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CHAPTER 1

CBJECTIVES AND LCGIC OF THE PROJECT

MISSION

1. The project was comsidered as cne of the principal natio-
nal objectives of the Goverrment of lauritius which was to build up
the industrial sector - specially the export based - as the most pro-
nising provider of jobs for the increasing numbers of young people
who are completing their education and entering the jod market.

1EGAL TERMS OF REPERENCE

2. The project designated as DP/MAR79/008, was prapared by
<he Govermment of Mauritius and signed by the concermad parties on
Decembar 31, 1979. The Ministry of Commerce and Injustry was desiga-
2ted as the Implementing Agency aad UNIDO's Pactory Establishment and
“anagement Section as the Executing Ageacy.

ZRSIZCT'S ENVIROMENT

3. The authors of the project document emphesized that the
enviromuent in which the project proposed to operate was very cciplex.
They had cognizance of the multitude of contradictory points of views
concerning the nature of the industrial problems afflicting Wauritius
and were aware that no basic research had been dome oa the subject.

ALLICATION OF RESQURCES

4, The budget consisted of UNDP contributicms of US$ 195,CC0.
™2 Government of Mauritius coniributions were derined as "in kina".
Titkin this envelope, 24 man-months were provided for an Advisor oz
Zzdusirial Management, the autnor of this Terminal Report. Tnis
szszcrment was extended by additional 10 months, 6 man-months were pro-
vided for an Advisor on Management of Spinning and Veaving. A Counter-
part was to be provided ty the Ministry of Commerce and Industry for
tbe duration of the project.

ST.OIARY OF OBJECTIVES

5. The project docuwuunt called Tor extensive;, in-lepin inveut- |
igations of various allegations concerning the industrial shertcoaming:s
and the development of a rupid, pragmatic action prograw invelving /
essentially management training and in-plant consultancy.’
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CHAPYER 2

SNLARY OF TUPLENENTATION

STARTING AND CLOSTHG DATES OF FIELD WORK

6. This Advisor arrived in Mauritius on July 31, 1980, and
will terminate his assigoment on April 6, 1985. Due to his accrued
leave entitlements, he was absent between June 1, 1982 and September

- 10, 1932, MNr. Mohomed I. Shabayek, Advisor on Management of
Spimming and Weaving, arrived in Mauritius cr August 8, 1980, and
departed orn Jamuary 3, 1981.

CCUNTZRPART

Te Mr. J. Pochun, Economist from the Ministry of Commerce
z2ad Injustry was appointed as the Counterpart. He departed froz
Xouritius on August 3, 1980 and returmed during the last week of
-ctober. Since this departure coincided with the arrival of both
Advisors, the Ministry nominated a temporary Counterpert, iir. V.
Lutchtmeenaraidoo., This Counterpart was available for one uontin only
ani was not familiar with tre project.

a8, Mr. Pochun was never fully released frow his other
duties at the Ministry and was out of the country on ihree otner
u¥Zicial missions not related to the project. His participatioa in
nroject activities was sporadic up to February 1982; from then on,
~2 wmas unavailable. The Counterpart professional kaowledge proved
to be rather weak and he had only a very limited expcsure <o
industrial probhlems.

9. Mr. Shabayek released himself from the recponsibility

32 training this Counterpart., This Advisor was regretfully forced
45 tzke the same position.

CCTFTSION OVER PROJECT'S TERLIS OF REFERENCE

15, A meeting with the representatives from the industrial
sector was held for this Advisor's benerit on August 1, 1920. This
meeting conrfirmed the &ifferences of opinions, 3igialed by the pro-
Ject document among the various management ractions prescnt wih:ich
rejected the—advisor's propusal Zor a few concertisiny scouilus
before the start-up of the field work.

11, During the first ticze weeks both Advisors vioited save-
ral factories, chaperoned by o representative frow tihe Xauritius
Export Processing Zone Associution (the MEPZA). The visiteld indus-
trialists had no idea what the project was supposed to be 211 about
and in the prevailing opinion, voth Advisors were Experts or
Supervisory Training attached by the United Wations to the Lauritius
Export Processing Zone Association.




12. This Advisor requested the Ministry to set up another
meeting which, held on September 2, 1980, failed to convince the
protagonists, of wkat were the terms of reference of the project.
The Advisor amnounced that he was preparing an Interin Report to
clear up the situation. In the meantime, the Ministry agreed

that further liaison with the industrialists would have to be pro-
vided by the Mauritius Dmployer Federation - Mauritius Institute
of Yanagement.

INTERTM REPORT

13. The Interim Report highlighted the following situation:
cke ipdustrial problems were ill-defined and self-inflicted by
inexperienced top management. The "middle management issue" vas
non-existant in the majority of the companies due to the very
zodest size of the establishments. The availability of suitable
Havritians for intermediate-level factory jobs was very much exag-
ga2rated. The allegedly deplorable behavior of the local labor rforce
stezmed from mismansgement of bhuman resources. The institutional
suoport was bureaucratized and uncocrdinated. The Report presented
z serie of recommendations. lo commeats were received.

2IRST TRIPARTITE REVIEW

14. The project's Progress Report was reviewed on Februaory
13, 1931. The Report emphasized that the logic of the project was
based on hearsay and the undetected problems were replaced by a few
ron significant peripheral issues. The Report made clear that the
croject's time-span and allocated resources were insufficient to
2ope with the expectations. The participants of the Review agreed
that in order to create the biggest impzct from this one-man assign-
zent, the project should concentrate on pragmatic activities such us
training workshops, in-plant consultancy and operational zudits.

S=CCND TRIPARTITE REVIEV

5. The second project's Progress Report was reviewed on
Jcvember 3, 1°8l1. The report emphasized once more the genesis anrd
wae pature of industrial shortfalls, this time quantifying the find-
zzz3: 31 per cent of the visited companies were afflicted by imnept
t¢p management. The UNIDO's Senior Industrial Field Advicor,
s2conded by the UNDP's Resident Representative, propoced to extend
the project by another year and to allocate to it ut lecast one
"Associate Expert". The repiuuentatives rrow the inisiry or Coa-
zmerce and Industry and the Lindstry for Eccnomic Plawiing thougit
this to be an excellent ideu.




PRCJECT EXTENSION

16. Having no further news about the proposed externsion of
the project, the advisor staried wirding-up his activities in april
and Ulay of 1982. On ilay 21, he submiited to UNIDO a proposal Zor
the Terminal Report and was ready to leave the couniry om July 17,
1982.

17. On July 15, 1982, tke local UNDP Office received forzal

reguast from the rew Government to extend the project by another
ten mornths.

