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EXECUTIVE SUMMARY 

This ICA uses a robust methodology that draws on a representative sample of 484 formal firms 
and 120 informal establishments. The sample covers SMEs and large firms in both 
manufacturing and services. Weights were used in the analysis of the data to ensure full 
representativeness of the results. Although the sample is large, sample non-response could 
invalidate the results of the analysis—especially for more sensitive questions on corruption, 
taxes, or sales. In order to reduce such possibilities, strict quality control procedures have been 
applied during the data collection process. These controls led to an overall response rate of 
above 90 percent. 1

A COMPETITIVE ECONOMY ON THE MOVE 

Mauritius has transformed itself from a mono-crop economy, where sugar accounted for over 95 
percent of its export earnings, to a strong and diversified economy, where the services sector 
supplied 72.5 percent to its Gross Domestic Product (GDP) in 2008. This robust performance is a 
result of sound economic governance, strong partnerships between the private and public sectors, 
and preferential access to export markets in textiles and sugar. The reforms undertaken since 
2006 have sparked growth, set the economy back on track, and advanced the country’s transition 
from an economy based on preferential trade arrangements to an economy that competes at the 
global level.  
 
Today, Mauritius is among the most successful economies in Africa. The country can boast of 
being a “business-friendly” destination, with bold and comprehensive government reforms that 
focus on making business procedures simple, transparent, and rule-based.  
 
And the reforms have paid off. The World Economic Forum ranks Mauritius as 57th among 133 
countries in 2009–10 in the global competitiveness index, ranked only behind South Africa in the 
Africa Region. The 2010 World Bank Doing Business report rates it among the top African 
countries—in fact, its rank has moved up from 24th to 17th place, making it one of the top 20 
countries for doing business globally.  

ISSUES AND CONSTRAINTS TO GROWTH AND DIVERSIFICATION 

But improved competitiveness and economic diversification require that existing products be 
improved and that new sectors be discovered. And for Mauritius to truly compete globally and 
expand its economy, it must find niche markets, establish links among sectors, and increase the 
knowledge component of products. To achieve these objectives, Mauritian firms will have to 
learn to absorb technology and innovate—which will depend on trade flows, labor mobility, and 
foreign direct investment. It also demands a good investment climate, skills, and domestic 
Research and Development (R&D).  

1 See S M
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But Mauritian firms are hampered in their efforts to compete by several constraints, including a 
poorly skilled labor force (especially for exporting firms), infrastructure deficiencies, the 
informal market, and the difficulty in accessing finance brought on by the global financial crisis.  
 
These perceptions vary by firm type. A larger share of SMEs, domestic firms, and non-exporters 
believe finance to be a binding constraint than do large, exporter, and foreign owned firms. 
These latter firms flag the lack of skilled labor as a constraint.  
 
Infrastructure bottlenecks are more of a problem for SMEs, while most exporting firms found 
access to finance the biggest obstacle, followed by shortages in skilled labor and transport 
infrastructure bottlenecks. Thirty-three percent of these same exporting firms cited skilled labor 
shortages as a constraint, but only 19 percent of non exporting firms found this a constraint.  
 
The trend is the same for foreign owned firms, with 38 percent of them citing skilled labor 
shortage as a major concern. This is expected since larger, exporter, and foreign owned firms 
require a larger share of skilled labor force as compared to smaller, domestic, or non-exporter 
firms.  

CAPITAL IS CRITICAL, FINANCING IS FUNDAMENTAL 

Despite major financial sector reforms, Mauritian SMEs fail to access adequate financing. Two 
in five firms surveyed consider access to finance as a major or severe obstacle to their 
operations—a relatively large percentage of firms when compared to other countries. Capital is 
critical to any business and a financial system able to allocate funds quickly and cheaply is 
essential for a sound investment climate.  
 
The lack of financial access tends to hurt small firms the most in countries with underlying 
weaknesses in their institutional environment. But empirical evidence also suggests that small 
firms benefit disproportionately— in terms of seeing their constraints relaxed—as financial 
systems develop.2

THE COLLATERAL CRUNCH 

Firm level data from 60 countries around the world highlights the mismatch between the assets 
that firms hold, and the assets that most banks accept as collateral. While the value of movable 
property generally makes up 78 percent of their total portfolio, banks mostly accept land and 
buildings as their main form of collateral. When banks only accept houses or buildings as 
collateral, entrepreneurs are unable to leverage the full range of assets to access capital and limit 
business collateral to a narrow range of assets. Enabling entrepreneurs to use business assets 
such as equipment, accounts receivable, or inventory, in order to secure loans, would improve 
access to credit.3 Half of the firms surveyed applied for a loan or line of credit in 2008. Of those 
that applied, small firms were more likely to have their loan applications rejected (15 percent) 

B T A D K V M F L C
F G D F S M J F

B P
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compared to large firms (10 percent). The two most common reasons for the rejection was 
unacceptability of collateral and low profitability of applicants (they both are reported in over 75 
percent of cases).  

TECHNOLOGY HIGHS AND LOWS 

High and medium technology exports represent a very low share of Mauritius total 
manufacturing exports. The share of high-technology products in Mauritius’ total manufacturing 
exports is lower than that of all other comparator countries except Madagascar and Sri Lanka. 
The share of low technology goods makes the bulk (more than 95 percent) of the exports. This 
reflects the fact that the largest share of manufactured exports is comprised of low technology 
intensive textile products.  
 
In order for Mauritius to diversify successfully, it must absorb technology, especially into more 
traditional areas of economic activities. Productivity regressions show that firms that introduced 
a new technology in the last three years have also experienced an increase in value added. In 
addition, training, R&D expenditure and International Standards Organization (ISO) 
Certification, all have a strong correlation with value addition in a firm. These regression results 
suggest the importance of innovation, technology, and R&D to firm level productivity. 

RESEARCH AND DEVELOPMENT: THE KEY TO INNOVATION, 
ABSORPTION, ADOPTION, AND IMITATION 

Investment in R&D (around 0.36 percent of GDP) is low in Mauritius compared to the 
comparator countries and has not increased over the years. In addition, most of this R&D is 
performed in the public sector—the share of firms that performed R&D is small (18 percent), 
and the main source of financing the R&D is internal retained earnings (73 percent) followed by 
bank loans (21 percent). There is no R&D financed by venture capitalists, the government or 
universities among the firms surveyed. In fact, firms consider finance as a key constraint 
curtailing their investments in R&D particularly when firms seek to advance and undertake more 
sophisticated and expensive R&D. The Enterprise Survey indicates that 24 percent of the firms 
that do not undertake R&D cite lack of financing as the critical impeding factor. 

BIGGER FIRMS ARE MORE LIKELY TO UPGRADE, INNOVATE, AND 

The share of firms introducing new products or upgrading existing product lines is a little more 
than 50 percent (figure 1); the activity is concentrated in large and medium firms with 75 and 53 
percent of large and medium sized firms conducting innovative activity. This share compares 
favorably to shares in South Africa, Sri Lanka and Vietnam, lagging behind Thailand (82 
percent) and India (68 percent). Not surprisingly, as elsewhere, smaller firms in Mauritius are 
less innovative than large and medium size firms as are firms that spend less on R&D. 
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Figure 1: Share of firms that introduced a new or significantly improved  
Product over the previous three years 

Source: ICS data, World Bank Enterprise Survey.
Note: 2009 data used for Mauritius, various ICS data used for all other countries. 

 

EXPORT 

Larger firms and foreign-owned firms have a higher probability of being exporting firms. Larger 
firms are able to invest in new or upgrade their current products to cater to international markets. 
In order to export, firms must also be able to obtain certification; therefore, as expected, our 
sample showed exporting firms are also linked to obtaining ISO certification. The differences 
between the two groups are much more pronounced when looking at the share of firms 
undertaking R&D expenditures (15 percent of non exporting firms and 38 percent of exporting 
firms).  
 
Both trade and foreign direct investment have played significant roles in expanding the 
international trade in some of the most successful developing countries such as China. Local 
firms benefit from the international exposure to best practice technologies that come directly or 
indirectly through the intermediation of foreign firms. FDI acts as a channel of technology 
transfer when investors introduce product and process technologies from their home countries to 
their domestic subsidiary.  
 
TRAINING FOR TECHNOLOGY SKILLS 
Firms providing formal training programs have a much higher probability of introducing a new 
technology. Past research suggests that differences in the supply of skills create a mismatch 
between the requirements of a given technology and the skills of workers. Even when all 
countries have equal access to new technologies, this technology-skill mismatch can lead to 
sizable differences in total factor productivity and output per worker.  
Links between technological progress and skill levels are strongly evident in our sample firms in 
Mauritius. Firms providing formal training programs had a much greater probability of 
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introducing a new or significantly improved product. This is consistent with the cross-country 
regressions, where training has a positive and significant link to firm productivity levels.  
 
IN MAURITIUS, TRAINING—AND SKILL—LEVELS ARE LOW 
Both sugar and apparel are low technology and low skills activities with few linkages to other 
industries. This pattern of specialization can create a vicious circle of low value-added activity, 
weak skills, and little capacity to undertake technological effort. With rising wages and growing 
competition from lower wage economies, this pattern is unsustainable.  
Firms interviewed for the case studies complained of a skill shortage, especially for higher level 
skills related to technological enhancement. Some of these firms are also feeling labor shortages 
at the semi-skilled level and, consequently, are importing semi-skilled labor. In order to remain 
competitive, the private sector has to invest in training and upgrading the skills of its employees.  
 
But the share of firms that have training programs is only about 30 percent, much lower than the 
proportion of firms that offer formal training programs in Vietnam or Thailand (figure 2). As 
expected, a larger share of exporters and domestic firms has formal training programs as 
compared to non- exporters or foreign-owned firms.  
 

Figure 2:  Share of firms with in-house formal training programs:  
Cross-country comparisons 

71.5%
63.2%

35.0% 32.6% 31.2%

16.9% 16.0%

0%
10%
20%
30%
40%
50%
60%
70%
80%

Vietnam Thailand South
Africa

Srilanka MauritiusMadagascar India

 
Source: ICS data, World Bank Enterprise Surveys 
Note: 2009 data used for Mauritius, various ICS data used for all other countries. 

TRANSPORTATION LAGS AND ELECTRICITY COMES UP SHORT 

Survey respondents identified transportation, together with electricity, as the two leading 
infrastructure constraints to doing business in Mauritius. The problem with transportation in 
Mauritius lies on the time it takes to transport goods rather than on the costs. The median number 
of days it takes firms to export is higher than in most other countries of comparison—just below 
India and Thailand. The ability of a country to connect firms, suppliers, and consumers to global 
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supply chains is essential to staying competitive. An assessment of the logistics gap across 
countries4 ranked Mauritius 132 out of 150 economies, well behind Singapore (ranked 1), South 
Africa (24), China (30), and even Sri Lanka (92). Supply chain problems often result in firms 
holding large inventories, which represent an additional cost for firms. While the country’s 
geographical location makes transportation overseas a challenge, this delay is exacerbated by the 
large number of agencies firms have to go through to export/import, and the increased rate of 
inspections that has a corresponding impact on the delay of the clearance process.  
 
RECOMMENDATIONS 
To address these constraints, we suggest the following policy options:  
Support exports 

• Establish programs that target any firm entering new export markets or exporting new 
products in existing markets. 

• Design programs tailored to very small firms to help them become suppliers of larger 
exporting firms. Support in these programs should be for a share of the estimated 
expenditures—significant enough to encourage applications but not so large so as to 
encourage free riding. Support should be approximately 50 percent, and should have a 
cap on the total amount per individual firm.  

 
IMPROVE PRIVATE SECTOR  R&D AND INDUSTRY-RESEARCH 
COLLABORATION 

• Fund a campaign of quality improvement, and provide incentives, including tax 
exemptions, prizes and visits to facilities and institutions overseas.  

• The government needs to raise awareness on quality needs, systems and techniques, 
based on detailed analysis of enterprise practices and gaps, benchmarked against 
international standards. Within this framework, the infrastructure of metrology, 
standards, testing and quality should be improved, ensuring that industries have access to 
accredited facilities for testing, certification, and calibration.  

• Make use of a matching grant scheme for innovation. With such a scheme, firms are still 
required to finance a share of the R&D project from its own resources. This ensures that 
the firm has a stake in and shares the risk. 

 
UPGRADE SKILLS AND HUMAN RESOURCES 

• Mauritius needs to introduce new measures to increase the scale and quality of its 
workforce.  The country now lacks a long-term view on skills development that would 
ensure a broad base for skills development. A more comprehensive lower secondary 
school could cater to students with different learning abilities and would provide all 
students at the primary level a meaningful education that prepares them to contribute to 
the economic development of the country. 

• Invest in science and engineering education to strengthen the Mauritian technical 
workforce. In technical education, the government should ensure that the curriculum is 
up-to-date and relevant to the skill needs of the industrial sector.  

C P T L G E W B
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• Collaborate with overseas universities (e.g., in the United Kingdom and Australia) as an 
additional channel for human resource development.  

 
EXPAND ACCESS TO FINANCE 

• Extend the Credit Information Bureaus coverage to other financial intermediaries, and 
lower the reporting threshold to improve the quality of information available regarding 
small borrowers.  

• Rationalize and review the subsidized lending programs to achieve better and more 
sustainable results. 

• Provide financial literacy training (especially to SMEs) in order to build their capacity to 
develop and present bankable proposals and provide support to SME to keep better 
accounts. 

• Design and implement partial risk guarantees and other financial products aimed at 
reducing the risk associated with existing collateral and supporting the banking system in 
better measures of risk assessment (based more on cash flows rather than on fixed assets). 

• Establish a national Business Plan Competition to identify the best business proposals for 
start-ups. This program would use both conventional methods, such as one-size-fits-all 
workshops and seminars, as well as a more innovative approach: personalized mentoring 
by professionals, ideally from the Mauritian diaspora. 

STRUCTURE OF THE REPORT 

Chapter one sets the macroeconomic context of Mauritius. Chapter two analyzes how firms in 
Mauritius perform in terms of labor productivity compared to the set of comparator countries and 
discusses the main obstacle faced by firms in Mauritius. Chapter three discusses access and 
cost of finance and the impact of the global financial crisis. Chapter four discusses the level of 
innovative activity among firms in Mauritius and the perceived skills shortage that firms face 
inhibiting their growth and absorptive capacity. Chapter five discusses the other constraints of 
electricity and transport that firms face, while Chapter six discusses the informal sector in 
Mauritius. Finally, policy actions are presented in chapter seven.



9

CHAPTER 1: MACRO ENVIRONMENT 
 

An Impressive Economic Growth 
 
Since its independence in 1968, Mauritius has experienced impressive economic growth, 
emerging from a mono-crop economy to a strong well-diversified economy. While sugar 
accounted for over 95 percent of its export earnings in the 1970s, the services sector accounted 
for 72.5 percent of GDP in 2008 (figure 1a). The economy has enjoyed a growth path of 5 
percent on average over the last three decades, with some degrees of volatility, despite its 
vulnerability to external shocks (figure 1b). Mauritius’ economic trajectory has shown a 
continuous adaptation from import substitution industries to export oriented tradable sectors, 
initially in goods and, since the early 1990s, mostly in services (figure 1c). Its roadmap charts 
development of the sugar industry in the 1970s, textiles and clothing in the 1980s, tourism in the 
1990s, and financial services by the end of the previous millennium.  
•
Over the long term, the main sectors contributing to the economic expansion of the country were 
sugar, tourism, textiles and apparel, and financial services, although the share of contribution of 
each  have changed over time in favor of services sector away from sugar sector (figure 1d). The 
information and communications technology, seafood, hospitality, and property development 
sectors are attracting investment and seen as new growth engines of the economy. The 
government's development strategy focuses on creating vertical and horizontal clusters of 
development in these sectors.  
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Figure 1.1a:  GDP by sector   Figure 1.1b:  Real GDP growth 

rate

Figure 1.1c: Exports % of GDP Figure 1.1d:  GDP by main economic sector 

Source: Central Statistics Office (CSO). 

Achieved Through High Value Addition 
 
Mauritius’ economic strategy has been to diversify its production base to develop higher value-
added skill and technology-based economic activities, while consolidating the existing key 
economic sectors. In recent years, and even during the crisis period, the relatively new economic 
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sectors, like the financial services and real estate sectors have been growing at a faster rate than 
traditional sectors (table 1).  
 

Table 1.1: Real growth rates in selected sectors of activity 
Indicative sectors of activity 2006 2007 2008 2009
Manufacturing +4.0 +2.2 +3.2 +0.9
Textile +2.9 +8.5 +0.0 -4.0
Construction +5.2 +15.2 +11.1 +2.5
Hotels and restaurants +3.5 +14.0 +2.7 -8.8
Financial intermediation +7.0 +7.5 +10.1 +5.9
Real estate, renting and business 
activities 

+6.5 +7.6 +7.6 +5.9

S C S O

The services sector has had consistent growth over the period 2006–2009, with financial 
intermediation growing by 10.1 percent in 2008, buttressing Mauritius’ position as a regional 
center for financial service “par excellence.” Mauritius positions as a gateway to Africa and 
Asia—owing to its unique and favorable geo-political relationships—is also a strong factor 
behind its positive outlook. The expansion of the real estate sector is largely attributed to the 
emergence of the integrated resort scheme (IRS).5 Foreign Direct Investment (FDI) in this sector 
has doubled in 2007 and increased by 83 percent in 2008.  

Attracting Private Sector Investment and Generating Employment 
 
In fact, FDI has played a decisive role in the economic development and growth of the economy 
by creating employment, transferring technology, opening markets, and strengthening the 
domestic private sector. Over the last few years, FDI has been rising (figure 2), and the country 
has attracted more investments during 2004–2007 than the cumulative stock of FDI for the last 
25 years. Due to the global financial crisis (decreased liquidity in international markets and 
negative demand prospects), the FDI inflows have leveled off in 2008 and the first half of 2009. 
The sectors attracting higher levels of FDI remain hospitality and tourism, property and real 
estate, banking and finance, ICT, health and education, and other high value-added services 
activities.  
 
The sources of FDI remain diversified. In 2008, slightly more than half the total FDI inflows 
(MRs 5,740 billion out of Rs 11,419 billion) came from developed countries, including UK, 
France, and the US. Around MRs 5,679 billion came from developing countries like India, 
China, South Africa, and U.A.E. In fact, Chinese investments should now rise substantially with 
the creation of the Mauritius Jinfei Economic and Trade Zone (JFET), one of five such projects 
to be established by China the world over.  
 

Figure 1.2:  FDI by industry (2002–2008) 

T IRS  M US
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Source: Bank of Mauritius.

The development of new growth sectors—such as the Land Based Oceanic Industries (LBOI), 
life sciences and biotechnology, energy and environment activities, creative and entertainment 
industry, and infrastructure development—should attract more FDI as well as domestic private 
sector investment. Private sector investment plays a major role in the country’s development, 
while the public sector investment intends to improve competitiveness by providing the right 
business infrastructure.  
 
The share of private sector investment has gradually increased over the last three years, from Rs 
34,177 million in 2006 to Rs 54,011 million in 2008 (an increase of 58 percent). This growth is 
due mainly to investment in infrastructural projects—i.e., commercial and office buildings, 
hotels and integrated resort schemes projects, and other emerging sectors. Public sector 
investment decreased by 13.5 percent (Rs 12,909 m in 2007 to Rs 11,165 m in 2008).  
 

Table 1.2: Private and public sector investment 
 2006 2007 2008 2009
Private sector investment (RM)  34,177 46,261 54,011 54,526 
Private sector investment as a % of GDP at market 
prices 

16.6 19.6 20.4 19.6

Private sector investment at a % of GDFCF 68.3 78.2 82.9 80.4
Public sector (RM)  15,871 12,909 11,165 13,301 
Public sector investment as a % of GDP at market 
prices 

7.7 5.5 4.2 4.7

Public sector investment as a % of GDFCF 31.7 21.8 17.1 19.6
Total investment 50,048 59,170 65,176 67,827

Source: Central Statistics Office. 

The decline is a result of lower investment in machinery and equipment (including aircraft) and 
in infrastructure projects. In light of the global financial crisis, the government has earmarked, 
through the “Additional Stimulus Package,” substantial investments for infrastructural projects. 
Public sector investment in 2009 is expected to increase to 19.6 percent compared to a slight 



13 
 

decline in the private sector investment to 80.4 percent (table 2). Investment stimulates job 
creation; and in Mauritius, investment in high value-added technology-based sectors has 
corresponded with job creation in these sectors, thanks to a large pool of skilled and trained 
workers.  
 
One of Mauritius’ central assets is a young, dynamic and educated workforce, which is bilingual 
in English and French. The employment sex ratio remains at approximately 2 males to 1 female. 
The outlook on employment by sector mirrors the sector’s importance in the country’s income. 
The tertiary sector employed nearly 60 percent of the working population, with the secondary 
sector employing 32 percent and the primary sector engaging 8 percent. The services sector is set 
to become stronger in the coming years.  
 
The government of Mauritius nurtures this important asset by building and upgrading human 
capital. Of the 953,700 people over the age of 16, 59 percent were employed and economically 
active, 8 percent unemployed, while the rest were inactive. In each of the past four years, 
employment has risen with the creation of 10,000 new jobs a year. The unemployment rate for 
2006–2008 has been on a decline, recording 7.2 percent in 2008, down from 9.1 percent in 2006 
(figure 3).  
 
But, while job preservation was at the centre of government policies dealing with the economic 
crisis, job losses and closures of firms were inevitable. The unemployment rate for the year 2009 
increased to 8.2 percent. 
 

Figure 1.3: Unemployment rate by gender (1976–2009), 

Source: Central Statistics Office. 

 

Making Mauritius Africa’s Leading Economy 
 
Today Mauritius is among the most competitive and successful economies in Africa with a per 
capita GDP of USD 12,017 in PPP terms. The World Economic Forum ranks Mauritius as fifty-
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seventh among 133 countries in 2009–10 in the global competitiveness index—ranked only 
behind South Africa in the Africa Region.  
 
Mauritius is recognized as a business-friendly destination. It continues to be the top ranked 
African country, and its rank has improved from twenty-fourth place to seventeenth in the 2010 
World Bank Doing Business report, making it among the top 20 countries for doing business 
globally. It is among the top performers in starting a business, paying taxes, and protecting 
investors. The country has a strong track record of good governance as per the World 
Governance Indicators carried out by the World Bank. It topped the 2008 Mo Ibrahim Index of 
African Governance, and is ranked twenty-fifth in the AT Kearney Global Services Location 
Index 2009 and forty-first in the Corruption Perception Index 2008 of Transparency 
International.  
 
