitive rea l exchang e rate , rea -
sonable rea l interes t rate s an d goo d futur e economi c growt h prospects. 24 Thi s ha s 
ensured a  stable , predictabl e polic y regime , whic h i s highl y conduciv e t o foreig n 
investment an d exports . 

• Relatively  efficient  government.  A t a  microeconomi c leve l th e governmen t i s pro -
business. Busines s association s ar e regularl y consulte d o n economi c polic y matter s 
and business interest s ar e usually taken int o accoun t i n shaping policy. Governmen t 
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officials ar e typically keen to get things done and there i s a relatively lo w level of red 
tape an d corruption . Thes e issue s hav e ensure d relativel y lo w transactio n cost s t o 
business and mad e Mauritius attractiv e t o FDI. 

• Comprehensive  institutional support I n order to learn and become internationall y com -
petitive, foreig n an d loca l firm s dra w o n a  variet y o f technical , training , financial , 
marketing an d informatio n sources . Ye t anothe r importan t advantag e o f Mauritiu s 
was the presence of a reasonably comprehensive institutiona l suppor t system to assist 
the attainmen t an d improvemen t o f enterprise competitiveness . 

4.3 Institutional Support 

Five key public institutions comprise the institutiona l suppor t system of Mauritius. They 
are th e Mauritiu s Expor t Developmen t an d Investmen t Authorit y (MEDIA ) which , 
through attractin g foreig n investment , provide s oversea s marketin g suppor t an d run s 
industrial estates; the Export Processing Zone Development Authority (EPZDA) , which 
provides consultancy, training and informatio n service s for EPZ firms; the Industria l an d 
Vocational Trainin g Board , which provide s trainin g services ; the Developmen t Ban k of 
Mauritius (DBM) , whic h provide s concessionar y finance ; an d th e Smal l an d Mediu m 
Industry Developmen t Organisation , whic h provide s extension service s t o SMEs.25 

Table 4. 3 provide s th e availabl e informatio n o n th e fiv e publi c secto r institution s 
which provide services to enterprises (includin g thei r objectives, major services , number 
of staf f an d budget) . Th e fiv e institution s var y considerabl y i n purpose , ag e an d size , 
measured b y the numbe r o f staff an d financia l resourc e base : 

• I n existenc e sinc e th e 1970s , DB M i s probabl y th e oldes t o f th e fiv e institutions . 
MEDIA, founded next , i s nearly 1 5 years old. SMIDO, EPZDA and IVTB are all less 
than eigh t year s old . 

• Th e Ban k o f Mauritiu s regulate s th e DB M bu t th e othe r organisation s com e unde r 
the Ministr y o f Industr y an d Commerc e (MOIC) . Functionin g unde r th e strategi c 
guidance o f the MOIC , th e agencie s have som e autonomy i n day-to-day matters . 

• Onl y SMIDO deals exclusively with SMEs and offers information , trainin g and othe r 
services. Th e othe r fou r organisation s assis t bot h smal l an d larg e enterprises , an d 
each has a different entr y point t o service delivery such as consultancy an d informa -
tion fo r EPZDA ; trainin g fo r IVTB ; concessionar y financ e fo r DBM ; oversea s 
marketing suppor t an d industria l estate s for MEDIA . 

• O f th e fiv e institutions , DB M an d IVT B ar e th e larges t i n term s o f thei r financia l 
resource bas e an d employment . SMID O an d EPZD A (simila r i n term s o f employ -
ment an d financia l resources ) ar e th e smallest . MEDI A fall s i n betwee n thes e 
extremes. 
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MEDIA i s the spearhea d fo r investmen t an d expor t promotion . It s headquarters ar e i n 
Mauritius but i t has global reach through 1 4 small foreign office s i n target investo r mar -
kets in the US, EU and Africa. It s services include organising participation i n trade fair s 
and textil e exhibitions ; facilitating contact s with foreign buyers ; undertaking marketin g 
surveys; providing trad e information ; an d managin g industria l estates . I t ha s a  commit -
ted staf f an d management . Ther e i s a strong privat e secto r representatio n o n MEDIA s 
board (5 0 per cent ) an d man y o f it s professional staf f hav e degree s from foreig n univer -
sities and regularl y go on oversea s trainin g courses . In 2001 , the investmen t promotio n 
function o f MEDIA was removed and vested in a new and powerful Boar d of Investmen t 
(BOI). With 40 staff and an initia l budget of $1.6 million, the BOI has been tasked wit h 
developing a  more targeted approach t o foreign investmen t promotion . MEDIA becam e 
the Mauritiu s Industria l Developmen t Agenc y an d wa s mandate d t o provid e expor t 
marketing assistanc e for SMEs and t o work closely with SMID O o n SME development . 