MINISTER'S VISIT TO UNILO'S HEADQUARTERS

18, In August of 1982, the new Minister of Commerce and
Industry received an invitation to visit UNIDO's Headquarters.
This visit took place on November 29, 1982. According to the
mizutes of the meeting, it was agreed that the present project
snould not only be contimued but expanded into other related areas,
camely into the field of industrial engineering. Special mention
w2s rade of time and motion study, irndustrial hygiene and safety
srozracs, and particularly those functions which constitute indus-
trisl 2ngineering and factory operations managerent. Thliese were
rzcogrized as the ccre arourd wihick the whole industrial develorue:snt
iz built,.

5. A wish by the Llinister was expressed that a group of
well qualified industrial angineers and industrial eccnomists arnd
poisibly other specialists skould be formed. This group snould te
arged with the responsihility to render advice 4o various indus-
trial s<nterprises and Covernment offices in regard to installatiocn
cf new management systems.

Tl It bas been agreed that the composition of this group
2l.ould be established by ciperienced professiorals during a special

Jiagnoetic mission to Mauritiuz.
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CHAPTER 3

ACHIEYEMENT OF OBJECTIVES - HANAGELUENT GF SFIUHING allD WEaVILG
21. Immediate objective called for upgrading of the middle

mapagement effectiveness within the weaving ond spinning enterprises
of the EPZ.

22, This assigmment was under a perpetual question mark and
the reasons why were sufficiently clear in the project documeat and
subsequent events. In 1979, while the project was taking shape, a
Separate ad-hoc committee concluded that the University of Mauritius
should start a faculty in Textile Tecknology. Parallel, vhile the
proiect went into the implementation phase, the European Economic
Ceomips ty, answering a separate Govermment request, was proposing
experts for ip-plant corsultancy in the EPZ textile sector.

3. Mr. Shabayek had to spend a lot of time conducting a
sazic industrial census ¢f the target sector before going into the
-zmedial rhase. What resulted was a sharp dichotony between the
sajective as defined and the realities as found in the field., Bused
3o his findings, Hr. Shabayelk had to concentrute on the protlea of
zuality control which went undetected during the project's
2ormulation phase.

24, To begin with, tne whole textile sector consisted tiaen
Sf one closed-down comparny, two companies on the brink of bankrupcy,
ope 3%ill installing its equipzmenrt and four fully operational firms.
The basic equipment park in these enterprises consisted or 182 loozs
.22 25,320 cotton, synthetic and woollen spindles, hardly enough to
zalkce one economic size factory. These enterprises were empleoying
ez 2,112 workers, 42 local management trainees and 32 expatriace
zechricians and managers: one expatriate per 25 workers., In other
wards, the entire line-and-siaff nanagement in those enterprizes wus
iz Zoreign hands, Literal interpretation of the mission objective
wousd Zave resulted in en urusuxl situation of one Umited Naticas
azzart showing 82 other foreign experts how to manage their
scampanies., a

25. On November 3, 1980, Mr, Shabayek informed in vwriting
tte Chairman of MEPZA that consulting services were available to the
spirmming and weaving companies of the Export Processing Zore. As no
reply was received and ro Counterpart availeble, Hlr. Shaborek-stuste
door~to-door canvassing and, ultimately, four companies responded
favorably to his offers of frce ussistance,

—_——
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26. Early in Decemver 1980, it became obvious that the worli-
load required . minimum Six months extension of this assignment.

The requirement Wwas approved by the UNDP's Resident Representative
and UNIDO's Senior Industrial Field Advisor. At this point, lr.
Shavayek was infcrmed by several confused industrialists that his
competence was investizated behird his back and there were Irumors
that other experts might arrive shortly. %r. Shabayek, W.Sc. Tech.
(Textiles) University of lenchester, refused to continue urder these
conditions.

Te x>, Shabayek documented his firndings and erforts in a
separate Termiral Report. This Report could be summed-up as
follows:

(i) All problems afflicting this sector were concentra-
ted on tke very top and resulted, more than anything
else, from a peculiar concept of enterprise based on
unproductive equipoent and particularly inept
expatriate managenent.

{ii) The expatriates, the de factc manzagement and tar-
get of the assigmzent, were resenting outside interven—
tion, conmsidering it us 2 potential dznger to their
sinecures.

(iii) Vith two notuble exceptious, the plaut equipment
consisted of run-down machinery over-invoiced 2t seve-
ral times the value of new one then avzilatle oz the
market.

(iv) A1l visited companies were above all deficient in
quality control andi lacked either the neceéssary equip-
ment, or the competence, OTr both, to carry the im—process
tests required to insure a constant quality of tke
finished product.

(v) ™e Mauritius Stundard Bureau was unable to test
the imperted ruw materials, subject to many invoicing
abuses, since it lacked the bacic laboratory wiich would
have costed about US3 150,000 at 1980 prices.




CIHLAPTER 4

ACIDVELSNT OF CBJECTIVES - TNDUSTRIAL MANAGE-GIT

ASSISTANCE TO LANAGEEIT

28. The immediate objective called for inmitiation of a pro-
gran for diagnosing ard solving operational management problens at
enterprise and plant level.

29. At the last count, this Advisor had to his credit 60
assigments. -

(1) 19 general surveys served as an important facts
finding activity copsisting in each case of visits to
the factories, manngement interviews and analysis of
relevant records about the company concerned.

(ii) 18 cperational audits were used as a vehicle to
assess the performance of concermed enterprises. Zach
case required an in-depih analysis of financial records,
management practices and operatiopal procedures. The
audits were commpissioned by either the liinistry of Cou-
merce and Industry or the local banks. On the very few
occasions when the Banks or the linistry assigned obser-
vers to the audits, the observers were discourcged after
a few days of "digging" and were quitiing the assigmments.

(iii) 23 assistance projects covered the vimole gaaut of
industrial issues. The requesting companies viere upply-
ing for assistance through the Nauritius Iastitute of
Management. Two conditioms stipulated invariably by the
requesting enterprises must %Ye highlightel: they were
refusing that the Advisor be accompanied by "observers"
from the llinistry and were adament about deontological
confidentiality. Iliost of all, they did rot want to te
considered as "case study guinea pigs" for public discus-
sions, as it was expected by the authors of the project
docunent.

3. This was the first time that zny mission actually went in
the field to solve some of the problems at the plaat level. The most
important contribution of this activity may reside in tne ract that
scme industrialists becume aware of the state of art of tae locul
industry and a few had first-hand opportwiity to judge, Ly resulis
obtained, the importunce of professional factory manusslient,
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MANAGELIENT TRAINING

31. The immediate objective called for identification of pos-
sibilities to improve the availability and efrfectiveness of manage-
ment skills for existing and prospecting future enterpvrises, with the
emphasis on tke middle management in the EPZ. The managenent train-
ing activities were conducted with the logistical supsort of the
Mauritius Institute of ilanagement, an organization created for this
purpcse by an ILO mission in 1974.