The remarkable performance of the Mauritius economy was driven by sound economic 
governance, effective state business relations, and opportunistic and well-planned use of 
preferential access to export markets in textiles and sugar and, later, fast improvement in 
investment climate. Mauritius has excelled once again by resisting effects of the economic crisis 
during 2008/09. Weathering the storm has been possible and successful, thanks to the 
government reforms undertaken since 2006, at times bold enough to adopt non-populist 
measures as part of its macroeconomic policies.  
 

Macro-Economic Policies and Reforms Post 2006 
 
Facing the loss of trade preferences, and with the phase-out of the Multi-fiber Agreement, the 
government of Mauritius began In the mid 1990s to re-orient its long-term economic structure 
with a vision to move the economy beyond low-wage, labor-intensive activities to one based on 
high value-added, skill and knowledge intensive. This was articulated in the Vision 2020.6

Although the implementation of the reform agenda initially started in the year 2000, the speed of 
the reforms accelerated post 2006 under the new government. The macroeconomic policies since 
then have focused on four areas: (i) consolidate fiscal performance and increase public sector 
efficiency; (ii) enhance trade competitiveness; (iii) improve the business climate; and (iv) widen 
the circle of opportunity through participation, social inclusion, and sustainability. 
 
To consolidate fiscal performance and increase public sector efficiency, the government 
maintained fiscal discipline in two ways: First, it stabilized revenue by revamping and 
simplifying the tax system, abolishing ministerial discretion on duties, abolishing tax 
exemptions, and introducing residential and savings taxes. Next, the government reduced and 
monitored expenditures while improving spending allocation. It did this through the 
implementation of program-based budgeting (PBB), performance management system (PMS), 
and medium-term expenditure framework (MTEF).  
 

V T N L T P S
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Fiscal discipline improved, and the overall fiscal deficit declined from 5.4 percent of GDP in 
2005/2006 to 3.4 percent of GDP in 2007/2008.  
 
However, because of the crisis, this trend was reversed as the government spent massively to 
stimulate the economy. The budget deficit is forecasted to be at 4.5 percent of GDP for the six-
month fiscal period ending December 2009 and for the year 2010, and projected to be back on 
track to below 4 percent by 2011 when the crisis will have completely turned around.  
 
To improve the business climate and enhance trade competitiveness, a number of measures have 
been taken, including but not limited to the following: 
 
(i) Stimulating business activities through the introduction of a single flat tax rate of 15 

percent on personal and corporate income; trade liberalization by removing duties on 87 
percent of tariff lines, reducing the highest tariff band to 30 percent; simplifying non-
tariff barriers and standards;  

(ii) Facilitating investment by streamlining investment procedures, emphasizing more ex-
ante approvals of business registration rather than ex-post verification of safety and 
health standards; harmonizing Export Processing Zone (EPZ) and non-EPZ regulations, 
reducing bureaucratic obstacles to starting businesses; transforming the Board of 
Investment from an administrator to a promoter/facilitator, empowering the Registrar of 
Companies to act as a one-stop-shop for business registration; 

(iii)  Improving treatment for investors by setting up of a commercial division at the Supreme 
Court and competition commission;  

(iv)  Modernizing employment rules and regulations and easing labor mobility and flexibility, 
through the introduction of two new laws—the Employment Relations Act and the 
Employment Rights Act to replace the Industrial Relations Act of 1973 and the Labor 
Act of 1975. 

 
These reforms—along with emergency measures undertaken during the crisis—bolstered 
Mauritius’ resilience during the world economic downturn in 2008 and its persistence in 2009, 
despite being largely dependent on exports for development. The country has posted positive 
growth rates for both 2008 (5 percent) and 2009 (2.7percent). Official forecasts show 
improvement in 2010, and the economy is projected to grow at 4.5 percent and be back on track 
to 5 percent in 2011.  
 
Mauritius responded to the crisis with a mix of monetary and fiscal measures. At the monetary 
policy level, the Bank of Mauritius had to combat a rising inflation while preserving the 
competitiveness of the export-oriented sectors. The Bank complemented the expansionary fiscal 
policy by reducing its policy rate— the repo rate—by a cumulative of 350 basis points since the 
beginning of the crisis in 2008.  
 
On the fiscal front, the Chancellor injected additional funds into the economy to preserve jobs 
and finance infrastructure improvements while stimulating investment. The bulk of the stimulus 
package put forward by the government will be invested in infrastructure projects to address 
transportation bottlenecks.  
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To directly preserve jobs in the tourism and manufacturing sectors, a work and training scheme 
was designed and implemented. The government indirectly saved jobs by providing support to 
vulnerable manufacturing and export sector enterprises facing financial difficulty because of the 
world’s economic crisis, through the Mechanism for Transitional Support for the Private Sector 
(MTSP). These schemes have curtailed a situation of massive discharge. The total number of 
jobs saved under these schemes amounts to 3300 (0.6 percent of labor force).  
 

Looking Ahead 
 
Mauritius remains engaged in the reform agenda to remedy fiscal weaknesses, open-up the 
economy, improve the investment climate, attract foreign capital, skills and know-how, mobilize 
domestic investment, and to implement programs that support sustainable development.  
 
But, in order for Mauritius to fully integrate into the global economy, it must stay innovative and 
reform oriented. Among the initiatives launched to strengthen Mauritius’ position in the 
mainstream global economy are the following: 
 
(i) Deepen the economic reform agenda to improve the investment and business climate of 

Mauritius. This aims to streamline the licensing procedures and the initiative to set up an 
e-platform for business licensing to make Mauritius a system-base investment 
destination. 

(ii)  Craft a national investment policy for Mauritius to enable all parties— government and 
its agencies, private sector and foreign investors—to have a single document for 
investing in Mauritius.  

(iii)  Make provisions for appropriate and adequate legal provisions with regard to 
safeguarding intellectual property rights, enforcing data protection, and ensuring 
competition.  

(iv)  Promote Mauritius as an investment destination for its traditional markets and more 
importantly in new markets like Russia, Scandinavia, U.A.E, Brazil, and China. 

(v)  Harness the power of re-investment from the existing investor community through a 
well-structured investor aftercare policy to retain and embed investment in Mauritius; 

(vi) Mobilize domestic investment into emerging sectors through joint-venture collaboration, 
franchising, and mergers and acquisitions; 

(vii) Mobilize the Mauritian diaspora to invest in Mauritius and participate in the economic 
development of the country; 

(viii)  Adopt a pro-active Africa Policy so as to encourage more and more Mauritian 
entrepreneurs to do business with and invest in Africa.  

 
The government is committed to transforming Mauritius into a vibrant and robust island state, 
well integrated into the mainstream global economy. To do this, it will have to (a) boost 
economic growth through higher productivity; (b) increase reliance on value-added and 
innovative skill-intensive activities; and (c) develop human capital while preserving its long-
standing commitment to social welfare in a multi-ethnic milieu.7

R W B O C P S CPS M IBRD R N
MU W B J C E M CEM M R N MU
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Given the size of the domestic market, the distance from export markets, and the lack of natural 
resources, Mauritius’ strategy for private sector-led industrial development must lean toward 
high-value, knowledge intensive, and niche markets in the manufacturing and services sectors. 
The long-term vision for Mauritius is to diversify and expand its export base and improve its 
competitiveness.  
 
But economic diversification and improved competitiveness require both the enhancement of 
existing products as well as the discovery of new sectors, finding niche markets, establishing 
links among sectors, and increasing the knowledge component of products. This ICA argues that, 
to achieve these objectives, firms must absorb technology and innovate. The capacity to absorb 
technology in turn will depend on trade flows, labor mobility, and foreign direct investment—as 
well as a good an investment climate, skills, and domestic R&D.  

Mauritius will also have to overcome several important constraints to achieving this growth, 
including an inadequately skilled labor force, especially among exporting firms, as well as the 
obstacle to accessing finance—especially in light of the global financial crisis, which we discuss 
in the following chapters. 

Structure of the Report 
 
After the introductory chapter on the overall macroeconomic context, chapter 2 analyzes how 
firms in Mauritius perform in terms of labor productivity compared to the set of comparator 
countries and discusses the main obstacle they now face. Chapter 3 discusses access and cost of 
finance with reference to the global financial crisis. Chapter 4 looks at the level of innovative 
activity among firms in Mauritius and the perceived skills shortage inhibiting their growth and 
absorptive capacity. Chapter 5 examines electricity and transport, while chapter 6 covers the 
informal sector. Finally, the concluding chapter suggests some policy actions. 
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CHAPTER 2: FIRM PERFORMANCE AND 
BUSINESS ENVIRONMENT 

 

Ranked as one of Africa’s top performers in the Doing Business 2010 report, Mauritius has in the 
past three years launched important reforms to improve its investment climate. Among the most 
significant were trade liberalization, simplified business regulation (especially in regard to 
starting a business and the tax regime), and in its efforts to attract skilled people. As a result, 
growth increased at more than 6 percent last year (WEO 2008).  
 
This chapter analyses how small, medium, and large enterprises in Mauritius perform relative to 
similar enterprises in comparator countries and relative to Mauritius three years ago. The total 
sample of 384 firms consists of 37 percent small firms, 41 percent medium, and 21 percent large 
firms. Different measures of firm performance will be studied to better understand how 
competitive Mauritius firms are in both domestic and international markets. Finally, the chapter 
examines the association between firm characteristics, innovation, managerial capacity and firm 
productivity. 
 
The empirical analysis in this study is based on the Enterprise Survey conducted in 2008–09. The 
sample consists of 384 firms with 177 manufacturing firms and 207 in the services industry.  
 

Labor Productivity 
Manufacturing 
Labor productivity is measured as value added per worker—namely, output produced minus raw 
material costs divided by the number of employees in the firm. Cross-country comparisons of 
labor productivity provide an overview of the degree of international competitiveness of 
Mauritius’ firms. As figure 1 shows, the average manufacturing firm in Mauritius is more 
productive than the average manufacturing firm in other comparator countries where enterprise 
surveys have been conducted—with the except of South Africa.  
 
Specifically, the average value added per worker in Mauritius is $12,476, second after South 
Africa ($15,891); it is similar to China ($11.955) but greater than Thailand ($9,170) and about 
four times the average value added in India. For instance, the difference is particularly large in 
comparison to India ($3,386), Sri Lanka ($2,680), Vietnam ($2,493), and Madagascar ($2,013). 
 
In order to minimize the cross-country differences in labor productivity due to different levels of 
technology, figure 1 also reports the average value added per worker for one single sector. It is 
reasonable to believe that production technologies within a sector are similar and, as a 
consequence, the degree of labor intensity varies less. “Food” was selected because it is the most 
represented manufacturing industry in Mauritius. International comparisons of labor productivity 
in the food sector follow the same ranking as in overall manufacturing sectors. 
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Figure 2.1: Value added per worker in manufacturing: International comparisons 
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Source: World Bank Enterprise Surveys, including respectively SouthAfrica2007, Mauritius2009, 
China2005, Thailand2007, India2005, SriLanka2004, Vietnam2005, and Madagascar2008. Nominal values 
are converted to $US dollars using official exchange rates from WDI and deflated using GDP deflator with 
base year2000. Data are weighted, except for China and India, for which weights were not available. Value 
added is computed by subtracting raw material costs to total sales. Workers include permanent and 
temporary workers. All values are averages values. 

Comparing the average Mauritian firm in 2008 with the average Mauritian firm in 2005, 
manufacturing labor productivity has increased slightly. The enterprise survey in 2008 included 
some enterprises interviewed in 2005 (31 firms for which value added is available). Figure 2 
presents differences in labor productivity across the two surveys, in the manufacturing industry, 
breaking down the chart into overall manufacturing, and in the three most represented sectors in 
2008: textiles, garment, and food. Although the increase in labor productivity in the average 
manufacturing firm is driven by the food sector, these comparisons should be treated with 
caution due to the small sample size. 
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Figure 2.2:   Comparisons with previous survey: Value added per worker in 
manufacturing�
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Source: World Bank Enterprise Surveys. All values are averages values for the unbalanced panel. Data 
for Mauritius 2009. 

Across firm size, the average small firm in Mauritius is the most productive compared to other 
small firms in comparator countries and to Mauritius in 2005. Small firms are defined as those 
having from 3 to 9 employees and represent 34 percent of the sample in 2008. Contrary to 
comparator economies (except Thailand), where labor productivity grows with firm size, small 
firms in Mauritius are more productive than medium (10–49 employees) and large firms (more 
than 50 employees). Although the size distribution in the two samples is different, small firms in 
Mauritius performed better on average both in 2005 and 2008. However, medium and large firms 
in Mauritius 2008 ranked third after South Africa and China (figure 3).  
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Figure 2.3: Value added per worker in manufacturing by firm size 
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Source: World Bank Enterprise Surveys. All values are averages values. All data are weighted except 
India, China, and Mauritius2005. 

Statistics in table 1 also suggest that there is no significant difference in labor productivity 
between exporters and non-exporters in Mauritius. However, differences are statistically 
significant when looking at manager education and manager performance index. Foreign-owned 
firms (9 percent of the sample) are 25 percent more productive than domestic firms. Similarly, 
firms run by university educated managers are significantly more productive than firms with 
managers with only secondary or vocational training.  
 
The Enterprise Survey in Mauritius also collected data on management performance. The 
Entrepreneurship Management Practice Indicator (EMPI) aggregates ten different measures of 
management performance covering four areas of entrepreneurship management: operations, 
monitoring, targets, and incentives. Each of the ten measures is a categorical variables ranging 
from 1 to 5. A score of 1 represents “poor practice,” 3 is “some good practice,” and 5 represents 
“best practice” in management. For each firm the EMPI is an aggregate indicator computed as 
the average of all ten measures of management performance.8 The frequency distribution of firm 
EMPI in Mauritius is skewed towards good and best practices. Table 1 also shows a positive 
correlation with firm productivity, suggesting that better managed firms are linked to higher 
levels of value added per worker. 
 

Table 2.1:  Average productivity by firm types in manufacturing 

EMPI 
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Value 
added 
per 
worker 

Labor 
cost per 
worker 

Unit 
labor 
cost 

EMPI 

Total manufacturing $12,476 $3,161 0.27 3.60 

Sector  

Textiles $6,362 $2,939 0.32 3.57 

Garments $6,435 $2,012 0.37 3.65 

Food $12,734 $2,978 0.29 3.50 

Other manufacturing $11,432 $4,460 0.42 3.68 

Size  

Small (3–9) $14,992 $3,153 0.18 3.51

Medium (10–49) $10,299 $2,836 0.33 3.69 

Large (50 and more) $11,476 $4,145 0.40 3.61 

Exporting status  

Non exporters $12,594 $3,190 0.26 3.55 

Exporters $11,921 $3,033 0.29 3.73 

Ownership  

Domestic $12,415 $2,960 0.26 3.57 

Foreign $15,553 $4,060 0.25 3.94 

Manager education   

Incomplete secondary $13,903 $2,172 0.22 3.46 

Secondary $9,412 $2,689 0.34 3.83 

Vocational $7,522 $3,111 0.29 3.44 

University and more $13,762 $4,525 0.30 3.60 
 

Source: World Bank Enterprise Survey Mauritius 2009. All values are averages values. Data are weighted. 
Value added is computed by subtracting raw material costs to total sales. Workers include permanent and 
temporary workers. Labor cost is the total cost of wages, salaries, bonuses, and social payments for both 
production and non-production workers. Unit labor cost is labor costs divided value added. Capital is the net 
book value of machinery and equipment. Capital productivity is value added divided by net book value of 
machinery and equipment. 
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Service 
 
Old enterprise surveys do not include the service sector in their sampling frame; hence 
international comparisons of this sector are possible only with the most recent surveys, which are 
those implemented in Madagascar and South Africa in 2007. In addition, data on inputs in 
Mauritius were not collected for firms in service. Consequently, rather than value added, sales 
per worker are compared across countries as a measure of firm performance. 

In Mauritius the service sector, mostly retail, represents 53 percent of the overall. Similarly, 
service constitutes 28 percent in South Africa and 54 percent in Madagascar. As figure 4 shows, 
Mauritius outperforms its counterparts in the service industry. Sales per worker in Mauritius is 
the highest ($31,182) followed by South Africa ($21,771), and Madagascar ($10,025). The 
difference is even larger when comparing only retail.  Average sales per worker in 
manufacturing are higher in South Africa than in Mauritius (table 2). This is consistent with the 
pattern presented earlier in value added per worker. 

 

Figure 2.4 Sales per worker: International comparisons 
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Source: World Bank Enterprise Surveys. All values are averages values. All data are weighted. 

Table 2.2: Average productivity by firm types in service 

 Sales per 
worker 

labor 
cost per 
worker 

EMPI 

Sector  
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IT services $56,486 $7,055 3.88 

Other services $23,400 $3,837 4.00 

Retail and whole $42,133 $3,773 3.74 

Size  

Small (3–9) $25,325 $3,640 3.92

Medium (10–49) $39,007 $3,981 3.74 

Large (50 and 

more) $27,028 $4,046 3.79 

Exporting status  

Non exporters $31,034 $3,757 3.73 

Exporters $39,931 $4,957 4.13 

Ownership  

Domestic $30,546 $3,659 3.77 

Foreign $40,949 $5,132 3.56 

Manager 

education   

Incomplete 

secondary $23,359 $2,400 3.72 

Secondary $27,389 $2,627 3.88 

Vocational $25,262 $5,973 3.46 

University and 

more $43,859 $4,577 3.78 

Source: World Bank Enterprise Survey Mauritius 2008. All values are averages. 

Labor Cost and Unit Labor Cost 
 
Labor costs are often used to assess international competitiveness of countries. The wage per 
worker for the average manufacturing firm is relatively high in Mauritius ($3,161) compared to 
the other countries. Among all sub-Saharan countries (not reported here), only South Africa has 
higher labor costs ($5,647). Figure 5 provides the ranking in wage per worker for the average 
manufacturing firm in the same group of comparator countries analyzed in the previous section. 
As a result of Mauritius’ high labor costs (only surpassed by South Africa), there is scarce 
competitiveness, especially in labor intensive sectors.  
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Although labor costs are high internationally, they declined significantly with in 2005 (figure 7), 
when the average wage per worker was $4,167. According to the enterprise surveys data, the 
reduction in labor costs was not sector specific; in particular, wage per worker in textiles 
declined by 34 percent. These results might reflect the efforts made by the government to 
improve the flexibility in labor markets. However, in order to be competitive internationally with 
countries such as Thailand, China, India, more reforms have to be implemented to reduce the gap 
in labor costs.  
 

Figure 2.6  Figure 6  Unit labor cost in manufacturing: International 
comparisons 
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Source: World Bank Enterprise Surveys. All values are averages values. Data are weighted except 
India and China. Unit labor cost is labor costs divided value added. 

If higher wages reflect higher workers skills, education or experience, then labor cost is not the 
appropriate indicator to measure competitiveness. Instead, labor cost as a percentage of value 
added (unit labor cost) is commonly used for two reasons. First, it tells how labor productivity is 
reflected in labor costs (how efficient labor is in terms of cost relative to its productivity). The 
higher it is the higher are labor costs compared to productivity. Second, as a ratio indicator, it is 
free of potential differences due to exchange rate fluctuations, and it is easily comparable across 
countries. 

Figure 2.5 Labor cost per worker in manufacturing: International comparisons 
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production and non-production workers. 
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As shown in figure 6, the average unit labor cost in Mauritius (27 percent) is at par with Thailand 
and India but higher than China. But contrary to figure 5, when labor costs are seen as a 
percentage of value added, manufacturing firms in Mauritius are more competitive that Vietnam, 
Sri Lanka, Madagascar, and South Africa. This means that, despite nominal wages being higher, 
differences in value added with respect to comparator countries outweigh differences in wage 
levels. 

Figure 2.7 Labor cost per worker and unit labor cost in manufacturing: 
Comparison with previous survey 
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Source: World Bank Enterprise Surveys. All values are averages values for the unbalanced 
panel. Data in 2005 are not weighted. Labor cost is the total cost of wages, salaries, bonuses, 
and social payments for both production and non-production workers. Unit labor cost is labor 
costs divided value added. 

Total Factor Productivity (TFP) 

All measures of firm performance (value added per worker, wage per worker, unit labor cost) 
analyzed in the previous sections rely on only one input (labor) to capture its intensity and the 
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efficiency in the production process. Along with these partial measures of firm productivity, it is 
also necessary to look at differences in total factor productivity. By definition, differences in TFP 
capture all the differences in firm output not explained by different uses of labor, capital, and 
intermediate inputs. In principle, differences in TFP can arise from many factors—such as 
manager ability, entrepreneurship, manager/workers education, technology innovation, the 
exporting status of the firm, the ownership structure, and the characteristics of the environment 
in which the firm operates. For a given output level, the higher the TFP, the more efficient the 
firm is because it produces with less resources (inputs). 

 
In this section we attempt to pick up cross-countries differences in TFP and see how Mauritius 
scores. TFP is estimated residually from an augmented Cobb-Douglas production function. We 
pool firms from the comparator countries analyzed so far in the chapter into a unique regression 
framework and use Ordinary Least Square technique to estimate the production function and to 
perform cross-country comparisons. To allow sectors to use different production technology, 
interactions of sector dummies with inputs are included in the regression (but not reported).  
 
In order to estimate cross-country differences in productivity not explained by production inputs 
and other firm characteristics (sector, ownership, exporting status, age, bank credit, manager 
education, and whether the firm offers formal training ), we include country dummies in the 
regression. The magnitude and sign of country dummy coefficients can be interpreted as each 
country’s contribution to average TFP, and are estimated relative to Mauritius. On average, the 
results of this analysis are consistent with the results shown earlier for labor productivity (figure 
1), with Mauritius appearing to be more productive than Madagascar, Vietnam, and Sri Lanka, 
but as productive as South Africa and Thailand.9 Also, when looking at only the food sector, 
results are similar and Mauritius ranks the same.10 

Employment Growth and Firm Productivity 
 
Labor markets provide the link between firm productivity and the well-being of households by 
translating gains in firm productivity into employment opportunities and/or earnings gains. In 
what follows we examine the correlates of employment growth among firms in Mauritius. By 
identifying where employment growth is occurring and what factors are associated with higher 
employment creation, we clarify the scope and form of possible policy interventions. Our 
identification strategy is twofold. First, we examine simple correlations between employment 
growth and a set of policy amenable factors and firm characteristics. Second, using a regression 
framework we test for the independent contributions of each of these factors to employment 
growth and earnings. 
 
Figure 8 shows the variation in employment growth across sectors, export and ownership status, 
and firms’ perceptions of the labor market. Employment growth is measured as the annual 
percentage change in the firms’ permanent workforce between 2005 and 2007. While this 
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measure does not account for changes in temporary employment contracts, it captures an 
important dimension of employment opportunities.  
 