EPZDAs mandate i s to improv e th e competitivenes s o f EPZ enterprises. As it s prin-
cipal focus i s on the smaller exporter, it s target population overlaps with that o f SMIDO. 
Given th e concentrate d natur e o f th e industria l expor t structur e i n Mauritius , mos t o f 
the firms registered with EPZDA are in the textile and garment industry and, in response 
to their needs, EPZDA has developed a  comprehensive rang e of support services for thi s 
industry, fo r exampl e customise d consultanc y service s fo r individua l firms , a  clothin g 
technology centre , technica l workshop s o n garmen t manufacturing , publications , an d 
exhibitions an d trad e fairs . 

IVTB provide s vocationa l trainin g course s t o complemen t th e trainin g service s o f 
SMIDO an d EPZD A i n relation t o SMEs . The trainin g levy  imposed o n al l enterprise s 
links IVT B t o othe r SM E suppor t institutions . Withi n thi s scheme , enterprise s ar e 
required t o contribut e a  percentage o f thei r wag e cost s t o a  centralised fund . Whe n a n 
enterprise send s an employe e o n a n approve d vocationa l trainin g course , i t can clai m a 
part refun d o f the cours e fee from th e trainin g lev y fund. Approve d trainin g course s are 
run bot h b y th e IVT B (whic h ha s vocationa l trainin g centre s coverin g footwea r an d 
leather, jewellery , textiles , I T an d printing ) an d privat e secto r trainin g institutions . 
IVTB also provides a  library and som e customised in-plan t trainin g services . 

The ai m o f th e state-owne d DB M i s to provid e concessionar y financ e an d busines s 
advice t o loca l enterprises , particularly smal l businesses, which fin d i t difficult t o acces s 
formal source s of industrial finance suc h as commercial banks . Interes t rate s charged o n 
DBM loan s t o SME s ar e typicall y 2- 3 pe r cen t les s tha n tha t charge d b y commercia l 
banks and repaymen t period s ar e somewhat longer . 

SMIDO i s mandated t o provide extensio n service s to loca l firms tha t ar e engaged i n 
manufacturing an d tha t us e productio n equipmen t tha t doe s no t excee d 1 0 millio n 
Mauritian Rupee s (1993) . SME s nee d t o registe r wit h SMID O i n orde r t o acces s it s 
support services . Registratio n wit h SMID O als o trigger s exemptio n fro m paymen t o f 
duties o n importe d productio n equipment . I n th e main , SMID O provide s trainin g o n 
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small busines s start-u p t o ne w entrepreneurs , trainin g o n managemen t an d technica l 
topics, the use of a relatively well-equipped workshop with trained staff , acces s to a doc-
umentation centre , awar d scheme s fo r achievement s i n technolog y an d export s an d a 
match-making servic e to source external consultant s fo r SMEs . 