32.. At the last count this Advisor had to his credit five
seminars and nine workshops. Tne seminars attended by 254 managers
covered the whole range of industrial issues and were over-subscribed.

- The workshops attended so far by 236 participants required 647 ins-
tructions hours. Both activities received more-than-adequate news-
paper and television coverage and at the end of each workshop, the
successful graduates were presented with Certificates.

33. Tne Advisor was following the on-the-job periforuance of
nis workshop graduates and noted that most of them achieved soa2
r2asurable improvemants in their companies. Examples:

. In one company, the savings generated tarougih icprove-

ats in productivity exceed Rsl,150,000. In another one, a2

vings resulting from cost reduction programs amount to Rs373,0C0.
©%C... In some notable instuinces, the worksnop graduates started coz-
ducting their own courses inside their establishaents. For instance:
>, D. Bandiioo from Rogers & Co. Ltd, runs appreciation courses on
.:08t reductions for over 150 wanagers, with compulsory attendance.

lir. 8, Valayden from Lonrho Co. Ltd, gives courses on supervisory role
~0 representatives from sugar estates, etc...

s
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JUEEALISTIC COLIITEIENTS

57 . The project docwsent proposed, inter alia, the creation of
= penel ¢f qualified comsultants. Since the project did not provide
=z nzcessary firancial and munpower rasources to recruit, pay, direct,
traid and administer potential candidotes, the scheme was deleted by

th2 second Tirpartite Review as unpractical.

36. Notwithstanding the suggestions cffered by the project docu-
ment, the Advisor found unpractical any commititment to the Industrial
Trade Training Center and the University of Wauritius. The curriculum
of the former was of no interest to the project's terms of reference unl
the University of iauritius giscontinued tne relevunt susiness
lUanagement Courses by the time the Advisor arrived ia Mauritius,




37. The idea of an exclusive training program for the
Mauritius Export Processing Zone Association was also unrealistic
since this organization failed to organize a single workshop and its
memhers prefered, whatever the reason, tns azonymity of seminars and
workshops conducted under the auspices of the Lauritius Eaployers
Pederation - Hauritius Institute of ianagement.

38. The project document proposed to define the resquirements
for managerial skills and training time-—tables in a three to six
Yyears perspective. The Advisor regrets that in the absence of reli-
able data and forecasting there can be no question of extrapolating
such reguirexments. Two exarples:

(1) there are five contradictory employment figures
for the manufacturing sector for the calendar year 1980,
depending on the source of information and ranging from
a low of 31,102 jobs to a high of 52,702 jobs.

(ii) the two consecutive Five Year Plans for Social and
Economic Developuent projected 48,000 jobs for the EPZ
sector for 1930. An estimate of the World Bank situated
the most likely target at 35,500 jobs for the sume year.
The actual employment figures were 21,344.

ASSESSHENT OF MANACENCNT SHORTCOLINGS

3S. The Goverment appears to have been very much praoccupied
about various allegations and theories conceraning the zlow-down of
ke Export Processing Zone growth. An in-depth analycsis of the
problems is contained in the Technical Repor:.
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CHAPLER 2
HISTORICAL BACKGROUID
GENESIS OF LOCAL MANAGELENT
1. The earliest Lawrition enterprise was the latiTundium-type

sugar plantation where manageacut was just as much a function of social
stat s as that economic necessicy. In such environmeant tiue terms
"owner" and "manager" were foreibly synonymous giving birth to the cou-
cept of "charismatic authority" that is, an undisputed right over one's
property, including the slave labor. BEven though the plantaticas mad
some token rules and routines of aduinistration, the concept of manage-~
ment, per se, was immature since it did not recognize the need for an
organization based on the indispensable delegation of authority. The
plantation overseer was the only link between the charismatic source of
power and the labor whose only rights were those emanating from
paternalistic obligations assumed by the owner.

2. This "immature management" could not develop into "manage-
ment for growth" since it lacked the two important trigger mechanisms
of modern economy that could have stimulated its evolution. To begin
with, the owners-managers were never in direct competition with each
other and had no reasons to improve their operations for the sake of a
direct, competitive advantage. Moreover, even though they mastered
the technique of investing capital in fixed assets for upstream sugar
treatment processes, in their eyes there was no essential difference
between growing the sugar cane in a field and, say, distilling it into
rum in a plant.

GENESIS OF LOCAL INDUSTRY

3 The great distances in the days of the sailing ship forced
them also to establish small shipyards, iron foundries and keg and sack
making in direct support of sugar cane processing and transport of
finished goods. The distances favored also the development of a "cot-
tage industry" producing the basic necessities of life. The ninetecath
century introduced a secondary industry and the twentieth century added
a few more sophisticated product lines. Alil these were small-scale
operations catering to the local market and keeping up a leisurely pace
with the growth of local economy.

PROFESSOR JAMES MEADE MISSION

4, In the decade between 1950 and 1960, this leisurely growth
was perturbed by a population explosion which increased by 180 thousands
from 465,000 in 1950 to 645,000 in 1960 thus creating an instant specter
of huge, future unemployment. In that year, an economic mission lead by
Professor James Meade conducted the very first survey of the ecoaomic
and social structure of Mauritius. The mission documented its findings
in a pessimistic report and listed the major handicaps to the future
industrial development: shortages of investment capital, absence of
managerial skills, absence of raw materials, smallness of the local w:—-
ket and the isolation of the Island both from the sources of raw
materials and potential fcreign markets.
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THE DEVELOPMENT CERTIFICALE SClldidk

4. Pollowing the "leade Report", the Government declared a
policy of encouragement to new industries. In 1964, the Development
Bank of Mauritius was established to provide long-tern institutional
financing and the Developuent Certificate Scheme was officially

jntroduced. The scheme provided Tor several incentives, among them:

(i) Corporate Income Tax holiday for periods commesurate
with depreciation scheduling.

(ii) Exemption frow payment of income taxes on dividends
for a period of five years.

(iii) Pree repatriation of profits for foreizn investors.
(iv) Long-term loans at favorable interest from the
Development Banlt of Lauritius.

(v) Exemption from import duties on equipument and
materials not available locally.

(vi) Import quota protections of up to 80 per cent of the
total market demand.

5 The scheme, based exclusively on the so-called "supply-side
factor”, produced mediocre results. With inflation outpacing the manu-
facturing value added, thc sectorial output went intc stagnation and a
new incentive dimension was needed urgently.