Figure 2.8 Employment growth 
 

Note: Graph shows the distribution of employment growth. The bottom and top 
boundaries of each box correspond to the 25th and 75th percentile, respectively. The line in the middle of 
the box represents the median. Finally, the whiskers are defined as the smallest (largest) value that is less than or equal 
to 1.5*inter-quartile range (the height of the box) from the 75th percentile (25th percentile). 

 

As the top left panel shows, the median and inter-quartile range of employment growth across 
sectors is relatively uniform. Employment growth in the other services sector (designated as 
“Other”) has considerably less dispersion than in the other two sectors. The top right panel 
suggests few differences in the distribution of employment growth between foreign and 
domestically owned firms that export. However, there are considerable differences in the 
distribution of employment growth between foreign and domestically owned non-exporters. The 
latter have a higher median and wider dispersion of employment growth. This panel suggests the 
employment growth is concentrated among likely small, domestically owned non-exporting 
firms. 
 
The bottom panels show the relationship between employment growth and firm perceptions of 
two key indicators of the labor market: the extent to which labor regulations and formally 
acquired worker skills affect firm performance. The bottom left panel shows that firms that 
report worker skills to be a major/severe constraint to firm performance have a slightly higher 
median employment growth and larger dispersion than firms that report a minor/no impediment 
to firm operation. The bottom right panel shows results consistent with the conclusion that 
rapidly expanding firms are more likely to be constrained by features of the labor market. Firms 
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reporting that labor market regulations are a major/severe constraint have a higher median and 
wider dispersion of employment growth than firms that report a minor/no impediment. 
 
These simple associations do not necessarily reflect the independent effects of these firm 
characteristics on employment growth. In particular, firm characteristics such as firm size, sector, 
and other determinants of firm productivity may account for some of the relationships suggested 
in figure 8.  
 
To clarify the determinants of employment growth, we run a linear regression that estimates the 
independent effects of firm characteristics on employment growth. In addition to the factors 
highlighted in figure 8, we include the location of the firm’s activities in export-promotion or 
other industrial zones,11 access to credit, sector, firm vintage, and whether the firm provides 
training. In addition, we attempt to test directly for the impact of the managerial quality using a 
battery of management performance questions. In addition, we use an indicator for whether the 
manager has more than secondary school training as a proxy for unobserved firm productivity. 
 
The results confirm many of the findings shown in figure 8. For instance, there is no difference 
in employment growth across manufacturing, retail, and other services sectors when we include 
other determinants of employment growth. Similarly, we do not observe any positive and 
persistent effects of either foreign ownership or export status on employment growth.  
 
It appears, however, that the effect of export status, which is typically associated with higher 
firm productivity, is masked by the firm’s location. Including indicators for whether the firm is 
located in an EPZ or other industrial zone reveals a large and positive effect on employment 
growth. Firms located in export promoting zones have considerably higher employment growth 
than those located outside these zones. Holding other firm characteristics constant, a firm in an 
export promotion zone grows by nearly 30 percent more per annum than a similar firm outside of 
the zones.  
 
Other measures of firm productivity do not appear to be significantly correlated with 
employment growth. In particular, while the simple correlations in the figure 8 suggest an 
association with firm perceptions of the labor market, controlling for other firm characteristics 
reveals no independent effects of reported impediments. Similarly, we find no evidence that the 
provision of training or the existence of a line of credit is positively associated with employment 
growth.  
 
However, we do find evidence that firm productivity is positively associated with employment 
growth. Using the manager’s education as a proxy, we find that the employment growth of firms 
with a manager with more than secondary schooling is nearly 8–10 percent higher per annum 
than managers with less than secondary schooling. But, using an index of a battery of 
management performance questions that ask how the firm is run, we do not find a strong 
association with employment growth. 
An alternative way in which firm productivity confers benefits to households is through the 
wages that firms pay. We investigate this channel by running an earnings regression using 
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employees matched to about half of the firms in the survey. In these regressions we control for 
the usual measures of human capital: schooling, experience and training, and firm-level 
characteristics. 
Regression analysis 12 shows that returns to a year of schooling are high, ranging between 6-9 
percent.13 Other measures of worker human capital, such as experience, are statistically 
insignificant.  
We estimate a large and sometimes significant difference between the earnings of women and 
men—the point estimate suggests a wage gap of 20-30 percent. As with returns to schooling, this 
earnings gap is not significant when we control for unobserved fixed firm characteristics.  
The wage gap between full-time and temporary workers is significant. Holding other firm and 
worker characteristics constant, full-time workers earn twice as much as temporary workers.  
Finally we document some evidence that returns to worker training are generally not statistically 
significant. Our key measures of the link between firm productivity and earnings are firm 
characteristics, such as location of activity, export status, and management index. 
Consistent with the employment growth results, workers in firms located in the export promotion 
zones are paid nearly 60 percent more than workers with similar human capital attributes located 
in non-designated zones. Surprisingly, export status and foreign ownership are negatively 
associated with earnings after accounting for worker and firm characteristics. The management 
performance index is not associated with earnings. 
The results of this exercise suggest that employment growth varies widely across sectors and 
across firms within sectors. These results also suggest that, while employment growth is 
associated with a number of key variables that are associated with firm productivity, much of the 
variation is unexplained by the usual observed firm characteristics. Location in an export 
promotion zone is associated positively with both employment growth and worker earnings. In 
addition, a firm run by a manager with more than secondary education grows nearly 10 percent 
faster per annum than an otherwise similar firm. 
 

Business Environment 
 
During the survey interview, firms were asked to identify the major constraints to their business 
activity, using two types of questions. One question asked them to rate a set of approximately 20 
potential bottlenecks, while the second asked them to rank the top three bottlenecks within the 
same list. While both informative, the question that best describes the perceived binding 
constraints for Mauritian firms is the latter because it forces firms to prioritize their complaints.  
Table 3 shows the percentage of firms ranking each constraint as one of the top three. According 
to this perception, Mauritian firms consider finance, informal practices, infrastructure (transport 
and electricity), and skills the most important problems. For those bottlenecks at least one in five 
firms ranks it as one of the top three bottlenecks. 
 

Table 2 3: Percentage of firms reporting each constraint as one of the top three problems: All 
formal firms, Mauritius 2008 

12 S A C
A



31 
 

Obstacle All Firms

Total Small Medium Large Manuf. Services Exporter Non-Exp. Foreign Domestic

Access to Finance 48% 58% 50% 29% 49% 48% 39% 49% 30% 50%

Informal 37% 41% 38% 30% 38% 37% 25% 39% 13% 41%
Transport 29% 38% 22% 26% 30% 26% 30% 29% 25% 29%

Unskilled Labor 21% 10% 23% 37% 20% 23% 33% 19% 38% 20%
Electricity 17% 23% 12% 18% 21% 10% 11% 18% 6% 19%

Tax Rates 16% 11% 24% 8% 13% 20% 15% 16% 6% 17%
Crime 14% 11% 14% 18% 14% 14% 18% 14% 18% 13%

Corruption 11% 9% 13% 13% 11% 13% 7% 12% 12% 10%
Customs 10% 10% 8% 12% 9% 10% 25% 8% 9% 10%

Access to Land 9% 8% 10% 11% 11% 7% 10% 8% 8% 9%
Licensing 9% 4% 13% 8% 8% 10% 5% 9% 13% 8%

Tax Admin. 8% 7% 10% 6% 8% 9% 5% 9% 0% 9%
Labor Reg. 6% 2% 8% 10% 6% 7% 15% 5% 20% 5%

Political Instability 3% 2% 3% 6% 4% 3% 4% 4% 1% 4%
Courts 1% 0% 1% 2% 1% 1% 0% 1% 3% 0%
Source ICA survey

Size Sector Exporter Ownership

The survey data shows some variation across types of firms. While the perception of finance as a 
binding constraint is more evident in SMEs, domestic and non-exporters, the opposite is true for 
skills.  
 
Infrastructure bottlenecks, on the contrary, are more of a problem for SMEs. The largest share of 
exporting firms found access to finance the biggest obstacle, followed by shortages in skilled 
labor and transport infrastructure bottlenecks. While 33 percent of exporting firms cited skilled 
labor shortages as a constraint, only 19 percent of non-exporting firms found the same. This 
trend holds true for foreign owned firms, with 38 percent of them citing skilled labor shortage as 
a major concern.  
 
Figure 10 demonstrates that skills and access to finance have been major obstacles in 2005 as 
well. The majority of large firms cite unskilled labor as the most important obstacle, while access 
to finance is the biggest obstacle for small and medium-sized firms. These would be intuitive, 
since larger, exporter, and foreign-owned firms would require a larger share of a skilled labor 
force compared to smaller, domestic or non-exporter firms.  
 
Another way to look at this is to identify which constraints are more problematic for better 
performing firms. To examine this issue, we divide firms into two groups: firms above the 75th 
percentile of labor productivity and of employment growth. Figure 9 shows that—for both 
categories of firms—again finance, informality, skills, and infrastructure remain the biggest 
problems, confirming what the previous charts indicated.  
 

Figure 2.9: Top-ranked constraints by labor growth and labor productivity 
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Source: World Bank Enterprise Survey 2009. 

A similar survey conducted in 2005 allows us to analyze the evolution of this perception over the 
last few years.14 While doing that, we need to acknowledge that in 2005 the Mauritian 
government implemented a series of reforms to improve the country’s regulatory environment.  
 
Figure 10 shows that reforms adopted in 2005 have had a positive impact on the perception of 
Mauritian entrepreneurs— confirming what the Doing Business indicators have already reported. 
For all areas of reform—licensing, labor regulations, and tax administration—the perception of 
being an obstacle has decreased significantly over that time period. Today, less than one in four 
firms complain about them, which is less than half that number of 2005. On the other hand, 
survey results show that, in the manufacturing sector,15 finance, infrastructure, and skills remain 
the most important obstacles in Mauritius. Finance and skills were major bottlenecks also in 
2005, while infrastructure is now seen as more of a problem than before.  
 

Figure 2.10:  Main constraints over time: Rating major constraints (2005–2008) 
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Source: World Bank Enterprise Surveys 2005, 2009. 

 

Impact of Financial Crisis on Perceptions and Government Response 
 
Before looking in more detail at the main obstacles facing Mauritian firms, we must 
acknowledge that the current financial crisis might have had an impact on the results of the 
Enterprise Survey. 
 
The Enterprise Survey is not designed to access the impact of a crisis. Nevertheless, if the survey 
is conducted during a crisis period—as it was in the case of Mauritius, questions of perceptions 
are subject to unexpected shocks. We can therefore at least see the impact of the current financial 
crisis on the perception of the main business obstacles by Mauritian firms. In order to do that, we 
classify as pre-crisis all interviews conducted by October 2009, and post crisis all interviews 
conducted from November onward. Approximately half of the interviews fall in each of these 
two categories. 
 
Figure 11 shows the share of firms perceiving each constraint before and after the crisis. As seen, 
the financial crisis has had a clear impact on a number of perceptions. Most notably the financial 
crisis has increased the perception of finance, informal practices, transport, electricity, and taxes 
as a major constraint to businesses in Mauritius. Although before the crisis around 40 percent of 
firms reported access to finance a problem, after the crisis nearly 55 percent cited it as a major 
constraint. There is an increased perception about informality being an obstacle post crisis, with 
45 percent of the firms citing it as a top three constraint, and unskilled labor force, which was 
cited by nearly 30 percent of the firms before the crisis, was only noted by 16 percent of the 
firms.  
Figure 2.11: Share of firms ranking each constraint as top three problems before  
and after the financial crisis 
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Source: World Bank Enterprise Survey 2009. 

Among exporter firms, nearly 40 percent of the firms cited unskilled labor as a top constraint 
before the crisis. This share remains constant even after the crisis. However, access to finance is 
perceived as a much larger obstacle with nearly 55 percent of the firms citing it as a major 
constraint after the crisis; this share was 30 percent prior to the crisis.  
 
Transport, meanwhile was perceived as a major obstacle by 36 percent of the firms before the 
crisis; currently, only 17 percent of the firms see it as such. Thus, there is a significant shift in the 
perception among firms regarding access to finance before and after the crisis, and unskilled 
labor remains a major obstacle for these exporting firms (figure 12). 
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Figure 2.12: Share of exporting firms ranking each constraint as top three problems  
before and after the crisis 

Source: World Bank Enterprise Survey 2009. 

 

Mauritius has withstood the first round of effects of the crisis. The GDP growth rate is estimated 
at 4.8 percent in 2008, which is below 5.4 percent in 2007. The first-round effects had very little 
or no impact on the Mauritian financial system. This is because the banking system is well 
regulated—banks are adequately capitalized and highly liquid. Furthermore, local banks have 
been conservative in their investment strategy, with their loans financed mainly through 
domestic deposits.  
 
However, the second-round effects of the global economic crisis are now being felt by the real 
sector. The export sector is being affected by the recession in Mauritius’ major export markets. 
Out of total commodities exports in 2007, Mauritius exported 68 percent to Europe (UK is the 
main buyer, with 34 percent, followed by France, 13.8 percent) and 7 percent to the U.S.A. In 
addition to Mauritius exporting to economies that have been hit hard by the crisis, its major 
exports are also highly income elastic. In 2007, out of total commodities exports, 43 percent was 
in articles of apparels and clothing accessories. Tourism receipt in 2007, as a percentage of 
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services exports was 55 percent. During the first quarter of 2009, the Mauritian tourism sector 
was experiencing a huge decline as arrivals from Europe (its main market) had declined. 
 
To ensure that Mauritius maintains its economic resilience, the government came up with an 
emergency response—the additional stimulus package—worth MUR 10.4 billion, i.e., 3.8 
percent of GDP. This package aims “to give a significant boost, during 2009/10, to public and 
private investment, strengthen implementation capacity in government, create human resource 
capacity, support vulnerable sectors and businesses, enhance efforts of re-skilling, retraining, and 
returning retrenched workers to productive employment and to provide ample protection for the 
population.”16 

To some extent, the Mauritian private sector has responded well to the government’s proactive 
reaction to the crisis. Even though the data was collected in early 2009, entrepreneurs consider 
the government actions to deal with their problems much more favorably after the crisis than 
before (figure 13). 
 

Figure 2.13: Attitude toward the national government in dealing with problems  
faced by the private sector —pre- and post crisis 

 

Source: World Bank Enterprise Survey, 2009. 
 

CHAPTER 3:  ACCESS TO FINANCE 
 

As we have seen, access to finance is one of the top constraints faced by most businesses in 
Mauritius. Capital is a key input to any business, and an efficient financial system able to 
allocate financial resources quickly and cheaply to their most productive uses is an essential part 
of a sound investment climate. This chapter has two objectives. First, it investigates how the 
financial system allocates resources to businesses in the country. Second, it analyzes the main 
constraints faced by the firms in accessing finance in Mauritius.  
 

I. Mauritian Financial Structure 
 
The financial sector of Mauritius is regulated by two regulatory agencies: the Bank of Mauritius 
(BoM), which regulates the banking sector; and the Financial Services Commission (FSC), 
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which regulates the non-banks financial institutions. While some believe the two distinct 
regulatory systems may be working well, the International Monetary Fund would like to have 
further improvements in the coordination of activities between the two.17 

For example, leasing institutions have a foot in both bank and non-bank camps, which leaves a 
question mark about which authority is responsible. There is also a need to address data 
shortcomings in the areas of balance of payments statistics and the coverage of the global 
business license sector, for which the IMF is providing technical assistance. 
 
Growth in the financial sector has  come about from a combination of government reforms—
such as the 2004 Banking Act, which created single banking licenses and ended the artificial 
division between domestic and offshore banks—and other factors, including the natural 
evolution of banking systems worldwide and the eastward shift of economic power to Asia. The 
country’s liberal policy regime—no capital controls, a floating but relatively stable currency, an 
attractive tax regime, and a large number of Double Taxation Avoidance Agreements—give it 
the edge over larger and stronger financial sectors, such as South Africa’s. The financial services 
sector share of GDP rose from 9.9 percent in 2007 to 11 percent in 2008, thus playing a 
significant role in the Mauritian economy.  
 
Because bank statistics are no longer shown on a domestic-versus-offshore basis, there is no 
objective measure of the size of offshore operations. However, at the end of last year, loans 
outside Mauritius were larger than bank lending to the island’s private sector, at MR176bn 
($6.6bn) against MR134bn. In addition, foreign assets accounted for almost two-thirds of total 
assets, a good indication of the extent to which the banks have globalized. 
 
Similarly, a large chunk of deposits (about 68 percent) is in foreign currency, though this is less 
of a measure of offshore activity because the funds may well be owned by Mauritians rather than 
foreign residents.  
Two banks—Mauritius Commercial Bank and the State Bank of Mauritius—account for 60 
percent of the market; and the top six have an 80 percent market share. However, those large 
market shares will dwindle as other banks use new technology. The hope is that the old days of 
market share built on a dense local branch network are fast disappearing. The new operators are 
bringing in modern technology —internet banking, automated telling machines, and IT 
systems—that, once established, have low operating costs. 
 
The authorities have already undertaken many policy initiatives that support better functioning of 
the country’s financial sector. These include the establishment of specialized commercial courts, 
which will greatly reduce the time and cost of resolving commercial disputes in Mauritius, which 
were among the highest (although it may take some time to clear the backlog and see the real 
impact).  
 
In addition, the recently approved Insolvency Law will allow greater flexibility for companies 
and corporate firms to restructure, unlike in previous times when the legal system was geared 
solely towards liquidation, and creditors generally received little in insolvency proceedings. 
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Credit information systems have been improved with the establishment of credit bureaus, which 
cover bank and non-bank creditors, positive and negative credit information, and allows for 
private or public-private credit bureaus; and there has been an improvement in land and collateral 
registration (including computerization). 
 
The banking sector dominates Mauritius’ financial services sector, with a share of 64 percent; the 
insurance sector and non-bank financial institutions contribute 24 and 3 percent respectively. The 
Mauritian banking industry comprises 18 banks, 13 non-bank deposit taking institutions, 10 
money changers, and 5 foreign exchange dealers. The commercial banking sector has 5 banks, 8 
foreign owned subsidiaries, 4 branches of foreign banks, and 1 joint venture. In 2008, financial 
intermediation maintained high performances, registering a growth rate of 10 percent. 
 
Low exposure to toxic assets, coupled with low reliance on foreign funds to build up domestic 
assets, have enabled Mauritius banks to be highly resilient in terms of capital adequacy, balance 
sheet growth, profitability, and loan delinquencies. Data from the BoM show that total banks 
assets increased by about 5 percent from MUR 723,468 million in January 2008 to MUR 
759,693 in January 2009. In 2008, the banking sector recorded an aggregate pre-tax profit of 
MUR 12.6 million for 2008, representing an increase of 21.6 percent compared to 2007.  
 
While the regulatory minimum capital adequacy ratio in Mauritius is 10 percent, the capital 
adequacy ratio observed by commercial banks increased to 15.8 percent in December 2008. 
During the same period, capital and reserves of banks grew by 33.3 percent from MUR 44,157 
million to MUR 58,858 million. The improvement in risk management standards resulted in a 
decline in non-performing loans to gross loans to 2.1 percent in September 2008. In addition, the 
banks continuously increased their ratio of liquid to total assets, which was at 41.8 percent as of 
September 2008. 
 

II. Access to Credit in Mauritius 
 
Businesses perception of access to finance 
After the onset of the crisis, almost half of Mauritian firms considered access to finance as a top 
three constraint to business operations as opposed to 39 percent of firms in the pre-crisis period 
(figure 1). If we look at the perception of finance as a problem of credit status before and after 
the crisis, we see that about 47 percent of the firms that had loans before the crisis indicated that 
access to credit was a major problem, compared to only 24 percent that did not have loans (figure 
2).  
 
However, this perception changed significantly after the onset of the crisis, with 58 percent of 
the firms without loans indicating that finance was a major problem. This underscores the impact 
that the global financial crisis has had on the way firms in Mauritius see credit access issue as a 
problem to business operations in the country. 
 

Figure 3.1:  Percentage of firms considering access to finance as a top three constraint 
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Source: World Bank Enterprise Survey 2009. 

 

Figure 3.2: Perception of finance as a problem by credit status: before and after the crisis 

Source: World Bank Enterprise Survey 2009. 

Financial sector reforms have had a significant positive impact over the last few years. The 
perception of finance as an obstacle has in fact decreased from 49 percent in 2005 to 39 percent 
in the pre-crisis period. Nevertheless, from an international perspective—and regardless of the 
impact of the crisis— finance remains a major obstacle in firms’ perceptions: two in five firms 
surveyed consider access to finance as a major or severe obstacle to their operations, which is 
still a large percentage of firms when compared to other countries (figure 3).  
 

Figure 3.3: Percentage of firms considering finance as a major constraint 
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Source: ICS data, World Bank Enterprise Surveys. 
Note: 2009 data used for Mauritius, various ICS data used for all other countries. For international comparison the 
perception question refers to the rating (not ranking) of obstacles. This explains the small difference in 
percentages with previous charts. 

 
As in other countries, smaller firms in Mauritius perceive access to finance as a top constraint 
more than medium and larger firms (figure 1). This is more problematic than usual because, 
contrary to comparator countries, where labor productivity grows with firm size, the average 
small manufacturing firms in Mauritius appear more productive (see figure 3 in chapter 2 on 
labor productivity in manufacturing by firm size). Finance for these existing firms would be 
crucial to exploit growth and investment opportunities and to achieve a larger equilibrium size.  
 
The financial system in Mauritius may then not be as efficient in allocating resources to the most 
productive elements of the economy. The financial system—defined as the combination of 
financial contracts, markets and intermediaries available to economic agents—ideally performs 
the function of alleviating the costs of acquiring information, enforcing contracts, and making 
transactions.18 In doing so, it influences the allocation of resources in the economy, which may 
be more or less efficient, depending on the type and quality of financial contracts, intermediaries, 
and markets in place.  
 
Finally, access to finance is a less severe obstacle for exporters and foreign-owned firms. The 
survey data show no difference in the perception of access to finance as a major constraint 
between service and manufacturing firms. As expected, a larger portion of domestic firms 
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complain about access to finance (50 percent) than foreign-owned firms (30 percent), since the 
latter has easier access to external financing.  
Also, foreign affiliates perceive access to finance as less severe because they may have easier 
access to international capital markets, or because the parent company may finance directly their 
working capital or investment outlays. Among the exporting firms, 40 percent see access to 
finance as a major obstacle to their operations compared to 50 percent of businesses that produce 
for domestic markets. Exporters are less affected than non-exporters by the availability of 
external finance, in part because they tend to be larger firms.  
While a lack of financial access tends to hurt small firms the most in countries with underlying 
weaknesses in their institutional environment, empirical evidence also suggests that small firms 
benefit disproportionately—in terms of seeing their constraints relaxed—as financial systems 
develop.19 Leaven20 shows that small firms’ financing constraints decrease following financial 
liberalization (including interest rate liberalization, elimination of credit controls, privatization, 
and foreign bank entry), while large firms’ financing constraints actually increase (perhaps 
reflecting the loss of preferential access to finance by large and politically well-connected firms). 
 