It i s difficult t o evaluate th e effectivenes s o f this institutiona l suppor t syste m an d t o 
gauge it s specifi c contributio n t o Mauritia n competitiveness . Som e impressions , how -
ever, wer e gathere d fro m ou r interview s wit h suppor t institution s an d enterprises . Ou r 
interviews wit h th e abov e institution s suggeste d tha t ther e wer e positiv e attribute s t o 
the institutiona l suppor t syste m as a whole. In th e main , dedicate d professional s wit h a 
reasonable leve l o f equipmen t an d othe r facilitie s staffe d thes e institutions . Moreover , 
energetic an d experience d director s le d them . The y als o seeme d t o hav e coheren t 
corporate strategie s an d implementatio n plans . Furthermore, ou r interview s with enter -
prises and business associations suggested tha t ther e was a high leve l of awareness abou t 
the institution s an d th e rang e o f services they provided . There als o seemed t o be a  rea-
sonable take-up rate of support services by enterprises and the quality of support service s 
was recognised as being of reasonable quality and fairly well delivered. Thus, we can con-
clude tha t Mauritiu s has a useful institutiona l suppor t system, by African standards , an d 
that thi s has contributed t o the attainmen t o f competitiveness b y it s enterprises . 

4.4 Structural Constraints and Upgrading 

In time , however , thi s earl y expor t succes s vi a th e EP Z ran int o structura l constraints . 
From th e lat e 1980 s onwards , a  significant erosio n occurre d i n th e country' s locationa l 
advantages for FD I and it s competitiveness. I n particular : 

• Labou r cost s ros e significantly , labou r productivit y decline d an d absenteeis m rate s 
increased;26 

• Th e gradua l eliminatio n o f preferentia l acces s t o th e Europea n an d U S market s 
seemed imminen t wit h th e expir y o f th e Lom é Agreemen t an d th e Multi-Fibr e 
Arrangement fo r textiles ; 

• Residua l bureaucrati c procedure s (particularl y o n FD I approvals , wor k permit s fo r 
expatriate staf f an d customs ) wer e perceived t o b e a  significant barrie r t o increase d 
inward investment, which was increasingly focusing on low transactions cost environ-
ments; 

• Ther e wa s a  marke d increase d i n competitio n fro m lowe r cos t producer s i n Afric a 
and Asia which had liberalise d thei r entr y regulations fo r FDI and establishe d EPZs ; 

• Inflatio n ha d begu n t o rise and with i t came relativel y hig h rea l interes t rate s an d a 
tendency fo r rea l exchange rat e appreciation . 

The consequenc e o f thes e structura l constraint s o n FD I inflow s i n Mauritia n EPZ s i s 
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clearly visible. Figure 4.1 provides Bank of Mauritius data on actual FDI inflows int o th e 
manufacturing secto r (i.e . the EP Z sector ) i n Mauritiu s betwee n 1985-2002 . Th e dat a 
show tha t annua l averag e FDI inflow s decline d fro m $12. 8 million pe r year i n 1985-8 9 
to onl y $4. 2 millio n i n 1990-2002 . Som e leadin g Hon g Kon g an d Frenc h investor s i n 
textiles had begun to switch out of Mauritius t o other lo w cost locations lik e China, Sr i 
Lanka an d Bangladesh . I n Africa , Madagasca r ha s bee n a  particula r beneficiar y o f 
Mauritian outward investmen t (du e to its cheap labour and preferential marke t access to 
Europe). B y 2002/2003 , abou t 4 0 Mauritius-base d enterprise s ha d relocate d t o 
Madagascar t o undertake textil e an d garmen t production fo r export . 

Figure 4.1 Manufacturing FDI Inflows (US$ million), 1985-2002 

It i s possible tha t inheren t vulnerabilitie s associate d wit h th e country' s smal l siz e may 
have cause d th e structura l problem s mentione d abov e t o occu r mor e rapidl y tha n i n 
larger states. Mauritius had a  limited base of unskilled labou r and technica l skill s due t o 
its small population. Once the available supply of surplus labour and skills were absorbe d 
in the EP Z sector, wages rose and th e growt h process faltered. Th e absenc e o f a domes-
tic marke t hindere d domestic-marke t seekin g MNC s an d cause d other s t o exi t prema -
turely. It was at a  disadvantage, compared t o large economies, in accessing internationa l 
financial market s an d concessionar y financ e du e a  lac k o f creditworthines s t o financ e 
technological an d skil l upgrading . 