THE EXPORT PROCESSING ZONE SCHEME

6. In the 1960', the Government took a step ir the right direct-
ion and commissioned an industrial opportunity study. Based on recomuen-
dations of the study, the Govermnment created the Export Processing Zone
Scheme which expanded the incentives offered previously while adding the
all-important "demand-side factor".

7. The demand-side factor did not result from any particular
promotional effort but from the ratification of the Yaounde Convention
granting the 'made in Mauritius' products an instant duty-free access to
the European Community markets. Ifauritius, in a much more econowically
advanced state than the remaining African, Carribean and Pacific signuto-
ries of the Convention, attracted immediately the Asian garment nmakers
with already established commercial contacts in the West Luropean markets,
These first foreign promoters were reaching the limits of the LEC quotuuy
assigned to their own countries at a time when the EEC ecoromy was parti-
cularly buoyant and expanding. To these promoters, Mauritius represented
a new launching platform from which it was legally possible to expand
their exports to this growing market.




8.
some of the
Holders:

The supply-side factor of the Scheme elaborated and expanded
privileges alreuady zranted to the Domestic Certificate

(i) Corporate Income Tax holiday for up to 20 years.

(ii) Full exemption from payment of import duties on all
capital goods, ruaw materials and semi-finished goods.

(iii) Pavorable latvor legislation to assist the enterprises
to meet their export objectives.

(iv) Priority in the allocation of investment capital,
leases at preferential rates and capital investwent loans of
up to 60 per cent of totul cupital investments.

(v) Guarantee aguiast nationalization.

(vi) Government assistance in trade missioans, trade fairs.
collective advertising and negotiations for faborable freizht
rates,




ClaPLeER 2

ASSESSLEIT CF 112 LCGISTIC SCIRELE

COST-BENEFIT AND SECTCRIAL EVAIUATRION

9. Despite the passajge of 19 yeurs since the first introduc-
tion of the scheme, there has becn 1o evaluation of its costs and
benefits to Mauritian ecomowy. IFurthermore, since there is ao timely,
reliable and coheren: intformation structure, even a sectorial
evaluation of the scheme must oe reduced to "impression surveys'.

ANATYSIS OF TEE IOCAL MARKET

10. The local market with less than one million consumers lacks
both the necessary affluence and homogeneity to permit economic-scale
industrial operations. The main characteristics of this wmarket are the
following:

(1) low purchasing power potential,

Eii) proliferation of organized behavioral systems,

iii) tradition of subsistance economy and archaic channel
operations.

11. The purchasing power of the consumer is a fundamental ele-
ment of demand and unless a person has money or the ability to acquire
it, he cannot be considered a potential customer. This lack of essen-
tial affluence of the local market already restricted in size is
evident from the following data:

(1) according to the most recent Household Expenditure
survey, an average income per household is approxi-
mately Rs2,212, per month, with half of these
households having an income of less than Rsi,5l8.

(i) according to the World Bank estimates, 24 per cent
of the total population subsists below the absolute
poverty level,

(1ii) according to the Central Statistical Office,
Mauritius has less than 40 thousand assessed tai-
payers, about 7 per cent of active age population.

12, The absence of an 'inverted' income distribution pyruaid is
further aggrevated by the existence of important ethnic and religious
population segments, each one with its own social, cultural, dietary

and apparel habits. The consumers in these segments form specific orjgu=-
nized behavioral systems which cut vertically the income strata and
create a multitude of target warkets.
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13. Mauritius has a Jdeeply ingrained tradition of 'baclyurd pro-
ducers' supplying the predominint but less affluent customer with lov-
cost commodities. At this level, the price advantage, the only locally
significant component of the product mix results from a coabination of
low overheads and the absence of distribution costs since the backyard
producers sell directly to the custoner. This type ofr marketing corres-
ponds perfectly to the tasic needs of the majority of the population zad
does not have to depend on wodern marketing techniques, sophiisticated
physical distribution systems <ud erricient channel operations which
would, ultimately and needlessly, add to the cost of the product.

14. On the other huid, the comaodities that cannot be suppliea

by the backyard producers, s iuported and marketed through myriads oT
non-specialized small retail ciogs carrying unbelievable asscrtaents ol
inventories. This intensive Jistriktution which dispenses with the neces-
sity of channel functions and chonnel captains, reflects ogain the buyorl
habits of the local consumer.

15, Such merket responds poorly to tests of income elasticity o
demand, being essentially a market of low-quality, low-priced basic con-
sumer goods. FPor other goods, the demand is very low up to a fairly high
income level in which the population in the strata is not large enough to
provoke a significant reaction to price elasticity. The experiments con-
ducted by this Advisor within the framework of his workshops, were indi-
cating that even though the demand curves within specific income groups
were fairly elastic, the increments of demand were reaching too fast tne
market segment saturation point. This is why the profit models based cn
price-demand factor were giving values situated invariably outside the
acceptable ranges of the model, i.e.: the cost of production exceeding the
selling price. . . _

ANALYSIS OF OWNERSHIP

16. The enterprises operating with the Domestic Certirica
almost entirely Mauritian-owned and concentrated in the hands of .
powerful groups and families with parallel interests in tae sugar, . 1l
estate and trading businesses. The definition of specific ownership in
these enterprises is complicated by hidden interlinkages of ianterests
leading to informal holding companies, mini-conglomerates and tiny,
privately-owned 'industrial estates'.

17. Because of their predominantly agricultural and trading buck-
ground, the local entreprensurs lack the necessary sopnistication, expo-
sure and expertise required in industrial investments. They are used to
investing in do~it-yourself projects and gambling in ventures that cannot
pass the acid test of even the most superficial scrutiny:

According to the recent Ministry of Commerce and Indust
Statistical Section figuresc, those entreprencurs subaitted
416 applications for Domestic Certificates since 1976. Cut
of this total, only 111 were approved by the Uinistry:

a 73 per cent rejection rate.




ANALYSIS OF PERMFOR:IANCE

18. According to the sume scurce of inrormatior, the progress
measured ir. numbers of industries created with Development Certificates
was constant and reached the figure of 136 enterprises by the end of
1982, But, at the same time, the total euployment peaked-off at 5,587
jobs in 1980, and declined to 5,949 jobs in 1982. This is why the ave-
rage employment per enterprise drepped during the same period frow cC
to 44 jobs:

Table 1: EPLOYLENT I 10 DS SUTERPRISES

1979 1980 1981 1082

Total employment 6,176 6,537 6,186 5,949
Number of enterprises 105 110 129 120
Employment per enterprise 59 60 50 34

Source: Mimistry of Counerce and Industry

It is interesting to note that the ‘forld Bank's Impression Survey ol
PFebruary 1978, situated the average number of iobs per entirnrise in
this sector at 108 persons.