Internal vs. External Finance for Working Capital and Investment 
Access to credit for working capital and investment finance has a positive impact on 
productivity, employment growth, and innovation. Research shows that external finance plays an 
important role in growth. In particular, access to bank finance is positively and significantly 
associated with average productivity, while financing from internal funds, family and friends, 
and informal sources is negatively associated with growth and firm performance.21 The 
accessibility of financing by firms includes both the availability of credit, which depends largely 
on the development of the financial system and supporting credit infrastructure, and on the 
affordability of credit, which is often influenced by competition and contestability in financial 
markets.22 
In regard to domestic credit, Mauritius compares well internationally to the private sector 
(measured as a percentage of GDP). This measure shows a high depth23 of the Mauritian 
financial sector at 83 percent (see figure 4), which is comparable to that of South Africa (84 
percent) but lower than those of the dynamic economies of China (115 percent), Singapore (100 
percent), and Vietnam (93 percent). Overall, the Mauritian private sector has adequate access to 
credit. 
 

Figure 3.4: Domestic credit to the private sector (% GDP) 
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Source: ICS data, World Bank Enterprise Surveys  
Note: 2009 data used for Mauritius, various ICS data used for all other countries. 

Firm level data shows that Mauritius has the highest percentage of firms with overdraft or lines 
of credit among our comparator countries, with 76 percent of the firms surveyed having an 
overdraft facility or a line of credit. Mauritius performs fairly well in terms of the length of loans 
relative to comparator countries, with average loan duration of 40 months for Mauritian firms, 
compared to Sri-Lanka (46 months) and India (45 months).  
Short-Term Finance 

From an international perspective, the reliance of Mauritius firms on banks for short-term 
finance is the highest, second only to India. Firms in the island nation finance 26 percent of their 
working capital from banks, an amount higher than all other comparator countries except India. 
The share of short-term finance that comes from internal sources, at 64 percent, is lower than that 
of South Africa (70 percent) and Madagascar (77 percent), but higher than those in Asia such as 
Vietnam and Sri-Lanka (32 percent) and India (47 percent). These Asian countries rely more on 
Banks and other sources (figure 5).   

Figure 3.5: Sources of finance for working capital 
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Source: ICS data, World Bank Enterprise Surveys.  
Note: 2009 data used for Mauritius, various ICS data used for all other countries.  

 

In Mauritius trade credit plays a marginal role in financing working capital. Compared to other 
countries where it accounts for 14 percent (Thailand) and 22 percent (South Africa) of working 
capital, trade credit in Mauritius is only 7 percent. Trade credit plays a significant role in 
allowing firms to manage liquidity constraints over short-time horizons, particularly in the 
absence of access to overdraft facilities or credit lines.  
 

Figure 3.6:  Percentage of firms with overdraft or line  

Source: ICS data, World Bank Enterprise Surveys.  
Note: 2009 data used for Mauritius, various ICS data used for all other countries. 

Mauritius firms make up for a shallow use of trade credit by having wide access to overdraft 
facilities. Among the comparator countries, it registers the highest percentage of firms with 
overdraft or lines of credit, with 76 percent of the firms surveyed having an overdraft facility or a 
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line of credit (figure 6). Most of the larger firms (79 percent) had an overdraft facility compared 
to the smaller firms (46 percent) and 62 percent for the medium firms. The data also shows that 
both manufacturing and services sectors have overdrafts facilities, both at (62 percent). A high 
rate of foreign firms located in Mauritius utilized overdrafts (85 percent), and more than half of 
the domestic firms have overdraft facilities. Most direct exporters had overdraft facilities (78 
percent) compared to those firms serving domestic markets (54 percent).  
 
Long-Term Finance 
 
Sources of investment finance follow a similar pattern to working capital finance as Mauritius 
leads comparator countries (30 percent), second only to India (32 percent), in utilizing external 
finance.  

 

Figure 3 7: Sources of finance of fixed assets, by comparator countries 

Source: ICS data, World Bank Enterprise Surveys,  
Note: 2009 data used for Mauritius, various ICS data used for all other countries. 

Small firms obtain one-third of the financing for investment from commercial banks, followed 
by large and small firms 30 and 26 percent respectively (figure 8). Interestingly, large firms 
obtain a quarter of their investment funds from non-bank institutions, which include finance 
companies. Service firms in Mauritius finance 38 percent of their investments from banks, while 
manufacturing firms are able to secure 21 percent of investment funds from banks.  

Figure 3 8: Sources of fixed asset financing by firm size 
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Source: World Bank Enterprise Survey 2009. 
 

Finally, the survey data shows that most firms that received credit obtained it through loans (63 
percent), with only 37 percent through lines of credit. This is common by firm size, sector and 
ownership, where more than 51 percent of all these types of firms received loans except for 
direct exporters, 78 percent of whom received lines of credit.  
Cost and Terms of Borrowing 

The cost of borrowing in Mauritius, as measured by average interest rates, is high by comparator 
country standards (figure 9). Interest rates are equal to Sri Lanka and lower than Madagascar but 
are double those of Thailand. Regarding the distribution of the values for the interest rate, the 
majority of Mauritian firms (78 percent) paid interest rate between 10–15 percent, and about 15 
percent of the firms paid interest rates of above 15 percent. This pattern is reflected across the 
board for all types of firms.  

 

Figure 3 9: Interest rate paid by firms 
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Source: ICS data, World Bank Enterprise Surveys. 
Note: 2009 data used for Mauritius, various ICS data used for all other countries.  
 

Collateral requirements represent another aspect of the cost of finance. Most Mauritian financial 
institutions (84 percent) require collateral for loans; and the majority of firms (54 percent) 
provided collateral value of over 50 percent of the loan value. The value of the collateral 
required for about 30 percent of firms ranges from 10 to 50 percent of the loan value, while only 
15 percent of firms provided a collateral value of less than 10 percent of loan value. This is lower 
than international comparator countries (figure 10).  
 

Figure 3.10: Average value of collateral: International Comparison 

Source: ICS data, World Bank Enterprise Surveys.  
Note: 2009 data used for Mauritius, various ICS data used for all other countries. 

However, it is not necessarily the value of collateral required to secure a loan that reduces access, 
but the type of collateral that is acceptable to a bank. Restrictions on using movable property as 
collateral preclude firms from leveraging their assets. In general, banks require immovable 
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property such as land or buildings to secure a loan, while most firms’ property and assets are 
vested in movable property such as machinery, inventory, or accounts receivable.  
 

Figure 3.11: Mismatch between firm assets and collateral requirements 
C C

Composition of assets held by firm

Accts 
receivable, 

0.34

Machinery, 
0.44

Land and 
buildings, 

0.22

 

Composition of assets banks have accepted as 
collateral from firms

Accts 
receivable

9% Machinery
18%

Land and 
buildings

73%

 

S W B G E S A

Firm level data from 60 countries around the world highlights the mismatch between the assets 
that firms hold and the assets that most banks accept as collateral (figure 11). In particular, the 
value of movable property generally makes up 78 percent of their total portfolio; yet, on average 
banks predominantly accept land and buildings as their main form of collateral. Creditor laws, if 
formulated and implemented correctly, can expand credit to the private sector by broadening the 
range of assets that can be used to secure a loan.24 When banks only accept houses or buildings 
as collateral, entrepreneurs are unable to leverage the full range of assets to access capital and 
limit business collateral to a narrow range of assets. Enabling entrepreneurs to use business 
assets such as equipment, accounts receivable, or inventory to secure loans would improve 
access to credit.25 

As in many countries, land is the most required collateral in Mauritius (figure 12), and was 
required especially for small firms (68 percent). Machinery, meanwhile, is required and utilized 
as collateral by only 9 percent of small firms, 20 percent of medium, and 40 percent of large 
firms. Personal assets are the second most utilized collateral. 
 

Figure 3.12: Collateral required for the last loan or line of credit, % firms, by size of firm 

D
B P
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Source: World Bank Enterprise Survey 2009. 

 

Loan maturity in Mauritius is also among the best within the comparator countries, though 
ideally long- term financing of over five years would be more beneficial for firms seeking credit.
Forty-two percent of Mauritian firms received loans for 3–5 years and only 13 percent of firms 
received a loan for a period exceeding five years; those firms that received short-term credit for 
up to one year accounted for 25 percent. Most of the small firms (71 percent) had loans with 
duration of more than three years, compared to 45 percent of large firms (figure 13). 
 

Figure 3.13:  Average term of the loan (months), manufacturing firms 

 
Source: ICS data, World Bank Enterprise Surveys.  
Note: 2009 data used for Mauritius, various ICS data used for all other countries.  

 

Finally, half of the firms surveyed applied for a loan or line of credit in 2008—41 percent of 
small firms and 58 percent of medium-sized firms, compared with 65 percent of large firms. In 
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most cases (85 percent), firms reported a lack of need as their main reason for not applying for 
loans (figure 14). Surprisingly, small sized firms (2 percent) were less likely to point to interest 
rates as the reason for not applying for loans, compared to large firms (9 percent).  
 
Of those that applied, small firms were more likely to have their loan applications rejected (15 
percent) compared to large firms (10 percent). Thirty percent of medium firms had their loans 
rejected. The two most common reasons for the rejection was unacceptability of collateral and 
low profitability of applicants (both are reported in over 75 percent of cases). Credit history was 
a problem only for small firms, accounting for 10 percent of rejections.  
 
This is more evidence that access to finance is generally not a major problem for large firms in 
Mauritius, while it remains an obstacle for small firms. Discussions with stakeholders indicated 
that most SMEs would benefit from increased access to finance if they received help in preparing 
bankable financial plans that financial institutions would fund. Similarly, capacity building in 
financial institutions would help them improve their evaluation of SMEs loan applications. 
 

Figure 3.14: Reasons for not applying for loan (by firm size) 

Source: World Bank Enterprise Survey, 2009. 

 

Recommendations 
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While collateral and lending terms matter to firms, lenders care about the broader institutional 
environment. Strong creditors’ rights, a functioning credit information system, and well-defined 
property rights improve entrepreneurs’ access to finance. Financial depth, outreach, loan 
features, and exclusion often reflect the underlying institutional environment governing credit 
markets. Better legal protections enable lenders to offer funds at better terms, and creditors’ 
rights are associated with higher ratios of private credit to GDP. Clear property and titling 
systems mean that collateral pledged by firms is more credible to banks.  
 
Mauritius’ credit market is quite advanced, the result of a number of reforms implemented by the 
government over the last few years. Most notably, the Credit Information Bureau, inaugurated in 
late 2005 at the BoM, is operating satisfactorily, and expansion of its coverage could improve 
access by creditworthy SMEs. All banks in the BoM’s clearing and settlement system provide 
information to the Bureau on loans above MUR 100,000 for individuals and MUR 500,000 for 
others. Its use is mandatory for all credit. Extending, its use to other financial intermediaries and 
lowering the reporting threshold would improve the quality of information about small 
borrowers.  
 
While Mauritius’s credit market is advanced, the following new policy interventions could be 
implemented: 
 

� Rationalize and review the subsidized lending programs to achieve better and more 
sustainable results. 

 
� Provide financial literacy training (especially to SMEs) in order to enhance their 

capacity to develop and present bankable proposals and provide support to SMEs to 
keep better accounts.  

 

� Design and implement partial risk guarantees and other financial products aimed at 
reducing the risk associated with existing collateral and supporting the banking system 
in better measures of risk assessment (based more on cash flows rather than on fixed 
assets). 

 

� Establish a national Business Plan Competition aimed at identifying the best business 
proposals for start-ups. This program would use both conventional methods, such as 
one-size-fits-all workshops and seminars, as well as a more innovative approach: 
personalized mentoring by professionals, ideally from the Mauritian Diaspora. The 
proposals with the most innovative ideas and best business potentials will receive 
additional support to set up their business, including professional consulting services 
and, ideally, financing from banks and local investors, at market rates.  
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CHAPTER 4:  INNOVATION AND TECHNOLOGY 
ABSORPTION 

 
In a global economy with technology frontiers expanding, follower firms in Mauritius must 
acquire technologies in order to improve efficiency gains. The erosion of Mauritian 
competitiveness in sugar and textiles presents challenges that call for diversification through 
policies that increase technology absorption in Mauritian enterprises.  

Diversification has been taking place in Mauritius for a number of years. The economy has 
proven capable of making major adjustments from sugar into labor intensive export 
manufactures and is now seeking diversification into new areas, particularly in business and 
financial services. Technology absorption would be important in deepening the ongoing 
diversification, especially into more traditional areas of economic activities.  
As a result of the adverse changes in key export markets in the 1990s, new trade patterns, and 
enhanced competition from lower costs manufacturers in Asia and Africa, the government has 
tried to promote a structural reorientation of the economy towards more sophisticated products. 
This includes a stronger focus on business services, especially ICT and financial intermediation. 
A key ingredient for the success of this transition will be enhanced technology absorption.  
Increasing the capacity and incentives of private firms to absorb technology and innovate is 
critical to improving competitiveness. And the capacity to absorb technology will depend on 
trade flows, labor mobility, and foreign direct investment as well as a good investment climate, 
skills and domestic R&D, which we discuss in this chapter. The chapter will combine the 
analytical analysis from the Enterprise surveys with firm interviews undertaken to delve deeper 
into the various channels of technology absorption and the constraints faced by innovative and 
exporting firms.  

Conceptual Framework and Literature 
 
Figure 1 shows the important channels of absorption at the country and firm levels. Our analysis 
will investigate how the presence of these channels (i.e., why a given firm has received FDI or 
invests a certain amount in R&D), affects absorption outcomes.  
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Figure 4.1: Innovation and absorption as inputs into growth and productivity 

Definitions 
Absorption versus innovation: New to the firm versus new to the world. 
Absorptive capacity: A firm’s capacity to assess the value of external knowledge and 
technology, and make necessary investments and organizational changes to absorb and 
apply this in its productive activities. 
Examples of absorption: Adoption of a new product or process; upgrading of an old 
product or process; utilization of a technology license. 
Product innovation: Development of new products representing discrete improvements 
over existing ones. 
Process innovation: Redesign of products or services; “soft innovation,” e.g., 
reorganization of layouts, transport modes, management, and human resources. 
Incremental innovation: Innovation that builds very closely on technological 
antecedents and does not involve much technological improvement upon them. 
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S G I B L G J K S G T A E
C A T R T FDI  C B K F T W B

The absorptive capacity of firms is determined by (a) conditions internal to the firm, such as the 
presence of foreign investors, engagement in foreign trade, and firm skill endowments; and (b) 
conditions external to the firm, such as the costs and incentive structure determined by the wider 
environment. These include (a) the regulatory framework; (b) openness to knowledge flows, 
trade and FDI policies; (c) the quality, availability, and cost of infrastructure services; and (d) the 
ease of access to finance. These aspects of the investment climate have been studied in other 
chapters of this ICA.  
The complementarities between firm-specific absorptive capacity and R&D and innovation/ 
technology absorption are supported by extensive theoretical and empirical work. Ever since the 
path-breaking research of Robert Solow (1956), economists have known that growth is closely 
connected to technological change in addition to factor accumulation. This chapter will look at 
the correlates of new product and new technology (indicators of technology absorption) among 
Mauritian firms. 
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R&D investment and Technology Absorption among Firms in Mauritius 
 
The role of R&D is not confined to innovation—it is also crucial for technology absorption, 
adoption, and imitation. The “second face“ of R&D introduced by Cohen and Levinthal (1989) 
established the role of R&D as being critical to the identification, acquisition, and assimilation of 
new technologies as well as supporting the implementation on the part of the firm. Similarly, 
based on a survey of industries across 12 OECD countries, Griffith, Redding, and Van Reenen 
(2004) show that R&D enhances technology transfer by improving firms’ ability to learn about 
advances on the technology frontier. Thus, R&D is important both in the process of catch-up as 
well as in directly stimulating innovation. 
Adapting technologies to local conditions (what we refer to as technology absorption) can help 
increase a firm’s competitive advantage as shown by the experience of small economies, such as 
Hong Kong and Singapore, similarly situated to Mauritius. Both Hong Kong and Singapore 
succeeded in developing local brand names, and are now recognized as distinctive and 
innovative design centers (Lall & Wignaraja, 199826, Fogel 200927).  
Matched against the comparator countries, investment in R&D (around 0.36 percent of GDP, 
figure 2) is low in Mauritius and has not increased over the years. And most of this R&D is done 
in the public sector, where public R&D dominates over business R&D.  
Mauritius has research expertise in the agricultural sector, particularly in sugar production and 
processing; however, outside of sugar production, there is virtually no industrial Research and 
Development in Mauritius. The Mauritius Sugar Industry Research Institute (MSIRI), set up in 
1953, is the only public research institute with a mandate to conduct research specifically for 
industry. There is no similar institution in place for other industries.  
Yet, the sugar industry accounts today only for around 0.06 percent of GDP. Some of the large 
Mauritian textile groups such as Compagnie Mauricienne de Textile (CMT) (box 1) 
conduct R&D on an ad hoc basis, principally to adapt foreign technologies to local conditions; 
others conduct R&D to undertake adaptations of a more basic incremental changes.  
 

Figure 4.2: Research and development expenditure (as a share of GDP): 2002–05

27 “T I A M T E G R W F NBER W P N M
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Source: World Development Indicators, World Bank, 2009. 

 

Our firm level analysis is based on the Investment Climate Survey (ICS), conducted in 2008, 
with a sample of 384 firms with 177 manufacturing firms and 207 in the services industry. In 
order to complement the empirical analysis, the team undertook detailed case studies entailing 
firm visits and interviews. Twenty case studies were undertaken, mostly among manufacturing 
firms (18) and 2 IT services firms.  
 
The share of firms that performed R&D is small (18 percent), and the main source of financing 
the R&D is internal retained earnings (73 percent) followed by bank loans (21 percent). There is 
no R&D financed by venture capitalists, the government, or universities among the firms 
surveyed for the enterprise survey. In terms of firm characteristics, larger firms were more likely 
to conduct R&D than smaller and medium-sized firms. In addition, a larger share of firms that 
were not family owned, that had a skilled manager, and that had an in-house training program 
conducted R&D (figure 3).  
 

Figure 4.3: Share of firms that conduct R&D by firm characteristics 
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Source: 2008 ICS data, World Bank Enterprise Survey.

Of the 18 manufacturing firms interviewed for the case studies, 10 firms claimed to have 
performed R&D in the preceding year. The levels of R&D sophistication ranged from research 
into introducing a new herbal brand of tea to R&D into developing blended yarn. While most of 
these firms did the R&D in house, one firm had sourced skilled labor from India to do the R&D 
and help develop the new product, while two other firms had consultants from the university 
conduct the R&D.  
 
Firms consider finance a key constraint to their investments in R&D, particularly when firms 
seek to undertake more sophisticated and expensive R&D. The Enterprise Survey indicates that 
24 percent of the firms not undertaking R&D cite a lack of financing as the reason. 
 
The share of firms innovating by introducing new products or upgrading existing product lines is 
a little more than 50 percent (figure 4); the activity is mostly concentrated in large and medium 
firms with 75 percent and 53 percent of large and medium sized firms undertaking innovative 
activity. This share compares favorably to shares in South Africa (figure 5), Sri Lanka and 
Vietnam, lagging behind Thailand (82 percent) and India (68 percent). As elsewhere, smaller 
firms in Mauritius are less innovative than large and medium-size firms as are firms that spend 
less on R&D. 

 

Figure 4.4: Share of firms that introduced a new or significantly 
 improved product over the previous three years 
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Source: ICS data, World Bank Enterprise Surveys.  
Note: 2008 data used for Mauritius, various ICS data used for all other countries. 

There could be an inherent small economy bias in these results, where the only way to retain 
customer loyalty in consumer goods and services that dominate Mauritius would be for local 
firms to constantly introduce new products.  
 

Table 4.1: The probability of introducing a new product: 
Correlations (with and without training) 

 New product New product 
Size [+]*   
ISO certification [+]*   
R&D expenditure  [+]*** [+]*** 
Training   [+]*** 

* significant at 10%; ** significant at 5%; *** significant at 
1%  

Source: World Bank Enterprise Survey 2009.
Note: Only statistically significant variables shown: Other variables included age 
of the firm, export status, foreign ownership, and family ownership. For detailed 
regression results look at Appendix Table A.4.1. 

Forty-three percent (figure 5) of the firms in the Mauritius sample introduced a new process 
technology. This is higher than the share of firms in India, Sri Lanka or Vietnam, and slightly 
lower than the share of firms in Thailand. Among the various means of acquiring new 
technology (table 2), purchasing new machinery and equipment (54 percent) dominates.  
 
As is the case of firms introducing a new product (table 1), firms providing formal training 
programs have a significantly higher probability of introducing a new technology (table 3). 
However, the relationship may be the inverse since it is also true that firms who introduce new 
technology are more likely to provide formal training programs to absorb and operate the new 
technology effectively. Firms that undertake R&D investment and also firms that have obtained 
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ISO certification have a significantly higher probability of introducing new and improved 
products.  
 

Figure 4 5: Share of firms that introduce a new or significantly improved technology 

Source: ICS data, World Bank Enterprise Surveys. 
Note: 2009 data used for Mauritius, various ICS data used for all other countries. 

 

Table 4.2: Means of acquiring new technology among firms in Mauritius 
New machinery 53.88% 
Developed within firm 39.97% 
Developed with equip 
supplier 

26.01% 

Hiring key personnel 25.89% 
Cooperation with client firms 10.83% 
Licensing from abroad 9.72% 
Transferred from parent 
company 

6.98% 

Licensing domestically 2.72% 
Source: 2009 ICS data, World Bank Enterprise Survey.  
 

Table 4 3: The probability of introducing a new technology:
Correlations (with and without training) 

 
New Technology New Technology 

Size  [+]***  [+]*** 
ISO certification [+]* [+]* 
R&D expenditure  [+]***  [+]*** 
Training    [+]** 
* significant at 10%; ** significant at 5%; *** significant at 1% 

Source: World Bank Enterprise Survey 2009. 
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Note: Only statistically significant variables shown: Other variables included age of the firm, export status, 
foreign ownership and family ownership. For detailed regression results look at Appendix Table A.4.2. 

 

As the ICS survey results show, the importation of capital equipment is an important mechanism 
for firms to adopt product and process innovations. The case interviews revealed that importation 
of new capital equipment is frequently accompanied by technical support from the equipment 
supplier, which includes training of local personnel, including enhanced training of equipment 
operatives—a major source of technology transfer. 
However, the case studies revealed that many of the firms bought second-hand equipment 
because of their financial constraints. This was especially true for smaller and less capitalized 
firms. But by purchasing of second-hand equipment, the firms did not receive the supplier 
training that generally accompanies the purchase of new equipment. An important source of 
technology transfer is thus not available to many firms. This is an impediment for firms in 
Mauritius trying to build their technological capacities—particularly smaller and less capitalized 
ones.  