All o f thi s i s reflected i n a  slowdow n i n th e expor t growt h o f manufacture s i n th e 
1990s. Table 4.4 provides data o n manufacture d expor t growt h by sub-periods. I t show s 
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that manufacture d export s gre w rapidl y i n 1980-8 5 an d accelerate d i n 1985-92 . 
However, ther e wa s a  sharp dro p i n growt h rate s i n 1992-9 5 an d 1996-2002 . Som e o f 
the smalle r export s fel l sharpl y an d ther e wa s a  significan t slowin g dow n o f clothin g 
exports. Clothin g ha s continue d t o dominat e exports , accountin g fo r 80. 2 pe r cen t o f 
manufactured export s i n 2002 . Th e slowdow n i n expor t growt h ha s ha d a n advers e 
impact on GDP growth, which fell from 6.2 per cent per year in the 1980 s to 4.9 per cent 
in the 1990s . 

There ar e tw o othe r weaknesse s i n Mauritius' s expor t performance . First , a  heav y 
dependence on a few labour-intensive expor t products renders the country vulnerable t o 
unfavourable nationa l an d internationa l development s i n those activities . Compared t o 
other developing economies, Mauritius is exceptionally vulnerable with its high depend -
ence on on e ite m (clothing ) tha t ha s not decline d ove r time . 

Second i s the virtua l absenc e o f mor e comple x industria l products , eithe r sophisti -
cated consumer or producer goods. Mauritius has 'misse d th e boat' on the semi-conducto r 
assembly boom tha t drov e th e growt h o f Singapore and , later , Malaysi a an d produced a 
variety of related electronic and electrica l exports . The lac k of upgrading i s a significan t 
weakness - i t hinders technologica l spillover s and externalitie s from comple x industrie s 
and th e creation o f new employmen t i n technology-intensive industries . 

Table 4.4: Manufactured Export Growth, 1980-2002 (annual average percentage 
per year) 

Product 

Fish and preparations 
Pearls, precious stones 
Textile yarn, fabrics 
Clothing, accessories* 
Toys, sporting goods 
Gold, jewellery 
Optical instruments 
Watches, clocks 
Other** 
Total 

1980-85 

-
7.0 
-

16.4 
-
9.2 
-

34.2 
-

16.9 

Annual Average Growth Rates (%) 

1985-92 

-
15.3 
30.9 
23.5 
-

34.1 
-

15.0 
-

24.3 

Source: Estimated from Bank of Mauritius database 

1992-96 1996-2002 

21.0 
6.0 

24.1 
7.2 
0.3 

-14.4 
-

-3.5 
-42.4 (a) 

8.6 

10.6 
4.7 

-9.4 
0.5 

-7.4 
12.0 

-11.7 
-10.1 

-
0.7 

Manufactured 
Exports (US$m) 

2002 

73.4 
37.3 
44.6 

931.6 
6.8 

31.4 
5.6 

12.0 
17.7 

1160.1 

*1992-95. 
**lncludes chemicals and machinery. 

4.5 Recen t Competitiveness Initiatives 
Having successfull y becom e a n exporte r o f textile s an d garments , Mauritiu s face s th e 
challenge o f ho w t o sustai n it s expor t growt h int o th e twenty-firs t centur y an d t o 
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broaden and upgrade it s base of competitive advantag e t o cope effectively wit h differen t 
aspects o f rapi d globalisation , includin g fallin g trad e barriers , footloos e foreig n direc t 
investment, rapi d technologica l chang e an d mor e intens e competitio n fro m lo w labou r 
cost producers. In order to respond to these challenges, the government o f Mauritius has 
taken a  number o f steps t o attemp t t o diversify it s expor t bas e an d t o upgrad e it s com -
petitiveness sinc e the 1990s . Some o f the mai n policy initiative s undertaken include : 

• Upgradin g th e quality and technology o f textiles and garments , it s dominant export , 
and attempt s t o develop ne w expor t niche s i n printing an d publishing , informatio n 
technology services , consultancy service s and offshor e financia l services ; 

• Th e establishmen t o f a  Mauritiu s Competitivenes s an d Productivit y Council , wit h 
private secto r participation, t o guide the developmen t o f a national competitivenes s 
strategy and t o improv e firm-leve l productivity ; 