19. As a matter of fact, the stratification of these enter-
prises by number of jobs, conducted by this Advisor for the year or
1981, indicated that a fuil 53 per cent of them employed less thaun tke
prescribed minimum of 25 people:

Table 2: STRATIFICATIQN GF DC ENTERPRISES BY EIPLOGLENIT

employment number of cunulative

range companies nercentare
2-10 31 2455
11-25 37 5355
26-50 25 T35
51-100 18 865
101-2C0 9 9345
201-300 6 98~
301-328 3 10C;

Source: linistry of Comaerce and Industry
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20. In spite of aluost tuo decades of incentives, the lchewe
remained only a marginal creator of ewployments, dragging behind all
other s:zctors in creative dynaaism and accounting for little nore than
3 per cent of total employuent:

Table 3: FENPLOYIENT IU LARGER ESTABLISHLEHTS

1379 1980 1981 1932
Total employment 139,629 196,971 193,54+ 192,337
Employment in IC 65,176 0,587 6,126 5,945
DC as per cent o totul 30150 34355 3udie PR

Sources: Liinistry of Cozilerce wnd Industrey,
Central Statistical Orfice

21. This modest contribution is out of step with the sectorial
distribution of commercial bonlks' credits to the private sector. Here,
the DC enterprises benefit from approxim:tely 12 per cent of all short-
term credit disbursements. The disparity between the capacity to create
jobs and the dependence on short-term credit is particularly evident
through comparison of the DC sector with the EPZ sector:

Table 4: DEPENDENCE ON SHORT-TERM CREDITS

DC SECTOR P2 SECTOR
Credit disbursements Rs5233,700,000 Rs456,700,000
Number of companies 136 11
Number of jobs 5,949 25,476
Disbursement per company Rs 1,718,000 Rs 3,870,000
Disbursement per job 39,283 19,454

Source: Bank of Mauritius

This short-term credit is translated in financial statements as a cur-
rent liability. Related to the number of employees, it becomes equiva~
lent to about three years salaxy of an average worker, In the absence
of other reliable indicators it can serve as an idea about a chronie
lack of liquidity in an average DC enterprise which, by definition and
by necessity, is invariably labor intensive.




CONCLUSIONS

22. The local market .ith all its endemic constraints is not a
market for 'industrial megaiomunia'. The viable local industries, pri-
marily in the agro, food and construction materials areas, have alreudy
been created and some of thea are even doing well, If annaal revenucs
can be an indication of success, 48 enterprises created with Develozuent
Certificates have amnual sales exceeding one million Rupees. In this
segment representing only 35 per cent of the sectorial total, uveruges
annual sales per company are the following:

Pable 5: ANLUAL $4L3S CF TOP DC PERFORLERD

Number of Totaul winual Average sales
companies sales in group per company

2 Rs239,651,000 Rs119,825,000

15 Rs299,7€4,C000 Rs 19,985,000

31 Rs 94,918,000 Rs 3,062,000

Source: Ministry of Commerce and Industry

23. In the remaining 88 companies representing 65 per cent of
the sectorial total, averaged annual sales drop sharply to less than
Rs500,000 per enterprise. There are two reasons for this phenowenon:

(i) the market for these low performers never existed in
the first place, and

(ii) conforming to the laws of diminishing returns, the
Development Certificate Scheme ran out after two
decades of viable investment opportunities,

24. What was left, was far more suitable for small-scale indus-
trial operations. This is why the majority of the local promoters who
blundered into this fringe investment area with hopes that the supply-
side factor incentives could somehow 'make the difference', created
unsound industrial ventures with the following common denominators:

1. absence of sufficient demand.

2. overtraded financial structures.

3. excessive investments in fixed assets.

4., diversion of funds into miscellaneous assets.
5. sluggish or questionable inventories.

6. slow or uncollectable receivables.

These enterprises are managing their survival because thne local cousier-
cial banks are willing to finance the operating losses through the
expedience of 'rolling-over' short-term credits.

25, The Advisor estimates that the employment in this sector
will oscillate from now on between five and six thousand jobs, depending
on the condition of local ecocomy.
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26. The Advisor stated emphatically om several occasions that
the Domestic Certificate Scheume was basically unsound since it did ot
take under due consideraticn the all-important demand factor. His Suu-
mary Report prepared in Llay 1982, put forward u suggestion to the neyw
Govermment for shelving of the Scheme and for concentrating instead on

the Small-Scale Industrial Sectur much less investment-prone and betier
adapted to the needs of the lucal econcmy.

27. The new Gover:uicnt tool: a serie of steps in tuis direction.
The two most important consisted in creating within the iinistry itself
a Small-Scale Industrial Developuent Unit and in instructing tie
Development Bank of Mauritius to open credit lines for this Jectour. lhc
advisory assistance is provided by cxperts from the Goverrment of Indi:.
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CHAPIER 3

ASSESSUENT OF Tiid L.ZPORT SCHEE

ANALYSIS OF THE SCHE.ME

28. Analysis or twe P2 Scctor is restricted by the same lucwia
of information as that of tlie ©C Sector. Purthermore, the available
data vary greatly from one instiiution to another.

MARKETING TENDENCY

29. The local EPZ Secior has developed a potentially dungerous
tendency of concentrating its exgorts on cne target market, the EEC,
where they benefit from preferential, duty-free accesc under the 1979
Lome II Convention, the successor of the earlier Yaounde and Lome I
conventions, This access facility has been so far the only attraction
to foreign investors with apparel background to set up their operational
bases in Mauritius. This tendency is reflected in the table below:

Table 6: DIRECTION OF THE EPZ EXPORTS
(Rs million)

Direction 1976 1977 1978 1979 19€C
EEC countries 247.4 369.8 422.7 540.3 757.7
per cent of total 807 85% 87% 87% 85%
- -—— Non EEC countries 6l.2 63.6 61.8 79.8 136.7
per cent of total 2045 15% 134 13% 157

Total EPZ Export Value 308.6 433.4 484.5 620,1 £94.4

Source: Bank of Mauritius

30. This tendency is furiher aggravated by the predominance of
knitwear and garments as the wain export commodity:

Table 7: VALUE CF EXPORTS BY COMMODITIES
(Rs million)

Commodi ty 1976 1977 1978 1979 19€0 1921
Garments and knitwear 204.8 273.,2 312.7 396.1 566.4 €02.1
Other products 19.7 28.4 36.9 69,1 113,06 120.9
Textile yarnm and

Fabrics 17.2 55.9 38.7 48.4 57.9 7364
Processed diamonds 8.5 21,2 49.1 36.8 48,0 28.7
Blectronic components 61.7 59,1 54.3 70.2 &4.9 14,0

Totals 311.9 437.8 491.7 620.56 863.2 1039,1

Source: Central Statistical Office
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EXPLANATION OF THE TENDEICY

31. In the North americun markets, the Asian-made garuents have
an importaat competitive edge over the llauritian-made garuerts deciule
of a much higher productivity and much lower aggregated transportation
costs. In the EEC markets, tis lack of ccmpeiitivity of Liauritizn pro-
ducts bas been over-compensated by exemption from custom duties and by
important import quota concesiions.