Industry-Research Collaboration 
 
Increased industry-research collaborations benefit both enterprises and researchers. By 
collaborating with researchers, firms can introduce innovative products that would increase their 
competitiveness and open up new markets and researchers could commercialize their research.  

But in Mauritius there is limited collaboration between R&D, universities, and the private 
sector.28 One obstacle to industry-research collaboration is a lack of interest at the firm level to 
invest in R&D and thus to collaborate with researchers. Meanwhile, the research community 
shows little motivation to engage in intellectual property activities, collaborate with industry, or 
even secure industry supported research Grants.  

However, some of the firms interviewed for the case studies sourced expertise from university 
researchers. In these cases, some linkages did exist and were sometimes important, particularly 
as the firm sought to move into new areas. For example, a food scientist at the university played 
a significant role in facilitating the blending of new teas.  

These inputs are often intermittent and do not entail large expenditures but are nevertheless 
critical as the firm moves into new products. Restructuring the innovation system to increase 
incentives for firms to invest in R&D would help to increase competitiveness and generate 
sustainable growth and productivity.  

Business incubators are in their initial stages. Incubators are mechanisms to help start new, 
science-based companies. There is currently one incubator —The NCB-ICT Incubator Centre—
which was set up to attract foreign investments and incubate Mauritian businesses in the field of 
ICT.  

T U R MRC
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But it now leans towards providing real estate and other low-value added business services It 
would benefit from being integrated into the wider local business support context, helping to 
shape policies concerning SMEs and start-ups by creating links with relevant institutions. 

 

Channels of Technology Absorption 
In this section, we discuss the three important channels of technology absorption discussed in the 
framework namely: trade, FDI and skills. 

Trade performance in Mauritius 

The government of Mauritius has taken proactive measures to liberalize the economy. It has 
eliminated a number of quantitative restrictions, regulatory duties, and other measures that 
restricted trade in the past. Mauritius’ exports are concentrated in the low technology garments 
and apparel sectors. Case interviews suggest that a number of Mauritian textile firms facing 
increased competition from the East are attempting to move further up the value chain by 
improving product design, quality, and time to market. Currently, Mauritius’s trade policy 
intends to diversify exports, enhance competitiveness, and improve trade facilitation.  
Mauritius export destinations are concentrated in the industrialized countries, with the largest 
share of exports to UK (32 percent), followed by France and the US (table 5). The composition 
of these exports would be predominantly garments and apparel products.  
 

Table 4.4: Mauritius top exporting and importing partners 
Top export partners Percentage Top import partners Percentage

of total 
exports 

 
of total 
imports 

U K 31.5%  I 25.63% 

F 17.2%  C 10.79% 

USA 7.1%  S A 7.65% 

M 6.4%  F 7.59% 

I 4.5%  J 4.16% 

Source: UN COMTRADE, 2009. 

High and medium technology exports represent a low share of Mauritius total manufacturing 
exports. The share of high-technology products in Mauritius’ total manufacturing exports is 
lower than that of all other comparator countries except Madagascar and Sri Lanka (figure 6). 
Low technology goods make up the bulk (more than 95 percent) of the exports. This is because 
the largest share of manufactured exports is comprised of low technology intensive textile 
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products. As of 2008, approximately 40 percent of Mauritius’ $1.5 billion exports have been 
attributed to apparel products. Sugar and sugar confectionary constitute the second largest 
segment of exports, accounting for approximately 11 percent of total exports. The remaining 
exports are fragmented across a broad range of products, including processed food, electrical 
machinery and equipment.  
 
Top imports, however, are in mineral fuels and nuclear reactors and not in imports of machinery 
and equipment, which would be a more important source of technology transfer. These trends 
contrast to those in Singapore (another island economy), where electrical machinery and 
equipment account for 33 percent of total exports and 25 percent of total imports, showing a 
higher content of technology in both exports and imports. 
 

Figure 4 6: High and medium tech exports as a share of total manufacturing exports 

Source: World Bank PREMED Export Diversification Database, 2009.

Trade as a channel of Technology Absorption among Firms 
 
A small share of firms (15 percent) surveyed for the ICS are exporters (defined as those that 
export more than 10 percent of their sales). Larger firms, firms not family owned, or those that 
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are foreign owned have a higher probability of being exporting firms29 (table 5). Larger firms can 
invest in developing new products or upgrade their products to cater to international markets. In 
order to export, firms would also be required to obtain certification. As expected, in our sample 
exporting firms are also associated with obtaining ISO certification (table 5). Participation in 
export markets enables firms to become more productive, a phenomenon referred to as “learning 
by exporting.” 

The sample also suggests a higher rate of innovative activity among exporting firms because of 
higher rates of product innovation, investment in R&D and new technology (figure 7). These 
differences between the two groups are much more pronounced when looking at the share of 
firms undertaking R&D expenditures (15 percent of non exporting firms and 38 percent of 
exporting firms).  
 

Table 4.5: The probability of being an exporter firm: Correlates 
 Exporter Exporter 

Size [+]***  [+]*** 

ISO certification [+]***  [+]*** 

Foreign ownership [+]***  [+]*** 

Family ownership  [-]* 

* significant at 10%; ** significant at 5%; *** significant at 1% 

Source: World Bank Enterprise Survey, 2009.
Note: Only statistically significant variables shown: Other variables included age of the firm, training 
program in the firm, and the presence of a skilled manager. For detailed regression results look at 
appendix table A.4.3. 

 

Figure 4.7: Innovative activity by exporter status (% of firms) 

S A C T A
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Source: World Bank Enterprise Survey, 2009. 

 

The case studies suggest that there are strong imperatives for firms to export. Perhaps the 
strongest imperative is simply the very small size of the local market—any firm that wishes to 
get ahead realizes that this will ultimately require them to export. Many firms are motivated to 
export because they have idle capacity or are operating at less than optimum scale, consequent to 
a small market. This “vent for surplus” exporting is common even for firms that have low levels 
of technological capacity or that do not have defined brands. As a result, there are firms with 
traditional technologies and products that may also be exporters. These firms with traditional 
technologies and products export mainly to the regional markets (to SADC and Reunion Island), 
where opportunities for “learning by exporting” are much more limited.  
 
Thus, if firms were to invest in higher technology processes, they could improve productivity 
and the quality of the products they produce and enter bigger export markets. It has been shown 
that firms that exported to technologically more advanced countries like the US and the 
European Union (EU) invested in new technology and equipment (case interviews).  
 
However, the causality and sequencing are not clear from these data because we cannot be sure 
which way the causation runs: Is it that firms that invests in sophisticated markets are required to 
enhance their technologies substantially? Or those firms enhance their technology and then start 
exporting? Existing exporters might be forced to invest in new technology to maintain their 
standards in the global economy. Facing increasing competition from China, Bangladesh, and 
India—which have the advantage of cheaper labor—Mauritian exporting firms are concentrating, 
according to our interviews, in niche markets where they have a competitive advantage in terms 
of quality and efficient turnaround time (e.g., CMT Textile: box 1).  
 
A number of Mauritian firms we interviewed were reluctant to engage in exports because of the 
risks. This was particularly true of smaller firms, which were unlikely to contemplate exports to 
Europe where competition is high and large volumes are required.  
 
Asian markets also tend to be competitive and also require high volume production. Firms 
interviewed expressed concerns about logistics, payment, and risk in exporting and the 
unavailability of satisfactory insurance. This is particularly a problem for those for whom time is 
a key consideration.  
 
These factors are a major problem in exporting to Africa, where there are high freight costs and 
infrequent sailings. For the small firms, the key obstacle to exporting is the costs of entry. 
Investigating new markets; identifying and firming up reliable customers; finding agents; and 
other costs of export marketing are very high. For a small firm with an owner/manager structure, 
this is daunting since the owner/manager cannot find the time to market the firm’s product. 
Frequently, the owner/manager has mastered the business and the associated technical 
challenges, but has little understanding of marketing —especially marketing in export markets.  
 
Small firms are risk averse and financially constrained to exploring new markets. The number of 
firms engaged in exporting will therefore be less than optimal. Moreover, there are positive 
externalities entailed in exporting. Successful exporters provide example and encouragement to 
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others as well as enhance the provision of support services to exporters in general. Therefore, the 
state potentially has an important role in filling the gap and overcoming the market failure.  
 
Financial constraints aside, small and medium-sized firms also face information gaps inhibiting 
their ability to keep up with the latest technological developments. In Mauritius, international 
trade fairs are the most important source of information on recent technological developments, 
followed by business associations that also play an important role in disseminating this 
information (figure 8). Competitors are another source of information as are external consultants. 
 

Figure 4.8: The most important means of acquiring information about new technological developments 
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Box 4.1: CMT TEXTILES 
 

Commencing in 1986 with just 20 people doing stitching, CMT has grown to over 10,000 
people housed in a state-of-the-art, fully-integrated textile plant focused on jersey wear. This 
is a remarkable story anywhere – but much more so in a small island economy. CMT employs 
close to 1 percent of the total population of Mauritius. Investments were financed largely 
through retained earnings—profits being ploughed back into investment. No dividends were 
paid and the company has remained private with no recourse to the public offering of equity.  
CMT has responded to new market opportunities and new challenges by making additional 
investments. With the phasing out of the MFA, and the onset of African Growth and 
Opportunities Act (AGOA), the firm was faced with making major new investments in a 
spinning mill in order to secure duty free entry to the US market. CMT has responded to the 
recent entry of China into its markets by extensive investments to keep the company 
competitive, moving into high-end products and ensuring a quick response time. This is the 
only firm that makes its own yarn—others import yarn from India, which takes 12 weeks to 
import. However, since the frequency of boats from India is very low, it is expensive for these 
firms to import the yarn from India giving CMT a cost advantage. They invested heavily in 
machinery and equipment (all with retained profits) and employed 3,500 workers from India, 
China, Bangladesh, and China. They export to the US and Europe and their competitive 
advantage is the agility of their product cycle. Full automation makes up for the lack of 
personnel.  
One critical ingredient in the success of CMT—and this is true for other textile plants—has 
been the ease with which they have been able to import labor. As CMT has invested in the 
latest technology and equipment and as it moves up into more quality demanding value-added 
products, success depends heavily on some critical high-level skills: dies masters, designers, 
market specialists, and the like. In a small island economy with a significant skill constraint, 
CMT has to import many of these skills. At the “lower end,” CMT also faces difficulties in 
securing motivated local labor, particularly for shift work so as to ensure 24/7 production. 
Again, CMT is able to import labor —some 35–40 percent of its labor force is acquired 
outside of Mauritius. 
CMT illustrates the complementarities between private investors with a vision—that is, a 
commitment and a confidence in the future of the country—and governmental policies that 
have, over more than two decades, ensured that investors can secure significant returns. In 
addition, CMT shows the importance of ensuring an adequate supply of labor, both skilled and 
unskilled, for the development of a labor intensive industry.  
Source: Field interview.
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Foreign Direct Investment 
 
Foreign direct investment and trade are closely linked. Multinationals have played significant 
roles in expanding the international trade in some of the most successful developing countries, 
such as China. Local firms benefit from the international exposure to best practice technologies 
that come directly or indirectly through the intermediation of foreign firms. FDI acts as a channel 
of technology transfer when investors introduce product and process technologies from their 
home countries to their domestic subsidiary. Not only can a multinational corporation introduce 
technology within the subsidiary, but spillovers, including backward and forward linkages, 
transmit technology to domestically owned firms.  
Borensztein, Gregorio and Lee (1998)30 surveyed FDI flows from industrial countries to 69 
developing countries during the 1980s and 1990s. Their results not only suggest that FDI is an 
important vehicle for technology transfer (contributing more to growth than domestic 
investment), but also that FDI has the effect of increasing local investment, by supporting 
expansion and productivity growth in domestic firms.  
The host country must be able to absorb these new technologies, adapting them to local 
conditions and applying them to alternative uses. Absorptive capacity of the host country is 
essential to be able to fully benefit from FDI. Without adequate human capital and research and 
development, spillovers from FDI fail to materialize (Saggi, 2002).  
Net FDI inflows as percentage of GDP in Mauritius are lower than that in other comparator 
countries (figure 9). In 2007–08 these flows increased to close to 6 percent of GDP. While at a 
low level earlier, FDI has played a small but important role in Mauritius (UNCTAD 2001). The 
Export Processing Zone Act served as a catalyst in attracting FDI in the 1970s, attracting small 
Asian investors to locate textile and garment manufacturing operations in Mauritius, benefitting 
from the preferential access to the European and United States markets. FDI played a critical role 
in export development, employment generation, and industrial diversification away from sugar 
(Ancharaz 2003).  
 

Figure 4.9: Foreign direct investment (net inflows) as a percentage of GDP 
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Source: World Development Indicators 2009. 

 
The EPZ Act sought to attract FDI in the zone by offering investors a wide range of fiscal 
incentives—including duty-free imports of machinery, raw materials and other inputs, and 
substantial tax holidays (Ancharaz, 2003). These incentives, combined with the availability of 
relatively cheap semi-skilled labor, led to a steady wave of investment into the export sector in 
the 1980s (Ancharaz, 2003). The other factor that attracted foreign investors from Asia was the 
Lomé Convention that gave Mauritius preferential access to the EU and American markets.  
 
The 1990s saw a decline in the export oriented manufacturing sector in favor of the emerging 
services sector (led by banking and tourism). Ancharaz (2003) suggests that, simultaneously, 
wages had been driven up due to labor shortages while labor productivity lagged behind. The 
dismantling of the Multi-Fiber Arrangement in 2004 also eroded the preferential access to the 
U.S. and E.U. markets that Mauritian exporters had traditionally enjoyed, exposing them to acute 
competition from lower-cost producers of textiles and garments from Bangladesh, Sri Lanka, 
India, and China.  
 
The sugar industry has limited potential to upgrade into high value-adding products locally. The 
most likely upgrading potential is investment in and provision of management services to sugar 
producers in other African countries. With a view to diversifying its economy into service 
oriented sectors, the government has moved aggressively into attracting foreign investment into 
IT (box 2) with the construction of a cyber city that became operational in 2004. The increase in 
FDI has been mainly in the financial intermediation services sector, which coincides with the 
government’s aim of diversifying into a more service oriented economy. 
 
Another government initiative has been to set up the Seafood Hub. The emergence of the 
Seafood Hub is the result of companies involved in high seas storing, preserving, and processing 
fish products investing massively in the seafood industry. The government is providing various 
incentives and facilities, such as trading and warehousing, processing and distribution, re-
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exportation of fresh, chilled, and frozen raw or value-added seafood product, and rapid 
administrative and operational procedures and clearances. It is also providing loans to operators 
setting up fish and seafood processing plants and those involved in the export of processed 
fishery products. The seafood sector relies a lot on expatriates since locals are not willing to 
work odd hours as required.  
 
A small share of firms (11 percent) surveyed have foreign ownership (defined as those that have 
foreign ownership greater than 10 percent). Foreign-owned firms also have a higher probability 
of being exporting firms (table 5). This is because of the global linkages that the parent company 
provides, easing entry into new markets. The sample also reveals that foreign-owned firms are 
likely to have a higher rate of innovative activity as indicated by higher rates of product 
innovation, investment in R&D, and new technology (figure 10). The differences in these rates 
are more pronounced in the level of R&D activity than in the introduction of new products or 
new technology. 
 
Alliances and joint ventures are another means of transferring technology through FDI, since 
they involve a local partner. Joint ventures that transfer technology or that produce new 
technology allow for both parties to gain substantially.  

Figure 4.10: Innovative activities by ownership status 

Source: World Bank Enterprise Survey, 2009. 

Technology, Skills and Training 
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Acemoglu and Ziliboti (2001)31 have highlighted the role of complementarities between human 
capital and technological progress. The authors suggest that differences in the supply of skills 
create a mismatch between the requirements of a given technology and the skills of workers. 
Thus, even when all countries have equal access to new technologies, this technology-skill 
mismatch can lead to sizable differences in total factor productivity and output per worker.  
A study by Pack and Paxton (1999) indicates that, as an economy liberalizes and opens itself to 
international knowledge flows—whether through technology transfers or through informal 
transfers from purchasers of exports—the technological capacity of local industry in terms of 
skill levels becomes important. Complementarities between technological progress and skill 
levels are strongly evident in the sample of firms in consideration here; firms that provide formal 
training programs have a much higher probability of introducing a new or significantly improved 
product (table 1). R&D investment and ISO certification also have a positive correlation with 
Mauritian firms that introduce new and improved products, and have a positive correlation with 
productivity levels across countries under consideration.  

Skills in Mauritius 

For a long time Mauritius specialized in economic activities that had limited learning potential 
and spillover benefits. Both sugar and apparel are low technology and low skills activities with 
few linkages to other industries. This pattern of specialization can create a vicious circle of low 
value-added activity, a weak base of skills and capabilities, little capacity to undertake 
technological effort and, therefore, continued activity in simple products. With rising wages and 
growing competition from lower wage economies, this pattern becomes unsustainable.  

With a view to breaking this cycle, the government is now aiming to diversify the economy into 
skills and technology based activities. To this end, there is a major thrust on developing an IT 
industry and IT enabled services (box 2). 

Mauritius has a low number of science graduates, with only 30 percent of secondary school 
children taking science as a major (Report of the JEC Task Force, 2001). In the 1990s, technical 
education was inadequate both in quality and quantity, and there is a lack of trained teachers in 
technical subjects (Lall & Wignaraja, 199832). Unfortunately, we have not come across more 
recent studies on skills in Mauritius.  

The case interviews suggest that there is a perceived shortage of skills among firms in Mauritius. 
Firms interviewed for the case studies complained of a skill shortage, especially of higher level 
skills related to technological enhancement. Some of these firms are also experiencing labor 
shortages at the semi-skilled level and, consequently, are importing semi-skilled labor.  
Another common complaint of managers in many of these firms was the high degree of 
absenteeism among the workforce. This was particularly true for the local workers—a factor that 
increased firm incentive to hire expatriate labor. The employee survey reveals that more than 

D A F Z P D T Q J E MIT P
M

Lall, Sanjaya and Wignaraja, Ganeshan: Mauritius: “Dynamising export competitiveness.” Commonwealth Secretariat, 
Economic Affairs Division. Published by Commonwealth Secretariat, 1998. 
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four times as many local employees (247) missed a day of work in the last 30 last days due to 
sickness as compared to 55 foreign workers.33 

The Provision of Training 
 
In order to remain competitive in a dynamic environment, the private sector would have to invest 
in training and in upgrading the skills of its employees to remain competitive in this dynamic 
environment. However, the share of firms with training programs is only 31 percent (much lower 
than the proportion of firms that offer formal training programs in Vietnam or Thailand (figure 
11). As would be expected, to remain globally competitive, a larger share of exporters and 
domestic firms had formal training programs as compared to non exporters or foreign owned 
firms.  

 
Figure 4.11: Share of firms with in-house formal training programs: Cross-country comparisons 
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Source: ICS data, World Bank Enterprise Surveys.
Note: 2009 data used for Mauritius, various ICS data used for all other countries. 

Technical education in Mauritius is now being provided by private technical colleges and the 
Industrial and Vocational Training Board (IVTB) that operates 12 training centers, providing 
courses in around 50 different fields at different levels, including some at the tertiary level. Firms 
get back as much as 75 percent of the levy that they pay towards the training fund if they send 
their workers to training institutes that are registered with the Mauritius Qualifications Authority. 
Education and training must be responsive to the skill requirements of the business sector. In 
Mauritius, training institutions run by the private sector seem to be more responsive to the latest 
industry and commercial needs. The sample of firms surveyed for the enterprise survey showed 
that more than half of the sample (56 percent) considered private training institutes to be the 
most important source of training as opposed to 25 percent that cited the government-run IVTB 
as the most important source of training (figure 12). Case interviews suggest that the training 
programs of the Industrial and Vocational Training Board (IVTB) are used by firms as a source 
of basic training, while private training institutes cater to more specialized forms of training. 

 

Figure 4.12: Most important source of training for firms 
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Source: World Bank Enterprise Survey, 2009. 

 

A larger share of production workers undergo training (as shown by the share of unskilled 
workers) than the share of the skilled labor force. In the firms that had training programs, 30 
percent of the skilled and 50 percent of the unskilled workers were trained. These shares are 
much lower when compared to comparator countries (figure 13), with India and Thailand 
training more than 95 percent of their skilled and unskilled production workers. This trend of the 
share of unskilled labor receiving training being more than the share of skilled labor receiving 
training is exhibited even while looking at different firm characteristics. While exporting firms 
do train more than non-exporting firms, and foreign-owned firms do train more than domestic 
firms, a larger share of production/unskilled labor is trained in each of these firm types (figure 
14). A possible explanation for a lower proportion of skilled labor being trained in Mauritius at 
present could be that a skilled labor force requires more specialized training programs, which are 
provided by private institutions and which are also more costly, as opposed to the more basic 
training of unskilled labor that the IVTB provides.  

 

Figure 4.13: Share of skilled and unskilled labor that receive formal training by country (in a given year) 
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Source: ICS data, World Bank Enterprise Surveys. 
Note: 2009 data used for Mauritius, various ICS data used for all other countries. 

 

Figure 4.14: Share of total, skilled and unskilled labor that receive formal training by firm characteristics 

Source: World Bank Enterprise Survey, 2009.
In addition, labor mobility among firms implies that firms are not able to capture the full benefits 
of their training expenditures, leading them to spend less on training than is socially optimal. 
This externality creates a market failure in the demand side of training, which would be the case 
in Mauritius. The worker trainer payroll levy funds like the one introduced in Mauritius have the 
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advantage of internalizing some of the externalities from training, especially when employer 
incentives to train are low because of a high turnover of skilled workers.34 

Previously, one of the major drawbacks of the Mauritius’ training levy scheme was that the 
IVTB was the government body responsible for certifying the private training institutions. This 
created a conflict of interest in the training market that was later rectified by nominating 
Mauritius Qualifications Authority—an independent body—as the certifying agency. Also, 
IVTB and the private training institutions do cater to separate markets with basic training being 
offered by IVTB and more advanced training offered by private institutions, thus ensuring that 
the subsidized IVTB is not competing with these private training institutions.  
 
Over the years a large number of Mauritians have migrated to Europe and the US. These 
emigrants represent an important pool of expertise that can be attracted back to work in the 
country to help jump-start the financial and business services sector and the IT sector.  
 