• Creatio n o f a new specialised Boar d o f Investment fo r a n aggressiv e investmen t pro -
motion driv e whic h emphasise s targetin g selecte d activitie s an d investors , cut s 
approval times for foreign investor s and provides high quality post-approval investo r 
services; 

• Streamlinin g bureaucrati c procedure s fo r exporters , particularl y i n relatio n t o cus -
toms procedure s fo r import s an d exports , procedure s fo r ne w busines s start-u p an d 
foreign investmen t approvals ; 

• Improvement s i n human resource s through th e creation o f a new Mauritius Institut e 
for Technolog y t o trai n tertiary-leve l technica l manpowe r fo r ne w expor t industrie s 
and measure s t o encourage greate r enterpris e trainin g vi a tax incentive s an d worke r 
training programmes ; 

• Encouragemen t o f enhance d technologica l activit y i n Mauritia n firm s b y a  publi c 
awareness campaig n o n productivit y an d qualit y management , a s well a s tax incen -
tives for research an d development ; 

• A  greater focus on improving SME export capabilities by a significant increas e in th e 
operational budge t o f th e mai n SM E extensio n service s organisation , SMIDO , an d 
mandating th e restructured MEDI A t o provide greater overseas marketing assistanc e 
for SM E exports ; 

• Privatisatio n o f Mauritius Telecom in order to reduce telecom call charges, and othe r 
measures to boost th e developmen t o f the I T sector i n Mauritius ; 

• Mor e timely an d aggressiv e exchange rat e management t o provide a  stable competi -
tive real exchange rat e for exporters . 

Mauritius i s likely t o face man y difficultie s i n attemptin g t o upgrade it s export compet -
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itiveness. Groups which have been negatively affecte d b y the exi t o f foreign enterprise s 
are likely to pressure for protection an d subsidies. External shocks (such as a contraction 
in oversea s demand ) ar e likel y t o dampe n expor t growth . Bu t o n th e positiv e side , 
Mauritius ha s recognise d th e urgen t nee d t o upgrad e competitiveness , t o attrac t mor e 
inward investmen t an d t o re-enginee r it s skill s base . Moreover , i t ha s activel y sough t 
technical advice from abroad , attempted to develop a consultative process with the main 
social partner s (th e government , th e privat e secto r an d th e trad e unions ) an d estab -
lished a  strong institutiona l capacit y t o implemen t polic y changes . These bol d action s 
increase it s chances o f success. 

4.6 Lessons from Mauritius 

What lesson s ca n b e draw n fro m th e Mauritiu s competitivenes s experienc e fo r othe r 
small states? The followin g ar e probably th e mos t important : 

• Smal l state s can develop expor t competitivenes s an d mitigat e th e economi c vulner -
abilities associated with smal l country size. 

• Competitivenes s a t firm leve l in small states is closely linked to shifts i n comparativ e 
advantage an d need s t o b e carefull y monitore d b y th e governmen t an d th e privat e 
sector. 

• Th e creatio n o f competitivenes s i n a  singl e productiv e secto r (suc h a s textile s an d 
garments i n Mauritius ) ca n brin g significan t welfar e gain s t o th e populatio n o f a 
small state . 

• Export-oriente d FD I i s a powerful mean s t o facilitating th e entr y o f small states int o 
export market s and creating competitiveness . 

• A  coheren t competitivenes s strateg y i s a  necessar y conditio n fo r th e creatio n an d 
improvement o f enterprise competitivenes s i n smal l states . 

• Man y policie s constitut e a  coheren t competitivenes s strateg y fo r a  smal l state . Th e 
main element s ar e an outward-oriente d trad e an d investmen t strategy ; active effort s 
to negotiate an d maintai n preferentia l marke t access ; prudent macroeconomi c man -
agement; investments i n education and training at all levels; establishment o f a com-
prehensive system of institutional support ; and investment s i n physical infrastructure . 

• Politica l stabilit y an d clos e involvemen t o f th e privat e secto r i n policy-makin g ar e 
also a vital par t o f a national policy programme t o improv e competitiveness . 
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