32. This is why the isian investors' marketing stratesy is bas
on vectoring their Asian-maue products toward the North .imerican marie
and their Mauritian-icade products toward the EEC.

s
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33. On the other hand, the Western European investors operatirg
out of Mauritius supply their own distribtution networks in their hope
countries and, having no other narketing experience, have no intantiors
to talte risks in other gecgraphical areas with which they are not fami-
liar., The Mauritians with controlling interests in indusfrial ventures
are more at ease in Burope, their traditional coumercial partner.

34. The unwillingness of companies operating out of Mauritius to
venture into non-EEC markets has been amply demonstrated by the embarras-—
sirg absence of follow-up of the results obtained by the lauritius
Em)loyers Pederation mission to the United Status to 'sell Mauritius', in
1982 L

LLYSIS OF OWNERSHIP PATTERIIS

35. According to the available information, the cumulated invezt-
ment in the EPZ Sector up to June 1981, amounted to a total of 260,3 mil-
lion Rupees. Out of this total, 92.9 willions (35.7 per cent) caue frcem
disbursements sanctioned by the Development Bank of auritius and 1€7.3
millions (64.3 per cent) from investors' own sources. Out of this
subtotal, 71.6 million Rupees was put-up by the local promoters:

Table 8: INVESTMENTS IN THE EPZ SECTOR

Origin of Total outlay Number of Average per iavestaent
Cagital in Rsl1,000,000 Investments in Rs1,000,000

DBM sanctions 92.9 N/A WA

Local investors 71.6 114 0.63

Asian investors 58,3 21 2.7%
Buropean investors 33.4 46 G.72

Other investors 4ol 17 0.2+

Sources: Advisor's Research
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36. As far as tbe contrelling interests are concerned, the
distribution pattern is the follovding:

Mauritian controlled <.... 61 companies
Buropean controlled see... 27 companies
Asian controlled .ce.essss. 21 companies
Other ccesesesssssssasneseas 8 companies

It should be noted however, t.ut in spite of the predominance of the
locally-controlled ccmpanics, the uajority of export sales are generu-
ted by the Asian-controlled auwauracturing centers. Untortunately,
there are no statistics availible on the subject even though everyboay
is aware of it.

ANALYSIS OF THE DEVELOEUENT MELLS

37. The sector considered officially as the most promising pro-
vider of jobs for the increasing number of unemployed, lost its imitial
dynamism. In 1978, there was a brutal drop of capital investment svnc-
tions and in 1982, the employment in the sector went actually down for
the first time:

Table 9: EVOLUTION OF THE EPZ SECTOR

Loan sanctions EPZ employment EPZ employment

Year in Rsl,000,000 on Decexnber 31 as per cent of total
1971 1.7 644 less than 135
1972 3.2 2,588 1.7

1973 363 5,800 3.7

1974 18.6 8,969 55

1975 16.4 10,267 6.1

1976 18.5 17,412 9.6

1977 19.0 17,474 9.0

1978 2.2 18,323 9.3

1979 1.7 20,742 10.4

1980 9.1 21,344 10.8

1981 0.3 23,601 12.1

1982 N/A 23,476 12,1

Sources of information: Advicor's Research

There are two nrincipal reasons for this phenomenon: the hizn rate of
bankrupcies in the sector and the puassivity of industrial promotion.

BAMKRUPCIES IN THE EPZ SECTCR

38, The sectorial statistics concerning the nuwber of operuting
companies prior to 1977 are somewhat confused due to slipshot interpre-
tations of the terms 'operating company' and'bankrupcy'. The more reli-
able data compiled recently by the Statistical Section of the llinistry
of Commerce and Industry indicate that starting with 85 operating coupu=-
nies in Jamuary 1977, the sector expanded to 118 operating compunies Ly
December 1982: a net increase of 33 enterprises in 6 years.
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39. Actually, Juring that pericd, wnile 81 new companies wverc
created, 48 other went bandrupt, hence aa inerease of 33 coupanies ia
net terms:

Table 10: IEV VENTULES :£MD BANKRUPCINS IN THE ETZ SECTOR

1977 197€ 1979 1980 1931 1982 Totul

park on January 1 £5 8 35 4 100 T -
add new operations T 12 16 10 13 1z 31
substract bankrupcies ! 15 7 4 11 7 43
park on December 31 E3 &5 %: 100 107 11s -

Source of information: Ilinistoy of Comaerce and Industry.

40, In purely statisticual terus, any new EPZ enterprise hus no
more than 41 per cent chance to survive.

THE COST OF BANKRUPCIES

41, There is a remarkable reluctance of the lccal banking coamu-
nity to reveal their losses resulting from bankrupcies in the ZPZ 3ector.
Nevertheless, the lauritius Employers Federation managed an inforual
inquiry into this matter on July 20, 1981, and came up with figures cover-
ing the period between Jamuary 1979 and June 198l. According to this
inquiry, the only on: of this kind available, it would appear that the EPZ
losses for the period resulted in the following tallies:

Table 11: EPZ BANKRUPCIES IN FIGURES - -

Number of Losses in  Rsl000 Total
Year Bankrupcies Jobs lost Banking Owners
1979 6 221 16,963 18,050 35,013
1980 4 161 33,991 22,650 5€,041
¥1981 9 1,794 36,358 13,237 49,595
19 2,226 87,312 53,937 141,249

Source: Mauritius Employers Federation inquiry
*losses for the first semester of FY 1981

42, The banking losses of 37 million Rupees resultiag ivow the
bankrupcies of 19 companies represent, most probably, the 'uncoverad'
residual value of these enterprises, that is, the exceszs of their liabi-
lities at 'book value' over their assets at 'book value'. In cther words,
Mauritian economy loses irrevocably about 4.6 million Rupces with cach
banlrupey. Putting full trust in the reliability of the available data,
one could assume that the EPZ Sector costs the local zcoacwy ut least 32
million Rupees each year ia bankrupecies.




43. The actual ri_urcc wigsht be wuch Ligher since the bacirupeles
in this sector result exclusiv:ly froa the failures or overtrading. I
definition, the overtrader ILueul his compaty oa ever greater lines of ere-—
dit and when some developucat upsets the deliecate Tinanciul structure oI
the enterprise and drives it to bamkrupey, the liabilitiel zre lovoriasoly
exceedingly high., These liwvilities contirue to expuad by adminisireiive
costs and legal fees whilc thie zs3ets sturt shrirking in the court or
under the auctioneer's hoicr. As a rule, buankrupey cuzes invelving
overtraders terminate 2s o totel loos for all creditors cxmi the cuwaerl.