The government has recognized this valuable resource and wants to encourage the Mauritian 
population to participate in its development. It has developed a Diaspora Mobilization Strategy, 
some of the recommendations of which are (a) encourage the diaspora to invest in projects of the 
Empowerment Program; (b) involve the diaspora in collaborative research and development 
projects and (c) advise banks to provide attractive schemes that offer competitive returns to the 
diaspora.  
 

T C R C B P

Box 4.2: Growing importance of the IT sector in Mauritius 
 
International competitiveness for Mauritius will crucially depend on the successful adoption and 
diffusion of information technology. IT would be an important tool for the key sectors of the 
economy—e.g., textiles, tourism, and financial services—to achieve quick responses, just-in-time 
management, and other modern business practices.  
The government, in recognition of the importance of IT, has established a number of institutions in 
recent years to promote its use in both public and private sectors. The National Computer Board 
(NCB) has undertaken several surveys of IT use in various sectors of the economy and has 
coordinated the formulation of a national IT manpower development strategy. The Central 
Informatics Bureau (CIB) and the Ministry of Finance have completed a draft IT master plan for 
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Recommendations 

Support firms entering into new export markets. As suggested earlier, the very small local 
economy requires that any substantive growth depends on the capacity to grow exports. A large 
share of Mauritian exports is currently destined for developed country markets, notably Europe. 
Exports are also highly concentrated with a few large firms being responsible for a very 
significant share of exports. A strategy is required to facilitate a much wider range of Mauritian 
firms to engage in exports and to encourage exporters, both established and new, to develop new 
export markets. The economic justification for government involvement in export promotion has 
been recently reviewed in a Bank study (Lederman, Olarreaga and Payton, 2007).35 

L D O M P L E P A W W B
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The government has programs in place through Enterprise Mauritius to encourage exporters to 
increase their world market share. Financial support is provided to existing exporting companies 
for marketing trips abroad. However, this scheme is available only to those firms that are already 
exporting. The existing programs fund efforts to improve product quality, standards and 
packaging, and provide financial assistance to firms to enhance the capacity to compete globally 
and be able to export. The existing program is, however, only available to companies with a 
turnover greater than Rs 150 million.  
We propose an expansion in terms of the firm coverage to include exporters regardless of size or 
product to target export services specifically required by new exporters to enter new export 
markets. The fund would thus enable first-time exporters to finance some of their fixed costs 
involved in exporting activity and overcome some of the barriers they encounter. Finally, such 
support should be partial—i.e., support would be for a share of the costs with the recipient 
meeting the rest of the activity costs.  
Support would be available to any firm entering a new market. Existing activities would not be 
supported.  In addition, export support services would be funded for any activity necessary to 
enter the new export market. Lederman et al. (2007) cite several “eligible” expenses, and the 
following activities would be available for support: 

� Market research  

� Trade fairs  

� Test marketing 

� Travel costs for the entrepreneur or employees undertaken in order to investigate and 
establish presence in the new market. 

Support would be for a share of the necessary expenditure; this should be significant enough to 
encourage applications but not so large as to encourage free riding. Support should be 
approximately 50 percent and should be limited to one application per firm and should have a 
cap on the amount of support. It should be once-off support to ensure it is widespread and not 
monopolized by a few firms. It is important to ensure that all support is aimed specifically to 
enable entry into a new market.  
Improve private sector R&D and industry-research collaboration. Investments in R&D have 
been dominated by the public sector. Restructuring the innovation system to increase incentives 
for firms to invest in R&D would help increase competitiveness and generate sustainable growth 
and productivity. A matching grant means that the firms must finance a share of the R&D project 
from their own resources. This, in turn, ensures that the firm has a stake and shares the risk.  
Because the main aim of these instruments will be to promote commercial innovation, it is also 
important that the private sector be in the driver’s seat. This is achieved by channeling the grants 
directly to the company, which then subcontracts the researchers—from either an R&D institute 
or university. Matching grants are supposed to address two separate issues in one instrument: (a) 
to encourage firms to undertake R&D for a range of initiatives from minor incremental product 
and process innovation to more inventive activities; and (b) to encourage collaboration between 
firms and R&D and tertiary  institutions.  

An example of the latter would be the MAGNET program in Israel that provides grants to firms 
to conduct R&D together with academic or research institutions. The firm is thus the recipient of 
the funds and works together with the academic or research institute, making sure that research is 
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directly relevant to the market. The industrial partners receive a grant amounting to 66 percent of 
approved R&D costs, whereas the academic partner will receive 80 percent of costs from the 
firm. A foreign company may be included if it can bring a unique contribution to the relation.  

Another example is TEKES in Finland, which provides grants targeted at Early-Stage 
Technological Development (ESTD) and supports R&D that is far from the market with high 
uncertainties of technological and commercial success. Depending on the maturity and size of 
the company, grants can meet the requirements for matching funds of up to 65 percent. However, 
TEKES also provides 100 percent grants for ESTD in new start-up companies.36 

The Technology Diffusion Scheme in Mauritius, a matching grant scheme that focuses on 
supporting firms in the acquisition of external expertise for business and technology 
development, provides support in the form of 25/75 percent cost-sharing grants towards the costs 
of technology upgrade, technology support services, and acquisition of equipment and 
machinery. The scheme’s goal is to offset the private sector's learning costs in the initial 
acquisition of technology know-how, and to promote technology diffusion through the strong 
demonstration effects of that acquisition. Originally for textile firms, the scheme was evaluated 
and deemed successful.37 It is now being extended to include all manufacturing sectors, which is 
a positive development.  

The Mauritian Research Council (MRC) has a Private Sector Collaborative Research (PSCR) 
program that supports academia and industry partnership to include joint venture opportunities 
for the private sector and the local research or academic or training institutions. The program 
requires that at least one research investigator is employed by the private sector company and at 
least one investigator is employed by the institution.  
Only private sector companies registered in Mauritius, including small and medium enterprises, 
are eligible to submit proposals for collaborative research with research/academic/training 
institutions. Research is conducted jointly by a private sector company and a research institution, 
which is restrictive because it excludes the intellectual know-how and technology transfer that a 
foreign firm or a foreign university can bring into the mix. Not less than 50 percent of the work 
conducted under an MRC PSCR award must be performed by the company and not less than 30 
percent of the work must be performed by the research institution.  
Our recommendation would be to allow multinational firms or foreign universities (both of 
which are important sources of technology transfer) to participate in these collaborations, 
widening the knowledge pool from which both firms and universities could draw.  
Improve the skill base and quality of human resources. Given the perceived skills shortages, 
Mauritius needs to introduce measures to increase the scale and quality of its workforce. The 
policies proposed above—export promotion services and R&D matching grants—if successful, 
are likely to increase the demand because technology and skills are complementary inputs. On 
the supply side, investing in science and engineering education to strengthen Mauritius technical 
workforce should be a government priority. Collaborating with overseas universities (e.g., in the 
United Kingdom and Australia), could be an additional channel for effective human resource 
development. Foreign universities can help develop and upgrade curricula, teaching materials, 
and provide teaching staff.  

S ECA S T TEKES
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To aid the efforts of the government of Mauritius to attract the diaspora, skilled Mauritian 
researchers could also (a) bring Mauritian students into their labs or research institutes and (b) 
provide lectures when they return home to visit their families. Also, diaspora programs already 
introduced in Mauritius could encourage collaborative programs between Mauritian nationals 
abroad and research institutes and universities in Mauritius. 
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CHAPTER 5:  OTHER BUSINESS CONSTRAINTS 
 

Transportation and Customs 
 
The ability of a country to connect firms, suppliers, and consumers to global supply chains is 
essential to their competitiveness. Using seven areas of performance, an assessment of the 
logistics gap across countries38 ranked Mauritius 132 out of 150 economies, well behind 
Singapore (ranked 1), South Africa (24), China (30), and even Sri Lanka (92). In the Enterprise 
Survey, respondents identified transportation and electricity as the two leading infrastructure 
constraints to doing business in Mauritius. While 47 percent of firms rated it as a major 
bottleneck, almost 30 percent of respondents ranked it as one of the top 3 constraints.  
Supply chain problems often result in firms holding large inventories, which represent an 
additional cost for firms. Figure 1 shows that firms in Mauritius hold on average 22 days of 
production in stocks of their most important input. This is among the highest of all comparator 
countries, just below Vietnam and Madagascar.  
 

Figure 5.1: Days of production holding inventories: International comparison 
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However, the strong discontent of Mauritian firms does not correspond with firms’ direct and 
indirect transport costs. Shipping a 40-foot container costs Mauritian firms less than what it costs 
in the countries of comparison (figure 2). When we look at indirect costs, Mauritius also 
performs better than the other countries. Firms only lose 0.13 percent of their consignment value 
during transportation because of spoilage and theft.39 This is the second lowest value of all 
comparator countries (figure 3). 

Figure 5.2: Cost to transport and port services of a 40’ container (in USD): international comparison 

C P T L G E W B
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Figure 5.3: Transit losses (as % of consignment value): International comparison 
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In Mauritius, the problem with transportation lies in the time it takes to transport goods rather 
than in the costs. The median number of days it takes firms to export is higher than in most other 
countries of comparison just below India and Thailand (figure 4). The situation is better with 
imports, but it still takes longer than in Singapore. The mentioned study on logistics ranked 
Mauritius 137 out of 150 in terms of “timeliness of shipments in reaching destination,” below all 
other comparator countries and far away from Singapore (ranked 1). No doubt the country’s 
geographic location makes transportation oversees a challenge, but other factors may be 
hindering Mauritian firms from transporting their goods.  
 

Figure 5.4: Time for export and import (median case): International comparison 
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The concern voiced by Mauritian firms about transport is related to other factors, such as the 
efficiency of customs administration in clearing imports and export. The Enterprise Survey data 
clearly shows that firms that complain about transportation are 59 percent more likely to 
complain about customs. Efficiency of the clearance process by customs in Mauritius was ranked 
132 out of 150, as opposed to Singapore (3), South Africa (27), China (35), or even Madagascar 
(93). Again, timing seems to be the major issue. Clearing imports for surveyed firms in Mauritius 
takes double the number of days than in most of the countries of comparison, except for 
Madagascar (figure 5).  
 

Figure 5.5: Days to clear imports: International comparison 
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Two factors that determine customs efficiency are (a) the number of agencies that firms must 
deal with to export/import, and (b) the inspections. Using the data of the logistics report, 
Mauritius was compared against other countries, and it was found that imports have to go 
through five agencies. This number is the highest of all countries of comparison. The situation in 
the case of exports is better, with just two agencies, which is less than the number in most of the 
countries but still higher than in Singapore (figure 6). Finally, the percentage of physical 
inspection in Mauritius is high (18 percent), which more than double the percentage of 
inspection in South Africa, Singapore, China, and Thailand. Clearly, the high rate of inspection 
has a corresponding impact on the delay of the clearance process (figure 7). 
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Figure 5.6: Number of border agencies (exports and imports): Int. comparison 
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Figure 5.7: Percentage of physical inspection: International comparison 
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Electricity 
 
Findings from earlier firm-level surveys have highlighted the importance of a reliable power 
supply. For different reasons—strong economic growth in some places, economic collapse in 
others, poor planning, population booms, high oil prices and drought—sub-Saharan nations face 
crippling electricity shortages.40 Electricity is ranked as the fifth major constraint for Mauritian 
firms, with 17 percent of the surveyed firms declaring electricity as among the top three 
obstacles to doing business. This percentage reaches 21 percent if those firms with generators are 
assumed to have complaints about the power supply. Although 24 percent of firms have a power 
generator, the percentage of electricity coming from these generators is only around 5 percent.  

T D A P C T N Y T J
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With GDP growth averaging 4.5 percent over the last five years, and the energy demand rising 
accordingly, it is not surprising that electricity has become more of a problem than it was in the 
last enterprise survey of Mauritius. In 2005 only 13 percent of manufacturing firms considered 
electricity a major constraint; in 2008 that number increased to 17 percent.  
 
However, these negative perceptions about electricity are not reflected in the losses firms face 
due to power interruptions. Just 33 percent of the surveyed firms experienced power outages, 
which is the lowest level of all comparator countries (figure 8). Consequently, annual losses, as a 
percentage of sales, due to power interruptions are also the lowest. Mauritian firms face losses of 
0.4 percent of sales, while firms’ losses in South Africa were 1.1 percent and in Madagascar 5.4 
percent.  
 

Figure 5.8: Firms (%) with losses due to power outages 
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In terms of frequency and length of power outages, firms in Mauritius lost on average the 
equivalent of approximately 5 percent of working time, which is more than that lost in most 
other countries. The reason is that, in other countries, the number of firms with their own 
generators is much higher. Firms in Mauritius, though, may not want to buy a generator because 
its high cost cannot be justified by the reduced amount of losses they face because of electricity 
interruptions (table 1). 

Table 5.1: Main indicators of electricity problems: international comparison 
 

Mauritius China India Madagasc. South Africa Thailand Vietnam

% firms with power outages 33% 49% 92% 67% 76% 74% 63%
% firms with generator 24% -- 52% 29% 18% 8% 35%
% annual time lost to power outages 5% 2% 9% 13% 0% 1% 2%
% annual sales lost to power outages 0% 2% 6% 5% 1% 1% 1%
Source: ICA Survey. 

 

Owning a generator is costly. Not only is it more expensive to generate electricity, but the capital 
investment of a generator accounts for between 1 and 5 percent of the total value of machinery 
and equipment. This explains why generators are mostly owned by medium and large firms. 
Around 40 percent of the large firms own a generator, while just 10 percent of the small ones do. 
Almost double the number of exporters own a generator compared to non-exporters. Thus, it is 
not surprising to see that time lost due to electricity interruptions is lower in big and exporting 
firms—i.e., those with more generators lose less production time than the rest of the firms. A 
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disaggregation of the electricity indicators by different characteristics of Mauritian firms is 
shown in table 2.  
 

Table 5.2: Main indicators of electricity problems in Mauritius 
 

Indicator All 
Small Med. Large Manuf. Serv. Exporter Non-Exp. Foreign Dom.

% firms with power outages 33% 34% 32% 33% 35% 31% 47% 31% 36% 34%
% firms with generator 24% 10% 31% 41% 24% -- 37% 20% 28% 24%
% annual time lost to power outages 5% 6% 5% 3% 4% 6% 3% 5% 3% 5%
% annual sales lost to power outages 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.5% 0.4% 0.4% 0.4%

Size Sector Exporter Ownership

Source: ICA Survey. 
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CHAPTER  MICROENTERPRISES 
 

The ICA survey of Mauritius included a separate survey for microenterprises, defined as those 
with less than five employees. These small firms’ potential for employment generation and 
poverty reduction, as well as their propensity to informality, deserves the attention of policy 
makers, especially in the case of Mauritius, where the practices of competitors in the informal 
sector is the second most declared obstacle to doing business.  
Understanding the characteristics of micro firms is crucial for the government to design policies 
that increase the productivity of these firms, stimulate growth, and generate employment. In this 
chapter, there is also an analysis of the informality of the micro firms, the reason for remaining 
informal, and the potential impact that informality has on the overall business environment.  
The analysis finds that micro enterprises face more constraints on access to finance, land, skilled 
labor, and on practices from informal firms. As for informal firms—defined in this study as those 
not registered for tax purposes—we found that they have the incentive to remain informal 
because they are taking advantage of public services financed by tax-paying firms while, at the 
same time, competing against them in the same markets. Informality in Mauritius is diminishing 
thanks to government measures. But efforts need to continue since informality is damaging the 
level playing field and the Mauritian business environment.  

The data 
 
A total of 78 microenterprises were surveyed through area sampling. The micro survey targets 
firms with less than five employees and, consequently, selects areas where there is evidence of a 
high concentration of such establishments. From a list of all establishments within those areas, a 
random sample was selected.  
Of the 78 firms surveyed, most of them (94 percent) were small firms—i.e., firms with less than 
10 employees (table 1). As for location, a quarter of the sampled micro firms were in Port Louis, 
while 35 percent belonged to the center area. Between 10 and 15 percent were located in the 
East, North, and South areas. Around half of the sample operates in the manufacturing sector 
(especially in garments, foods, and automobile industries), while a bit less than half belongs to 
the service sector (predominantly, the retail industry). The questionnaire asks for four different 
kinds of registration:  

(i) Registering the establishment name with the Office of the Registrar or 
government institutions responsible for approving company names  

(ii) Registering with the Office of the Registrar, local courts, or other government 
institution responsible for commercial registration  

(iii)Obtaining an operating or trade license or otherwise being registered for a general 
business license with any municipal agency  

(iv) Registering or obtaining a tax identification number from the tax administration 
or other agency responsible for tax registration.  

In Mauritius the number of registered micro firms is high, ranging from 83 percent in the case of 
tax registration, to 90 percent in the case of name registration.  
For the purpose of our analysis, we define “formal” firms as those micro firms having a tax 
registration. This differentiation can just be done with micro firms because, in the standard 
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survey, all firms are formal. This definition does not need to be the one used by the government, 
but it is chosen in this study because avoiding tax obligation is one of the main characteristics of 
informality.41 
In our sample, a total of 65 firms are formal while 13 are informal. There are more formal firms 
in the service sector than in the manufacturing one. In fact, 92 percent of the micro firms 
operating in the service sector are formal while the number of formality in the manufacturing one 
is lower (76 percent). By size, smaller firms are more likely to be informal. The average age of 
micro firms is 10 years.  
 

Table 6.1: Description of the micro survey data 

TOTAL

% n % n % n % n

78 54% 42 46% 36 83% 65 17% 13

n. of Micro firms

Registration

services formal informalmanuf.

Sector

Source: ICA survey. 
 

Characteristics of the Micro Enterprises 
 
Almost all the micro firms in the sample operate from non-movable premises, which in 34 
percent of the cases are the entrepreneur’s house. The percentage of micro firms operating in 
fixed establishments is high in both formal and informal firms. However, fixed establishments 
are the owner’s own house in almost half of the informal firms, while just 33 percent of the 
formal firms’ premises are also the entrepreneur’s house. Finally, just 4 percent of the micro 
firms had to change location due to a lack of title. This percentage is four times higher for 
informal than formal firms.  
 
Micro firms often use family members as workers. In both formal and informal firms, half of the 
employees were family members. As for the gender, more formal firms hired women but, among 
those firms with at least one female worker, the percentage of female employees was higher in 
informal firms (88 percent of the workers) than among formal ones (61 percent). Unpaid workers 
were present in 13 percent of the micro firms, but this percentage is almost doubled in the case of 
informal firms. Managers have more years of experience in the formal sector, averaging 17 years 
versus 14 years in the informal sector, and on average they have also reached a higher level of 
education.  
 
Micro firms show similar characteristics to the small firms of the standard survey. Both micro 
and small firms have around 55 percent of firms in the manufacturing sector. In terms of size, the 
average number of workers is 4 in both micro and standard firms. And both groups of firms have 
been operating for around 10 years. As expected, no micro firm is an “exporter”—defined as a 
firm which exports more than 10 percent of its total annual sales—while few small firms do 
export.  
 

I I M
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Table 2 shows a comparison of the characteristics (sector, size, and age) of firms interviewed in 
the micro survey and firms interviewed in the standard survey. Micro firms are classified 
according to their formality status, while the standard ones are differentiated by their size. As 
expected, the table shows that the age of the firms and the percentage of exporting firms increase 
with the size of the business.  

 

Table 6.2: Attributes of the micro firms: General characteristics 

Formal Informal All Small Medium Large All

Number of firms 65 13 78 125 169 104 398

Sector
manufacturing (% firms) 49% 77% 54% 57% 69% 73% 66%

services (% firms) 51% 23% 46% 43% 31% 27% 34%

Size (av. n. of workers) 4 2 3 4 20 183 43

Age (n. of years) 10.0 11.5 10.2 10.6 16.8 27.3 15.6

Exporter (% firms) 0% 0% 0% 6% 14% 31% 16%

Micro Survey Standard Survey (excluding micro)

Source: ICA survey. 

Business environment for microenterprises 
 
Microenterprises face two major obstacles to doing business: (a) a lack of access to finance, with 
a total of 37 percent of the firms reporting it as the biggest obstacle; (b) the practices of 
competitors in the informal sector, with 20 percent of the sample considering it as the major 
constraint.  
 
Far down in the ranking of constraints was access to land, customs and trade regulations, 
inadequately educated workforce, and transportation. Between 5–10 percent of the firms 
considered those as the biggest constraints.  
 
Figure 1 shows that firms in the manufacturing and service sectors report the same ranking of 
constraints. However, the number of firms considering each of the constraints as the biggest 
obstacle differs significantly. Access to finance, for example, is perceived as a greater problem in 
the service sector than in the manufacturing one. Practices of informal competitors are also 
perceived as a greater issue for service firms than for manufacturing ones. Finally, access to land 
differences in percentage of firms perceiving it as a major constraint can be explained by sector: 
manufacturing businesses tend to require bigger establishments.  
 

Figure 6.1: Micro firms (% firms) reporting the biggest constraint to doing business, by sector 
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Source: ICA survey. 
Comparing formal and informal micro firms, we find intuitive differences in perceived constraints, as figure 2 illustrates.  

However, given the small number of observations on the informal side (13 firms), results should 
be interpreted with caution. If we select those issues with the largest difference in perception 
between formal and informal micro firms, we find expected outcomes. Just 4 percent of informal 
firms consider practices of informal competitors a major constraint, while this percentage is 
much higher (22 percent) in the case of formal firms. Access to land difficulties faced by 
informal firms are also intuitive since informality makes it more difficult to secure a property 
title. The huge difference in the unskilled labor constraint is striking, and may suggest that the 
skilled labor supply prefers to work in the formal sector.  
 

Figure 6.2: Micro firms (% firms) reporting the biggest constraint: Formal vs. informal firms 
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Analyzing differences between micro and standard firms will explain micro firms’ particular 
constraints and help find policy options that improve the Mauritian micro business environment. 
The comparative analysis is focused on micro and small firms because they have a similar size—
as shown in previous chapters, constraints are correlated with size of the firm. Consequently, 
comparing micro firms with large ones does not provide adequate insight of the issues facing 
micro firms.  
 
The ranking of top constraints reported by micro and small firms is similar except for transport 
and electricity. Finance, informality, and access to land are not only the three top constraints 
among micro firms but they are also more problematic for micro firms than for small firms. As 
expected, more small than micro firms consider transport, customs, and electricity the top 
constraints since non-exporters’ need of transport and customs is limited. Figure 3 shows the 
percentage of small and micro firms that declared each obstacle as the top constraint to 
investment.  
 

Figure 6. 3: Top constraint by survey (% firms): micro versus small firms 
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Source: ICA survey. 
 