INDUSTRIAL PROLIOTIOLU

44. The need Do (i o _rweolve oMo Clon O Lhiz Cluiily L Al
industrial base for invelturs nts teen, paradoxically, The lezit under-
stood and the most neglected wopect or the local indusztriclizazion eflirt.
Little has been realized that louritius Taces intensive competition Tici
over 70 other develoring ccuntries vying with each other or imvestors'
attention, After three yewxrs in the country, the Adviscor is left with
three impressions that might e:plain the origins of this ueglect.

45, First, there is very little local apprecizticn of modern nur-
keting techniques that any product, and why not Lauritius, could e
defined, 'packaged' and successrully promoted with the right zad swti-
cient input of know-how and 'seed money'. Second, the procoticn cf the
locally-made products has beeun vrorgly egquated with prumotice of tie couc-
try as a place to make them. Last but not least, the initial unselicited
rush of the Asian garment mulers for the Laurition ZiC gquotas left tiuc
ccuntry with the impression that the investors will somelow keep on
coming.

46, After twelve years of waiting, four busic quostions renulii
unanswered:

(i) What are the zost likely industries to e attracted uy
Mauritius and most likely to prosper in tne locel
environment?

(ii) WWhere are those industries located ard how would the
mechanism of relocation work in pructice?

(iii) How to prouwote the choice of iluuritius, how to design
and present a pockage of attractive iancentives il
how to stimulate the demand?

(iv) How to persuuge the potential invecstor to ciicuus
Lauritiuc as Lic gew industrial Luse ia prefercace Lo
any other Jdeveloping country?
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SECTORIAL PERFORIIANCE

47. The existing information structure does not permit any ana-
lytical investigation of sectcrial performance. An example: in Decezber
1982, the Advisor informed the i{inister of Commerce and Industry that
according to certain indications, tne local garment sector, excluding
knitwear, was in a very bad shape and that several companies in this sec-
tor may very well gc into baniaxupcy. The Minister requested a preiimi-
nary investigation which did noi go very far: the Director of the
Central Statistical Orffice refused to cooperate evolting the secrecy
clause governing the access to his information and the Registrar General
found that only two companies ocut of the sectorial total of 23 were
f£iling amnual Financial Statements. Incidently, the Balance Sheets orf
bota companies were indicating some unusual accounting practices suea as,
for instance, failure to carry forward cumulated losses, payments of
dividends while failing to provide for depreciation, etC...

48. Subsequent investigation of Industrial Census returns at the
Ministry of Commerce and Industry, permitted to 'match' only seven com-
panies that filed their returns for two consecutive years. The sectorial
performance of the garment industry must therefore be restricted to this
sample and limited further to the analysis of operating costs and sales
revenues, The analysis of the data shows that, in the sample, the conso-
lidated sales increased by 1l per cent while the consolidated operating
costs rose by 22 per cent, resulting in a cash loss of 3.7 million Rupces.
The year before, the same ccupanies generated a cash gain of 6.2 million
Rupees:

Table 12: ANALYSIS OF CASH INFLOW AND QUTFLOW

1980 1981 Increase
Inflow in Rsl1,000 101,734 113,032 115
Outflow in Rsl,000 95,426 116,788 22
Balance in Rsl,000 6,208 (3,756)

Source of information: Ilinistry of Commerce and Industry

PROSPECTS FOR IMMEDIATE FUTJURE

49, The analysis of the project pipeline indicates that there are
very limited prospects for the EPZ Sector to attain more than 25,000 jobs
by the end of 1985. The problem is in the pipeline itself which i fed
by the results of the promotional effort and this effort is inudequate.
Purthermore, there are very strong indications that unless the present
rate of Pankrupcies is checked, the pipeline might have problems of
compensating the resulting loss of employment.
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50. The applications in the pipeline continue to turn over abocut
every year and a half on the uverage. This corresponds in a way to the
stari-up lead time of an average project. In concrete terms, an applica-
tion received in 1982, will only have a marginal impact on employmeat by
1984, However, the impact of individual applications will be substan-
tially reduced by the fact that the average number of jobs per enterprise
created went down in the past six years from more than 300 to less than
200.

51. The table below slows the basic characteristices of tke growtn
indicators of the EPZ Sector Tor the period 1977 - 1982:

Table 13: IPZ GROVWTH INDICATORS

1977 1978 1979 1980 1581 1982

Avplications received 26 24 27 34 43 55
Applications approved 21 12 22 28 28 37
Certificates issued 12 14 12 2 21 31
Actual Start-ups 7 12 16 10 18 18
Actual Net Growth 3 (3) 9 6 7 11

(start-ups less wind-ups)

Source of information: Ministry of Commerce and Industry

52. During inis six year period 1977 - 1982, there were 209
applications received by the linistry. During the same period, there
were:

148 Applications approved
111 Development Certificates issued
8l Actual start-ups, and

48 Bankrupcies.

-~
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REMARKS AND CONCLUSIOHS

53. The reasons for the growth slow-down of the EPZ Sector
could be boiled dovm to two, and two only, basic probleas:

(i) absence of a well-defined and effectively implementcd
parleting progrum that could locate the investors and
'gell' thew the country as an attractive place for the
couwittieat of their capital.

(ii) cbsence of wa appropriate iastituticnul Cframeworl: wra
the availability of sufficiently skilled statt to mun
this frameworiz.

54. The orficial imdustrialization doctrine has been based con

the encouragement of free enterprise, on providing the necessary cli-
mate to attract foreign investors and on insuring that the beaefits
resulting from industrial growth are shared equitably with the local con-
sumer and the wage earner. However, this doctrine remained nothing but 2
policy statement because it lacked the means to become an operational
reality.

55. In this Advisor's opinion, there have been several inter-
locking reasons for this divergence between desires and reality:

(i) An investment promotion center has not been created
because the initial gush of Asian garment-molers
after Mauritian quotas was interpreted as the evi-
dence of a permanent trend and the proof that indus-
trialization can continmue without a marketing effort.

(i1) Vhen in less than five years, the initial investment
gush reduced itself to a mere trickle, no attempis
were made to find and to correct the reasons why.
Instead, the problem was side-tracked by various alle-
gations without substance which were reflected in the
projeet document.