These perceptions correspond with the results obtained from objective indicators, such as costs 
and labor productivity. Indirect costs, such as electricity, transport, corruption, theft and security, 
do not concern micro firms, and the objective data on costs confirms this perception. Micro 
enterprises in Mauritius faced the lowest indirect costs of any of the comparator countries, 
indicating that the business environment for micro firms in Mauritius is better than in any other 
country of comparison (figure 4). 
 

Figure 6.4: Indirect costs of micro firms (% sales): International comparison 
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However, the greater obstacles that micro firms face in terms of informal competitors, access to 
finance, land, and skilled labor is reflected in their smaller productivity. Labor productivity of 
micro firms is below the productivity of small firms in Mauritius and in all the comparator 
countries (figure 5). Small firms In Mauritius have a 54 percent higher labor productivity than 
micro firms, and this difference is statistically significant. Regression analysis shows that being a 
micro firm affects labor productivity in a negative and statistically significant way, even after 
controlling for other factors, such as sector, input per worker, number of employees, and 
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exporter. Being informal can also be affecting the productivity, but the small sample size 
prevents us from undertaking a regression analysis of informal firms.  
 

Figure 6.5: Labor productivity: Value added per worker (in thousand US$), micro vs. small 
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survey. 

Micro firms and Informality 
 
Throughout this study, informality has been defined as not being registered for tax purposes. 
Theoretical work demonstrates that informality imposes specific restrictions on enterprise growth 
because it constrains access to key services –such as land, capital, and public services. 
Informality may also prevent the separation of business and personal assets, increasing the 
vulnerability of entrepreneurs and damaging business growth.  
Informality not only affects the firm itself, but also the business environment and the economy as 
a whole. Formalization may bring a number of benefits to the firm—such as better access to 
finance, land, public services, and protection by the rule of law—and also to the society, with a 
broadened tax base, increased investor confidence, and a level playing field. Since these benefits 
may lead to increased productivity and job creation, informality is worth reviewing in a business 
climate assessment.  
There are three views on the role of informal firms:42 

(i) The romantic view states that informal firms are similar to formal ones but are 
discouraged to formalize because of official barriers.  

(ii) The parasite view considers that informal firms hurt fair competition and growth because 
the small scale they need in order to avoid detection makes them unproductive, so the 
way to survive is to undercut formal firms in prices. 

(iii)The dual view sees official firms as very different from informal ones, which do not 
threaten formal ones because both operate in different markets.  

 

L P R S A T U E E D B P
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Barriers to becoming formal 
 
In the case of Mauritius, barriers to officialdom are mainly a matter of perception. Most informal 
firms report the following as barriers: (a) time needed to complete registration; (b) administrative 
burdens of complying with the registration procedure; and (c) the administrative burden of 
complying with all tax laws (figure 6).  
However, when formal firms —i.e., those that have already gone through the registration 
process—are asked about barriers to becoming formal, these constraints end up not being the 
most important obstacles. Consequently, misinformation seems to be creating this perception and 
deterring micro firms from registering.  

 
Figure 6.6: Micro firms citing a reason for not registering formally—formal vs. informal firms 
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Source: ICA Survey. 

 

Mauritian government efforts have helped and actually boosted registration. The Business 
Registration Act (October 2006) obliged all companies, activities, and businesses to be 
registered. Although information could be improved to reduce the negative perception of the 
administrative process, in fact few formal firms consider administrative issues as the main 
obstacle to registering.  
In Mauritius, complaints by formal firms about informality, plus the government’s recognition of 
the harm informal firms do to formalized ones, support the parasitic view of informality. The 
Mauritian Board of Investment recognizes that “although some of these businesses are duly 
registered, they still operate in the same old-fashion setups (i.e., street vendors, hawkers, beach- 
hawkers, taxi-maroon, local trade fairs, etc.), and their low overhead operations eat into the 
market share of the formalized industries.”43 To confirm whether this parasitic theory applies in 
Mauritius, we need to analyze the incentives firms have to remain informal, by looking at costs 
and benefits of formality.  
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Benefits and costs of informality 
 
Firms will choose to remain informal as long as the advantages outweigh the drawbacks. The 
generally accepted view is that informal firms have the advantage of not paying taxes and not 
having to adhere to regulations. The main disadvantage is the more difficult access to external 
finance, land, and public goods. Potential negative consequences of being informal are not an 
issue in Mauritius because informal firms benefit from similar access to public services and the 
same rule of law. Consequently, those firms that choose to remain informal are playing an unfair 
game and hurting fair competition. They benefit from the public services paid by formal firms 
while at the same time compete with them in the same market.  
a) Access to finance 

The literature recognizes that the one of the benefits of formality is the facilitation of external 
financing. In Mauritius, both small and micro firms finance around 20 percent of their working 
capital through the banking system (figure 7), indicating that informality may not be a 
determinant factor on facilitating access to external funds. Firms’ access to finance seems to be 
driven by other factors such as size, good financial record keeping, and ownership of proper 
titles.  
 

Figure 6.7: Source of financing working capital (% of total needs), micro vs. small 
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Having audited financial statements is crucial for obtaining access to funds, even in firms with 
the same small size. In particular, within micro firms, there is a significant difference in how the 
working capital needs are financed between those firms with audited financial statements and 
those without them. Firms with financial records have almost three times the percentage of 
working capital financed through the banking system—30 percent for firms with financial 
records versus 11 percent for those without them (figure 8).  
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Figure 6.8: Source of financing working capital for micro firms—with vs. without fin. statement 
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Source: ICA survey. 

 

Access to other financial services, like payments, is also made easier when the firm has audited 
financial records. The percentage of firms receiving payments and paying salaries to the 
employees through the banking sector was higher among formal firms and firms with financial 
statements than among informal firms and firms without financial records.  
 
Looking at the percentage of firms with a loan or overdraft facility, informal firms are the ones 
with the lowest access compared to formal —both micro and standard —firms. The difference 
between informal and small firms with a loan is 39 percent. The difference is more dramatic in 
the case of access to checking accounts. While 94 percent of micro formal firms have a checking 
account, just 54 percent of informal micro firms have one. Finally, the lending rate difference 
between micro and small firms is on average 1 percentage point higher. (Table 3) 

 
Table 6.3: Firms (%) with a loan, a checking account, and lending rate: 

Differences by survey and formality 

formal informal all small all formal-inf micro-small inform-small micro-std

% of firms with a loan 52% 23% 47% 62% 75% 28% -15.34% -39% -28.3%

Lending rate (%) 14.95 14.9 13.88 13.7 1.02 1.065 1.19

*: All differences are statistically significant. 

Micro Survey Standard Survey Differences*

Source: ICA survey and own calculations. 

 
Therefore, not only informality, but size and audited financial statements are obstructing access 
to finance in Mauritius.  
b) Labor and human capital 

The dual theory of informality is based on the assumption that informal firms are unproductive 
and do not compete in the same markets as formal firms because of low manager ability. 
Mauritius data on educational attainment of micro entrepreneurs does not support the dual view 
of informality. The percentage of entrepreneurs with secondary attainment and with a university 
degree is higher in informal firms than in formal micro firms. But informal entrepreneurs do not 
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have postgraduate degrees (masters, PhD), as do formal firms’ entrepreneurs (figure 10). In any 
case, the number of managers with that level of education is also small in formal firms, making 
the difference with informal firms insignificant.  
 

Figure 6.9: Educational attainment of top managers in Mauritius: Comparison between firms 

0%

20%

40%

60%

80%

100%

Formal   (micro) Informal  (micro) Small

<second. secondary vocat.training univ. training degree post grad.
 

Source: ICA survey 
 

Generally, micro firms create employment and reduce poverty. The argument is that, given the 
easier entry, workers left out from the formal labor market can earn a living in the informal 
sector. In fact, there is empirical evidence of the positive impact of informality on poverty 
reduction (Fox, 2008).  
 
This, however, does not seem to be true in Mauritius, where all but informal micro firms 
increased their number of employees. After calculating the rate of growth of employment in the 
last three years, the data show that big firms absorbed more labor force than micro ones. Small 
firms created on average more employment than micro firms (table 4). Over the last three years, 
small firms in Mauritius generated more employment than micro firms; and, within the micro 
group, formal firms generate employment while informal firms destroy it.  

 
Table 6 4: Micro firms’ labor profile: Comparison with small firms 
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Source: ICA survey. 

c) Access to public services 

Another positive aspect of formality is the better access to public services, public goods, and rule 
of law (Kaufman, 2007).  
But in Mauritius, informal firms do not suffer much from a lack of access to public services and 
protection under the law. In terms of access to public services, informal firms suffered more 
electricity problems, with on average 50 percent more days of power outages than formal ones. 
The numbers of days that informal firms have to wait to get electrical, water, or phone 
connection is double that of formal micro firms.  
However, all in all, indirect costs indicate that informal firms in Mauritius do not face higher 
costs accessing public goods than formal micro establishments. Besides, no micro firms, formal 
or informal, have suffered losses due to theft or robbery.  
Finally, informal firms perceive that the government and the courts function properly, 
government regulation is predictable, and courts are impartial. Thus, informal firms are not being 
significantly punished for being informal in terms of access to public services.  
d) Taxes and administrative burdens 
The main benefit for staying informal is to save the monetary and time costs derived from tax 
and administrative regulations. Informal firms not only save money, but also time dealing with 
visits of tax officials. Thus, since informal firms do not pay taxes, but do get similar levels of 
access to public services, they are taking advantage of the system and damaging fair competition.  
 

Formal Informal all Small all formal-inf. micro-small formal-small inf.-small micro-std

N. of workers (average) 3.6 2.17 3.4 5.7 67.7 0.15 -2.3*** -2.07*** -3.5*** -64***

Growth in N. workers (last 3 yrs) 0.07 -0.11 0.04 0.29 1 0.18 -0.25*** -0.22* -0.40* -0.96

Top manager experience (yrs) 14.25 14.23 14.25 17.61 19.9 0.02 -3.36* -3.36* -3.38 -5.6***

Note: ***, **, * means significant a 1%, 5%, and 
10% respectively. 

Micro Standard Differences
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CHAPTER 7: POLICY RECOMMENDATIONS 
This report identifies key obstacles to productivity and competitiveness of Mauritian firms on the 
basis of a survey of 384 establishment conducted at the end of 2008 and in early 2009. The 
analysis shows that technology acquisition, skills and—especially for small firms—finance has 
the potential to generate productivity gains and facilitate exports.  
All stakeholders in Mauritius agree that this small island’s growth prospects depend on its 
capacity to export. A number of Mauritian firms export to developed country markets—notably 
Europe. However, exports are highly concentrated, with a few large firms being responsible for a 
significant share of exports. Consequently, a new strategy is necessary to help a much wider 
range of Mauritian firms to engage in exports and to encourage exporters, both established and 
new, to develop new exports and to reach new markets.  

Supporting Exports 
 
Governments play an important role in promoting exports. Their role, however, should not be 
limited to laissez-faire policies—governments should play a pro-active role in helping firms to 
export. A recent cross-country study on the efficacy of export promotion agencies around the 
world has shown that these agencies perform an important role to this end. According to some 
estimates, $1 spent on the budget of these agencies generates $38 of exports in SSA.44 
The Mauritian government has a number of programs in place—mostly through the Enterprise 
Mauritius program—to help exporters increase their market share. Financial support is provided 
to exporting companies to conduct market research, perform test marketing, participate in trade 
fairs abroad, as well as other activities. But these schemes are available only to those firms that 
are already exporting and to companies with a turnover greater than Rs 150 million.  
One policy option could be to establish similar programs targeted to any firm entering new 
export markets or to export new products in existing markets. These programs would thus fund 
efforts to overcome some of the fixed costs involved in exporting into new markets or new 
products such as improve product quality, standards and packaging, as well as market research 
and trade fairs.  
Although the program should be open to all potential exporters, very small firms are unlikely to 
benefit from it. Hence, programs tailored to very small firms should be designed and aimed at 
helping them become suppliers of larger exporting firms—again, through financial support to 
improve the quality of their products, packaging, and certification, as well as domestic market 
testing (e.g., test their products with tourists). 
The support envisaged with these programs should be for a share of the estimated expenditures—
significant enough to encourage applications but not so large as to encourage free riding. Support 
should be approximately 50 percent and should have a cap on the total amount per individual 
firm.  

L D M O L P E P A W W W D W B
W P S W DC USA
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Private Sector R&D and Improved Industry–Research Collaboration  

The Mauritian government is aware of the importance of innovation for the country’s growth 
potential, and over the years has adopted a number of schemes to foster technology absorption by 
domestic firms. For example, the earlier Technology Diffusion Scheme, a matching grant 
scheme that focused on supporting firms in the acquisition of external expertise for business and 
technology development, provided support in the form of 25/75 percent cost-sharing grants 
towards the costs of technology upgrade, technology support services, and acquisition of 
equipment and machinery. The objective of the scheme was to offset the private sector's learning 
costs in the initial acquisition of technology know-how, and to promote technology diffusion 
through the strong demonstration effects that such acquisition will have. The scheme was 
designed for the textile industry and has been considered a successful program.45 

Today the Mauritian Research Council (MRC) has a Private Sector Collaborative Research 
(PSCR) program that supports academia and industry partnership to include joint venture 
opportunities for the private sector and the local research, academic, or training institutions. This 
program requires that at least one research investigator is employed by the private sector 
company and at least one investigator is employed by the institution. Only private sector 
companies registered in Mauritius, including small and medium enterprises, are eligible to 
submit proposals for collaborative research with research/academic/training institutions. 
Research is conducted jointly by a private sector company and a research institution, and foreign 
firms or foreign universities are excluded. Not less than 50 percent of the work conducted under 
an MRC PSCR award must be performed by the company concerned, and not less than 30 
percent of the work must be performed by the research institution.  

In Mauritius investments in R&D are low and have been dominated by the public sector. 
Restructuring the innovation system to increase incentives for firms to invest in R&D is essential 
to increase competitiveness and generate sustainable growth and productivity.  

One way to achieve this goal is by funding a significant campaign of quality improvement, and 
to provide incentives, including tax exemptions, prizes, and visits to facilities and institutions 
overseas. The government needs to raise awareness on quality needs, systems and techniques, 
based on detailed analysis of enterprise practices and gaps, benchmarked against international 
standards. Within this framework, the infrastructure of metrology, standards, testing and quality 
should be improved, ensuring that industries have access to accredited facilities for testing, 
certification, and calibration.  

Another policy option is the use of a matching grant scheme. Matching grants are supposed to 
address two separate issues in one instrument: (a) to encourage firms to undertake R&D for a 
range of initiatives —from minor improvements of existing products and processes to the 
invention of more sophisticated activities; and (b) to encourage collaboration between firms and 
R&D and tertiary institutions and foreign enterprises (this is not allowed by the existing MRC 
PSCR award program).  
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Since the main aim of this instrument is to promote commercial innovation, it is important that 
the private sector remain in the driver’s seat. This implies that the company must be the ultimate 
recipient of the grants, while subcontracting part of the work to researchers—from either a R&D 
institute, a university, or an international company. In addition, with such a scheme, firms are 
still required to finance a share of the R&D project from their own resources. This, in turn, 
ensures that the firm has a stake and shares the risk. 

An example of such a scheme is the MAGNET program in Israel, which provides grants to firms 
to conduct R&D together with academic or research institutions. The firm is thus the recipient of 
the funds and works together with the academic or research institute, making sure that the 
research is directly relevant to the market. The industrial partners receive a grant amounting to 
66 percent of approved R&D costs, whereas the academic partner will receive 80 percent of costs 
from the firm. A foreign company may be included if it can bring a unique contribution to the 
relation.  

Another example is TEKES in Finland, which provides grants targeted at Early-Stage 
Technological Development (ESTD) and supports R&D that is far from the market with high 
uncertainties of technological and commercial success. Depending on the maturity and size of 
the company, grants can have the requirements for matching funds of up to 65 percent.  

However, TEKES also provides 100 percent grants for ESTD in new start-up companies.46 
Compared to the PSCR program this alternative approach would allow multinational firms or 
foreign universities (both of which are important sources of technology transfer) to participate in 
these collaborations widening the knowledge pool from which both firms and universities could 
draw.  

Finally the R&D base in public sector and institutions should be strengthened by improving their 
equipment, skills, access to information, and interaction with similar bodies overseas. Salaries 
and incentives should also be improved in order to attract and retain good researchers.  

However, R&D institutes and universities should work more closely with industry through 
specific programs (such as the matching grant presented above) and a ‘hard budget’ constraint 
should be imposed on them, such as 40 percent of their revenues must be earned by sale of their 
services to the private sector within a specified amount of time (e.g., five years). 

Improving Skills and Human Resources 
 
If Mauritius is to move up the value chain, skills need to be at the forefront of government 
policies. The government realizes this and has enacted a number of programs to that effect. One 
important source of improving the skills base is through worker training programs funded by 
firms. A major deterrent for firms to invest in training programs is the turnover or poaching of 
skilled staff. The worker trainer payroll levy funds have the advantage of internalizing some of 
the externalities from training, especially when employer incentives to train are low because of 
high turnover of skilled workers.47 
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One of the major drawbacks of the training levy scheme in Mauritius was that IVTB was the 
government body responsible for certifying the private training institutions. This created a 
conflict of interest in the training market, which was later rectified by nominating the Mauritius 
Qualifications Authority, an independent body, as the certifying agency. In addition, IVTB and 
the private training institutions do cater to separate markets with basic training being offered by 
IVTB and more advanced training offered by private institutions, thus ensuring that the 
subsidized IVTB is not competing with these private training institutions. 
Given the perceived skills shortages, Mauritius needs to introduce new measures to increase the 
scale and quality of its workforce. But Mauritius lacks a long-term view on skills development. It 
is one of the few countries in the world that still has an exit exam for primary education, which 
leads to premature shunting of a substantial number of students in lower secondary TVET, 
becoming a dead end for them.  
It is rare for a country at the level of development of Mauritius to still use primary school exams 
to determine access to higher levels of instruction or for purposes of student orientation to 
different types of lower secondary school. According to the draft "Education and Human 
Resources Strategy Plan 2008–2009,"this exam contributes to the “U” shape achievement 
distribution48 and a bottleneck in terms of student flows (and thus internal efficiency).  
In certain countries, such as France, the importance of high-stake exams between lower and 
upper secondary education have gradually weakened over time. This is because improvements in 
basic education outstripped the potential usefulness of the exam to determine the future direction 
of students. Also, the organization of upper secondary education has become more flexible with 
many more potential outcomes for entering students. Although the exam remains in place, it has 
more symbolic value now.  
A similar approach could be used in Mauritius. Although the exam would stay in place, the 
improved student outcomes and the higher quality lower secondary school would mean that 
virtually all students would pass the exam. Then, the only purpose of the exam could be to 
identify students with severe learning disabilities. Taking this approach implies that a substantial 
investment would be needed to ensure that all students master fundamental competencies at the 
primary level. A more comprehensive lower secondary school could cater to students with 
different learning abilities and would provide all students at the primary level a meaningful 
education that prepares them to contribute to the economic development of the country. 
Investing in science and engineering education to strengthen Mauritius’ technical workforce 
should be a government priority. In technical education the government should ensure that the 
curriculum is current and relevant to the specific skill needs of the industrial sector. Where 
possible, the private sector should be involved in the design and content of the curriculum and in 
monitoring quality and delivery of skills. Collaborating with overseas universities (e.g., in the 
United Kingdom and Australia), could be an additional channel for effective human resource 
development. Foreign universities can help develop and upgrade curricula and teaching materials 
as well as provide teaching staff. In addition, the government should support SMEs by providing 
special information and incentives programs to invest in formal training. 
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Over the years, a large number of Mauritians have migrated to Europe and the US. These 
emigrants represent an important pool of expertise that can be attracted back to work in the 
country to help jump-start the financial and business services sectors. The government has 
recognized the value of its diaspora and wants to encourage those Mauritians to participate in the 
country’s development. 
To do this, the government has developed a Diaspora Mobilization Strategy, of which some of 
the recommendations are to (a) encourage the diaspora to invest in projects of the Empowerment 
Program; (b) involve the diaspora in collaborative research and development projects; and (c) 
advise banks to provide attractive schemes that offer competitive returns to the Diaspora.  
Complementing these efforts, Mauritian researchers could contribute in other ways such as (a) 
bring Mauritian students into their labs or research institutes and (b) provide lectures when they 
return home to visit their families.  
Finally, diaspora programs already introduced in Mauritius could encourage collaborative 
programs between Mauritian nationals abroad and research institutes and universities in 
Mauritius. 

Access to Finance 
 
While collateral and lending terms matter to firms, for lenders it is the broader institutional 
environment that matters. Strong creditors’ rights, a functioning credit information system, and 
well-defined property rights help entrepreneurs gain access to finance.  
Financial depth, outreach, loan features, and exclusion are often a reflection of the underlying 
institutional environment governing credit markets. Empirical evidence has strongly linked both 
depth and access to the strength and transparency of property rights (including creditors’ rights), 
as well as the system of credit information.  
The degree to which creditors can enforce contracts and the availability of information on current 
and prospective borrowers both play important roles in reducing credit risks for banks. Better 
legal protections enable lenders to offer entrepreneurs funds at better terms, and creditors’ rights 
are associated with higher ratios of private credit to GDP. Clear property and titling systems 
mean that collateral pledged by firms is more credible to banks.  
Mauritius’ credit market is quite advanced, the result of a number of reforms implemented by the 
government over the last few years, most notably: 

• Establishment of specialized commercial courts. The time and cost for resolution of 
commercial disputes in Mauritius, which were among the highest, will now be greatly 
reduced—although it may take some time to clear the backlog and see the real 
impact. 

• Approval of the Insolvency Law. This will allow greater flexibility to companies to 
restructure, whereas previously the legal system was geared solely to liquidation, and 
creditors generally received little in insolvency proceedings. 

• Improvement of the credit information system (credit bureau), which covers both 
banks and non-bank creditors, positive and negative credit information, and allows 
for private or public-private credit bureau. 

• Improvement of the land and collateral registration (including computerization). 
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In particular the Credit Information Bureau, inaugurated in late 2005 at the Bank of Mauritius 
(BoM), is operating well, and expanding its coverage could improve access by creditworthy 
SMEs.49 All banks in the BoM’s clearing and settlement system provide information to the 
Bureau on loans above MUR 100,000 for individuals and MUR 500,000 for others. Its use is 
mandatory for all granting of credit. Extending, as intended, its use to other financial 
intermediaries, and lowering the reporting threshold, would improve the quality of information 
about small borrowers.  
New policy interventions could include: 

• Rationalize and review the subsidized lending programs to achieve better and more 
sustainable results. 

• Provide financial literacy training (especially to SMEs) in order to enhance their 
capacity to develop and present bankable proposals and provide support to SMEs to 
keep better accounts.  

• Design and implement partial risk guarantees and other financial products aimed at 
reducing the risk associated with existing collateral; and support the banking system 
with better measures of risk assessment (based more on cash flows rather than on fixed 
assets). 

Finally, we must point out that until recently there were no specific programs in Mauritius aimed 
at start-ups. Yet, since access to finance is a binding constraint for existing micro firms, it is even 
more so for new companies.  
Consequently, an additional policy intervention toward start-ups could be to encourage financial 
institutions to put up schemes like what the Development Bank of Mauritius has introduced—the 
small business development-related scheme and the booster (micro credit) loan schemes for 
women entrepreneurs. A national Business Plan Competition aimed at identifying the best 
business proposals for start-ups could be established. This program would use both conventional 
methods such as one-size-fits-all workshops and seminars, as well as a more innovative 
approach: personalized mentoring by professionals– ideally from the Mauritian diaspora.  
The program would be structured in three stages. During the first stage all potential new 
entrepreneurs with a business idea participate in a series of seminars and workshops on how to 
prepare a business plan, a financial and economic plan, a logistic and commercial strategy, and a 
marketing strategy. A committee of professionals —ideally selected from the diaspora—will 
make a first selection of the most promising proposals.  

 

In the second stage, only the proposals selected will receive additional free personalized 
mentoring and coaching by local and diaspora mentors in order to turn their ideas into attractive 
business plans and to expand their networks. At the end of the second stage, each business plan 
is presented and evaluated by the group of professionals, and those selected move to the third 
stage.  
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The third stage consists of a national business plan competition in which the shortlisted plans are 
presented to a group of experts and professional. This panel would include experienced 
entrepreneurs, diaspora members, local investors, university professors, government officials, 
representative of private sector associations and the banking system, and representatives from 
other relevant institutions (such as the donor community). The proposals with the most 
innovative ideas and the best business potentials will receive additional support to set up their 
business, including professional consulting services and, ideally, financing from banks and local 
investors, at market rates. 
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APENDICES 
 

Appendix 1:  Sampling Methodology 
1. Introduction  

• The objective of the Enterprise Surveys is to obtain feedback from enterprises in 
client countries on the state of the private sector as well as to build a panel of 
enterprise data that will make it possible to track changes in the business 
environment over time and allow, for example, impact assessments of reforms. 

• Through interviews with firms in the manufacturing and services sectors, the 
Enterprise Survey data provides information on the constraints to private sector 
growth and is used to create statistically significant business environment 
indicators that are comparable across countries. 

 
2. Survey target population 

• The whole population, or the universe, covered in the Enterprise Surveys is the 
non-agricultural economy. It comprises all manufacturing sectors according to the 
ISIC Revision 3.1 group classification (group D); construction sector (group F); 
services sector (groups G and H); and transport, storage, and communications 
sector (group I). 

• For Mauritius, the sectors included in the sample by two-digit ISIC code are as 
follows:  

¾ Manufacturing: 15, 18;  
¾ Other Manufacturing: 16, 17, 19, 20, 21, 22, 23, 24, 25, 26, 27, 28, 

29, 30, 31, 32, 33, 34, 35 , 36, 37;  
¾ Services: 52;  
¾ Residual/Remainder/Other Services: 45, 50, 51, 55, 60, 61, 62, 63, 

64, 72 
• The Enterprise Survey for Mauritius targeted 480 registered establishments with 

at least five employees, 120 registered establishments with one to four employees 
(micro), and 120 non-registered firms in the sectors defined above. 

 
3. Sampling for registered establishments 

• The sample for registered establishments in Mauritius was selected using 
stratified random sampling.50 Stratified random sampling was preferred over 
simple random sampling in the Enterprise Surveys for several reasons: 

¾ To obtain unbiased estimates for different subpopulations within the 
economy with some known level of precision. 

¾ To obtain unbiased estimates for the whole population. 

50 A
R L S M
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¾ To ensure that the final sample includes establishments from all 
relevant sectors in the country and that it is not concentrated in one or 
two of industries/sizes/regions. 

¾ To exploit the benefits of stratified sampling where population 
estimates, in many cases, will be more precise than using a simple 
random sampling method (i.e., lower standard errors, other things 
being equal.) 

¾ Stratification may also produce a smaller bound on the estimation 
errors than would be produced by a simple random sample of the 
same size. This result is particularly true if measurements within 
strata are homogeneous. 

¾ he cost per observation of collecting the survey data may be reduced 
by stratifying the population elements into convenient groupings. 

 
• Industry stratification was designed as follows: the universe was stratified into 

three manufacturing industries (food, textiles, and other), one services industry 
(retail), and one residual sector as defined in the sampling manual. The initial 
sample design had a target of 240 interviews in manufacturing and 120 interviews 
each in the services and residual categories, though this sample design was later 
adjusted to reflect the low prevalence of manufacturing establishments in 
Mauritius. 

 
• Size stratification was defined following the standardized definition used for the 

Enterprise Surveys: micro (1 to 4 employees), small (5 to 19 employees), medium 
(20 to 99 employees), and large (more than 99 employees). For stratification 
purposes, the number of employees was defined on the basis of reported 
permanent full-time workers. 

 
4. Sampling implementation 

• Given the stratified design, sample frames containing a complete and updated list 
of establishments as well as information on all stratification variables (number of 
employees, industry, and region) are required to draw the sample for the 
Enterprise Surveys. 

 
• Two frames were used for the Mauritius Enterprise Survey. The first was a file of 

registered companies provided by the Central Statistical Office (CSO) in 
Mauritius updated to 2008. The second frame was supplied by the World Bank. It 
consisted of enterprises interviewed for Enterprise Survey (ES) in 2005. 
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• Universe figures for Mauritius 

Source: Central Statistical Office (CSO) Mauritius 2008. 
 

• Panel sample counts for Mauritius 
 

Source: World Bank Enterprise Survey 2005. 
 

• The enumerated establishments were then used as the frame for the selection of a 
sample with the aim of obtaining interviews at 480 establishments with five or 
more employees and a further 120 with establishments with less than five 
employees (micro establishments). 

 
• The quality of the frame was assessed at the onset of the project and was not 

immune from the typical problems found in establishment surveys: positive rates 
of non-eligibility, repetition, non-existent units, etc. Given the impact that non-
eligible units included in the sample universe may have on the results, 
adjustments may be needed when computing the appropriate weights for 
individual observations. The percentage of confirmed non-eligible units as a 
proportion of the 4 total number of sampled establishments contacted for the 
survey was 35.2 percent (1039 out of 2,950 establishments for the ES and micro 
samples, including panel establishments). 

 
5. Database structure 

• The database compiles four different versions of the Enterprise Survey 
questionnaire for all registered establishments (including micro). The basic 
questionnaire, the Core Module, includes all common questions asked to all 
establishments from all sectors (manufacturing, retail and residual), and this 
module is administered to establishments in the residual sector. Micro firms 
completed a module very similar to the Core Module. The Manufacturing 
Questionnaire is built upon the Core Module and adds some specific questions 
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relevant to the sector. The Services Questionnaire is also built upon the Core 
Module and adds specific questions relevant to retail. Each version of the 
questionnaire is identified by the index variable, a 0. 

 
• All variables in the database are named using, first, the letter of each section and, 

second, the number of the variable within the section—i.e., a1 denotes section A, 
question 1. Variable names preceded by a prefix “AF” indicate questions specific 
to the Africa region; these questions may not have been asked in Enterprise 
Surveys conducted in countries in other regions. Variable names preceded by a 
prefix “MU” indicate questions specific to the Mauritius surveys; these questions 
may not have been asked in Enterprise Surveys conducted in other countries. All 
other variables are global and are present in all country surveys conducted 
throughout the world. All variables are numeric with the exception of those 
variables with an “x” at the end of their names. The suffix “x” indicates that the 
variable is alpha-numeric. 

 
• The variable idstd uniquely identifies each establishment at the global level. 

 

• The variables a6a (sampling establishment's size) and a4a (sampling sector) 
contain the establishment's classification into the strata chosen for each country 
using information from the sample frame. These variables generate the strata cells 
for each industry/size combination. 

 

• The surveys were implemented following a two-stage procedure. In the first stage 
a screener questionnaire was administered over the phone to determine sampled 
establishment's eligibility for the survey and to make appointments; in the second 
stage, a face-to-face interview took place with the manager/owner/director of each 
establishment. The variables a4b and a6b contain the industry and size of the 
establishment from the screener questionnaire. Variables a8 to a11 contain 
additional information that was collected in the screening phase. The variables 
a4b and a6b contain the industry and size of the establishment from the screener 
questionnaire. Variables a8 to a11 contain additional information that was 
collected in the screening phase. 

 

• The main questionnaire contains variables for location (a3x), industry (d1a2), and 
number of employees (l1, l6 and l8) that more accurately describe the 
characteristics of establishments than the information provided on these variables 
in the sample frame or the screener. 

 

• A distinction should be made between the variable a4a and d1a2 (industry 
expressed as ISIC rev. 3.1 code). The former gives the establishment's 
classification into industry-strata based on information available from the sample 
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frame, whereas variable d1a2 indicates the actual ISIC code of the main output of 
the establishment as answered by the interviewee. 

 

• Variable a3x indicates the actual location of the establishment. There may be 
divergences between the location in the sampling frame and the actual location, as 
establishments may be listed in one place on the sample frame, but the actual 
physical location is in another place. 

 
6. Universe estimates 

• Special care is given to the correct computation of universe estimates and weights 
in the Enterprise Surveys. Considering the varying quality of sample frames 
across countries, it is important to accurately adjust the universe totals within each 
region/industry/size stratum to account for the presence of ineligible units in the 
sampling frame.51 The information collected during the screening process is used 
to scale down the universe estimate for each cell by the observed proportion of 
ineligible units within the cell. 

 
• Of course, different assumptions about the eligibility of establishments result in 

different adjustments to the universe cells and thus different sampling weights. 
Three sets of assumptions on establishment eligibility are considered: 

 

¾ Strict assumption: eligible establishments are only those for which it 
was possible to directly determine eligibility. The resulting weights are 
included in the variable w_strict. 

¾ Median assumption: eligible establishments are those for which it was 
possible to directly determine eligibility and those that rejected the 
screener questionnaire or an answering machine or fax was the only 
response. The resulting weights are included in the variable w_median. 

¾ Weak assumption: in addition to the establishments included in points 
a and b, all establishments for which it was not possible to contact or 
that refused the screening questionnaire are assumed eligible. This 
definition includes as eligible establishments with dead or out of 
service phone lines, establishments that never answered the phone, and 
establishments with incorrect addresses for which it was impossible to 
find a new address. The resulting weights are included in the variable 
w_weak. Under the weak assumption only observed non-eligible units 
are excluded from universe projections. The following graph shows 
the different eligibility rates under each set of assumptions. 

 

51 F
ES 
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¾ Once an accurate estimate of the universe cell projection was made, 
weights for the probability of selection were computed using the 
number of completed interviews for each cell. 

 
7. Weights 
 

• Since the sampling design was stratified and employed differential sampling of 
the strata, individual observations should be properly weighted when making 
inferences about the population. Under stratified random sampling unweighted 
estimates are biased unless sample sizes are proportional to the size of each 
stratum. With stratification the probability of selection of each unit is, in general, 
not the same. Consequently, individual observations must be weighted by the 
inverse of their probability of selection (probability weights or pa in Stata).52 

• Two sets of weights for each cell were computed using the strict, weak, and 
median assumptions on establishment eligibility. The first set of estimates 
calculated proportions using the raw sample count for each cell. However, for 
many cells the sample numbers of interviewed establishments are small, and 
eligibility rates and adjusted universe cells projections for those cells are subject 
to relatively large sampling variations. Therefore, a second set of more robust 
estimates (collapsed weights) that use the multiples of the relative eligibility rates 
for each industry, size, and region was also produced. The collapsed weights are 
based on larger samples than the individual cells and thus produce values with 
smaller sampling variations. The data sets include only the robust weights. 
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Table A2.1  Correlates of employment growth 

Dependent Variable: Employment Growth in the last 3 years  

(1) (2) (3) (4) (5) (6) (7) 
Log Employment, 2005 -0.228 -0.230 -0.229 -0.232 -0.226 -0.254 -0.137 

(0.065)** (0.065)** (0.065)** (0.067)** (0.066)** (0.074)** (0.053)* 
Log Firm Age -0.045 -0.040 -0.042 -0.042 -0.034 -0.041 -0.060 

(0.034) (0.037) (0.039) (0.039) (0.039) (0.039) (0.039) 
Some Foreign Ownership 0.274 0.264 0.260 0.261 0.230 0.194 -0.053 

(0.219) (0.226) (0.231) (0.232) (0.220) (0.212) (0.165) 
Exports -0.110 -0.126 -0.142 -0.145 -0.118 -0.150 -0.107 

(0.107) (0.113) (0.122) (0.123) (0.124) (0.130) (0.119) 
Retail Sector 0.111 0.106 0.106 0.119 0.141 0.098 -0.119 

(0.129) (0.134) (0.138) (0.150) (0.151) (0.140) (0.144) 
Services Sector -0.026 -0.043 -0.048 -0.035 -0.047 -0.074 -0.073 

(0.222) (0.227) (0.238) (0.241) (0.247) (0.217) (0.182) 
Export Promotion Zone 0.516 0.551 0.579 0.576 0.552 0.503 0.505 

(0.208)* (0.217)* (0.226)* (0.228)* (0.227)* (0.220)* (0.247)* 
Other Industrial Zone 0.310 0.333 0.331 0.330 0.341 0.298 0.039 

(0.220) (0.228) (0.226) (0.226) (0.228) (0.217) (0.117) 
Labor Regulations Major/Severe Impediment  -0.084 -0.113 -0.116 -0.122 -0.099 -0.038 

(0.101) (0.111) (0.113) (0.112) (0.108) (0.114) 
Worker Skills Major/Severe Impediment  0.059 0.055 0.069 0.058 0.112 

(0.109) (0.109) (0.110) (0.109) (0.094) 
Firm provides training  0.041 0.075 0.057 -0.015 

(0.096) (0.098) (0.099) (0.085) 
Firm has a line of credit  -0.001 -0.001 -0.000 

(0.001) (0.001) (0.001) 
Manager has > Secondary education  0.274 0.142 

(0.133)* (0.127) 
Index of Management Efficiency  -0.032 

(0.061) 
Constant 0.863 0.933 0.948 0.923 0.920 0.943 0.687 

(0.153)** (0.189)** (0.196)** (0.190)** (0.190)** (0.193)** (0.163)** 
Observations 353 233 225 220 220 220 187 
R-squared 0.14 0.18 0.18 0.18 0.18 0.19 0.15 
Robust standard errors in parentheses        
+ significant at 10%; * significant at 5%; ** significant at 1% 

Table A2.2  Correlates of worker earnings 
Dependent Variable: Log Monthly Earnings 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 
Years 
schooling 

0.082 0.025 0.082 0.082 0.081 0.085 0.084 0.079 0.053 0.071 0.070 0.021 

(0.028)** (0.025) (0.028)** (0.028)** (0.028)** (0.029)** (0.030)** (0.031)* (0.028)+ (0.029)* (0.029)* (0.025) 
experience 0.006 0.005 0.008 0.008 0.025 0.027 0.024 0.019 0.023 0.019 0.017 0.028 

(0.012) (0.016) (0.012) (0.012) (0.011)* (0.022) (0.024) (0.024) (0.024) (0.026) (0.025) (0.015)+ 
Experience 
sq 

0.000 -0.000 0.000 0.000 -0.000 -0.000 0.000 0.000 0.000 0.000 0.000 -0.000 
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(0.000) (0.000) (0.000) (0.000) (0.000) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.000) 
female -0.265 -0.155 -0.263 -0.263 -0.209 -0.261 -0.331 -0.433 -0.354 -0.278 -0.273 -0.136 

(0.140)+ (0.169) (0.140)+ (0.140)+ (0.138) (0.146)+ (0.161)* (0.183)* (0.193)+ (0.205) (0.204) (0.163) 
Single 0.081 0.192 0.095 0.101 0.136 0.152 0.195 0.202 0.215 0.295 0.289 0.207 

(0.163) (0.173) (0.164) (0.164) (0.162) (0.168) (0.183) (0.185) (0.184) (0.197) (0.195) (0.171) 
Full-time 1.162 0.818 1.142 1.146 1.107 1.052 0.993 1.019 1.110 1.765 1.773 0.770 

(0.482)* (0.446)+ (0.461)* (0.462)* (0.471)* (0.462)* (0.455)* (0.453)* (0.444)* (0.547)** (0.555)** (0.429)+ 
Any training  -0.373 -0.369 -0.348 -0.409 -0.526 -0.463 -0.199 -0.126 -0.131 0.440 

(0.230) (0.230) (0.232) (0.240)+ (0.267)* (0.276)+ (0.270) (0.267) (0.268) (0.275) 
Log(hours)  -0.168 -0.213 -0.192 -0.179 -0.129 -0.184 0.453 0.464 -0.010 

(0.240) (0.237) (0.242) (0.265) (0.289) (0.271) (0.576) (0.585) (0.233) 
Network  -0.031 -0.034 -0.032 -0.040 -0.034 -0.035 -0.036 -0.037 

(0.015)* (0.016)* (0.017)+ (0.018)* (0.017)+ (0.020)+ (0.020)+ (0.015)* 
Small  -0.413 -0.492 -0.534 -0.428 -0.524 -0.532  

(0.163)* (0.183)** (0.196)** (0.199)* (0.227)* (0.222)* 
Medium  -0.347 -0.358 -0.360 -0.145 -0.328 -0.322  

(0.195)+ (0.210)+ (0.205)+ (0.228) (0.267) (0.266) 
Large  -0.708 -0.895 -0.671 -0.013 -0.140 -0.151  

(0.396)+ (0.417)* (0.447) (0.433) (0.456) (0.449) 
Located in 
EPZ 

 0.330 0.159 0.563 0.543 0.516  

(0.171)+ (0.185) (0.226)* (0.243)* (0.222)* 
Located in 
Traditional 
Industrial 
Zone 

 -0.324 -0.280 -0.096 -0.055 -0.077  

(0.228) (0.279) (0.277) (0.303) (0.310) 
Exporter  -0.771 -0.710 -0.696  

(0.211)** (0.215)** (0.210)** 
Foreign-
owned 

 -0.534 -0.463 -0.480  

(0.280)+ (0.287) (0.274)+ 
Firm age  0.002 0.006 0.007  

(0.010) (0.011) (0.011) 
Firm age sq  0.000 -0.000 -0.000  

(0.000) (0.000) (0.000) 
Management 
Index 

 -0.038   

(0.101) 
Constant 6.509 6.258 6.575 7.205 7.318 7.627 7.731 8.049 8.563 5.332 5.277 6.010 

(0.563)** (1.887)** (0.537)** (1.040)** (1.030)** (1.055)** (1.174)** (1.226)** (1.172)** (2.324)* (2.369)* (2.170)** 
Industry FE  X X X X
Industry 713 713 713 713 713 684 637 637 637 596 596 713 
Observations 0.06 0.52 0.06 0.06 0.07 0.08 0.08 0.10 0.14 0.16 0.16 0.53 
R-squared 2.48 2.88 2.56 2.18 2.10 2.33 
F-Test Firm 
Size Matters 

 0.06 0.04 0.05 0.09 0.10 0.07  
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A C
Table A4.1  Probability of introducing of a new product in the last three years 

Introduction of a New Product 

Small -0.157 -0.07 

[0.086]* [0.112] 

Medium -0.066 0.098 0.186 0.186 

[0.078] [0.101] [0.085]** [0.085]** 

Large 0.091 0.091 

[0.112] [0.112] 

Age 0.002 0.002 0.001 0.001 

[0.001] [0.002] [0.002] [0.002] 

ISO 0.187 0.068 

[0.092]** [0.139] 

R&D 0.371 0.357 0.327 0.327 

[0.061]*** [0.081]*** [0.084]*** [0.084]*** 

Training 0.241 0.218 0.218 

[0.084]*** [0.083]*** [0.083]*** 

Exporter -0.119 -0.121 

[0.092] [0.096] 

Family Owned -0.011 -0.011 

[0.123] [0.123] 

Foreign Ownership 0.009 

[0.162] 

Observations 321 221 226 226 

Note: Standard errors in brackets. All regressions include sector dummies. 

* significant at 10%; ** significant at 5%; *** significant at 1% 



114 
 

Table A4.2  Probability of introducing of a new technology in the last three years 

Introduction of a New Technology 

Small -0.156 -0.157 -0.159 -0.251 -0.254 

[0.072]** [0.072]** [0.073]** [0.086]*** [0.086]***

Large 0.094 0.104 0.112 0.025 0.029 

[0.081] [0.082] [0.082] [0.107] [0.108] 

Age 0.001 0.001 0.001 0.001 0.001 

[0.001] [0.001] [0.001] [0.002] [0.002] 

R&D 0.426 0.431 0.437 0.452 0.451 

[0.068]*** [0.068]*** [0.068]*** [0.093]*** [0.093]***

ISO 0.2 0.215 0.223 0.296 0.298 

[0.104]* [0.105]** [0.106]** [0.156]* [0.156]* 

Exporter   -0.068 -0.042 -0.124 -0.121 

[0.083] [0.090] [0.109] [0.109] 

Foreign Ownership     -0.092 -0.154 -0.154 

[0.109] [0.144] [0.144] 

Training       0.246 0.25 

[0.096]** [0.096]***

Family Owned         0.07 

[0.134] 

Observations 306 304 304 214 214 

Note: Standard errors in brackets. All regressions include sector dummies. 

* significant at 10%; ** significant at 5%; *** significant at 1% 
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Table A4.3  Probability of being an exporter 

Exporter 

Small -0.128         

[0.055]**         

Medium -0.116 0.075 0.042 0.039 0.035 

[0.054]** [0.078] [0.080] [0.080] [0.080] 

Large   0.331 0.287 0.273 0.285 

[0.111]*** [0.115]** [0.116]** [0.123]** 

Age 0.001 -0.001 0 0 0 

[0.001] [0.001] [0.001] [0.001] [0.001] 

Iso 0.252 0.345 0.326 0.326 0.365 

[0.092]*** [0.131]*** [0.143]** [0.144]** [0.155]** 

New Technology -0.008 -0.058 -0.057 -0.055 -0.051 

[0.051] [0.068] [0.072] [0.071] [0.071] 

Training   -0.068 -0.075 -0.082 -0.07 

[0.068] [0.071] [0.069] [0.070] 

Foreign Ownership     0.608 0.6 0.575 

[0.136]*** [0.139]*** [0.154]*** 

Family Owned       -0.137 -0.136 

[0.076]* [0.074]* 

Skilled Manager         -0.045 

[0.076] 

Observations 312 224 224 224 218 

Note: Standard errors in brackets. All regressions include sector dummies. 

* significant at 10%; ** significant at 5%; *** significant at 1% 

 