(ii1) There has been a running controversy within the
Govermment itself about the need for direct assist-
ance to the industrialists tc help them create techni-
cally, financially and economically healthy
enterprises. The prevailing opinion has been that the
investors benefiting from Government concessions
should fend off for themselves. The appropriatiors
for consulting and advisory activities have come exclu-
sively from the UNDP funds and amounted so far to a
mere sum of US$344,000 to cover the services of thrze
experts for insignificant six men-yeurs. (One ILO
mission and one UNIDO mission).
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(iv) There has beea little awareness that a Goverrment
organization is the least efficient instrument of
industrialization because the academic economistis who
staff the civil service are not performznce-oriented,
are not trained in industrial operations and are nct
equiped to speak authoritatively on business practices.
This bacic incomprehension cf what tne tusiness world
is all about, and the resulting failure to create an
agency that operates independantly of the regular
goverrnusnt Jdepartments, was further aggravated by tie
fact thuat the Ministry of Commerce and Industry, the
executins urency, has no formal Jorganizaticn, no terus
of reference, no manning tables and no permanent
staff,

(v) There was no cwareness either that a rereign businecs-
man judges the host country by a serie of criteria
that are beyond the comprehension of an average civil
servant. A businessman expects not only accurate and
frank answers to his questiors but, zbove all, a
prompt service. He will not stand idle watching his
venture and his investment bogged down in paper shurf-
ling, byzantine communication channels and slipshot
service., In this respect, Mauritius failed to realize
the intensiveness c¢f competition for foreign invest-
ment and the fact that in this tight 'buyer's market'
it could not afford any negative judgement of its
business performance.

= s - - 56, - - -This Advisor presented this situation and recommended specitic
action on four separate, documented instances.

On September 1980, in an Interim Report,

On March 19€1, in a Report on the Organization of the
Ministry,

On May 1982, in a Summary Report,

On October 1982, in a Memorandum on Industrialization.

57. It would appear now that the new Govermment has the intention
of implementing the following recommendations:

(1) Commission an Organizational Study of the
Ministry of Commerce and Industry.

(i1) Create manning tables and permanent staff
functions at the Ministry.

(ii1) Create an autonomous Mauritius Industrial and
Export Development Authority.

(iv) Create a permanent group of qualified Indug-
trial Engineers and Industrial Econocmists
charged with the responsibility of renderipng
advice and assistance to the industry.

(v) Desizn and install a computerized llunageument
Information System responsible to monitor
industrial activities.
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58. The success of this ambitious, ™t long over-due, plan will
depend of course on the availability of funis and on the determinaticn
of the Govermment to curry it out in spite of the anticipated strong

resistance to changes.
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ASSESSLENT OF LOcAT, WAIIAGHIENT

PROBLEM AS PERCEIVED

59. One of the project's outputs was, quote - to assess reguire—
ments for middle mancgement cicills, the degree to which incumbent
Mauritians are capable of Tultilling tne requirements and the efrecis of
any shortcomings. Assess allerutions that a shorvage in this fiela aus
discouraged some firms from lceating in Mauritius. Assess the effect or
top management style on the job c¢nviromaent of the middle-aanagement
level - unguote.

PROBLEM OF PERCEPTION

60. Prom this Advisor's own experience, the industrial problems
in the developing countries are badly perceived, misunderstood and under-
rated. They originate from the misconceptions about the effectiveness of
the supply-side econcmic stimulus and the nature of industrial
management. Mauritius is no exception to the rule.

6l. The philosophy of the supply-side economy is based on the
presumption that if business is given the tools, it will do the joo.
Vhat is not understood is that this important presumption is valid only
if the business itself reaches a certain degree of managerial know-how
and the socio~economic envirooment in which the business operates attains
a considerable degree of sophistication. If these conditions are not
fulfilled, the ‘formula' does not work.

62, Industrial management is, at the same time, the management or
technology, the management of financial resources and the managecment of
human resources, differing profoundly from all other forms of orgunized
human endeavor.,

63. The first difference lies in the manufacturing process itself
which, however simple it may appear to the layman's eye, requires the
ultimate in coordination of interacting machines, manpower and materials
to produce, at a profit and on time, a usable and sellable end product.
The mastery of this intricate process is what the industrial waaugsewm-nt

is all about. The second difference lies in the fact that, unlilke all
other human activities, the industry trains its own managers. 7This truin-
ing, peculiar in form and essence, is based above all on & unique heuris-
tic acquisition of kmow-how through long years of practice in an
efficient industrial environment.

ACQUISITION OF INDUSTRIAL MANAGERIAL KMNOVW-HOW

6}. In the industrial nations, university graduates with the
right type of scholastic background start their industrial careers as
management trainees, After two or three years of intensive training,
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those who 'survive' get their rirst positioas of authority at the bottum
of the hierarchy. After about fifteen to twenty years, a mere nandful
of them beccmes factory munurers through a lenzhty process of Selective
elimination.

65. In additios, each iadustrial sector and each waufacturing
corporation have their oun specitic styles and reguirements ia tie zaas-
gement of their technologi«s. Tais is why, any relocation process ot
manufacturing facilities even within the industrial nations is iuvariu-
bly accompanmied by the relocation cf at least the key line-und-starf
panagement to the new locatw on. fc put it bluntly, no corporation WOUL L
be reckless enough to confide initially the management of i%s naw plant
to outsiders unfamiliar with tie uaigue management style developed oy
the corporation. Again, the juciliarization process of the 'locals! wizia
specific management routines 1S counted in years. This is why the cluil
that the shortages in this field have discouraged socwe Irirws from
locating in Mauritius is completely unfounded.

PROBLEM WITH UNEMPLOYED GRADUATES

66. Mauritius, like any other developing country is very reluc-
tant to depend on foreign know-how and very impatient to develop its owa
managerial class. It would appear that the presence of some 200-odd
expatriates in the EPZ Sector - about one expatriate for each 100 jobs
created - continues to be a major local irritant and the reason for
peculiar policy based on an outright administrative harassement of the
expatriate community and a requirement that each company hiring expa-
triates must also hire local counterparts as management trainees. This
policy, while adding to the operating costs proved to be completely
ineffective and the counterparts are rarely employed in their tofficisl!
capacities.

67. In this Advisor's opinion, the main problem resides in tue
embarrassing presence of some thousand-odd unemployed ugiversity gra-
duates with their own union, creating an illusion that while this nuaber
of Mauritians with higher education is out of work, the EPZ Sector con-
tinues employing foreign skills. The issue here concerns not so much
the field of studies since less than four per cent of these graduates
went for degrees in engineering, but in the quality of education
received, According to the Graduate and Diplomate Register published by
the Ministry for Employment, a full 83 per cent of these graduates went
to foreign 'diploma mills' without finishing first their High Schools.
Purthemore, the Register, points out that this tendency not only per-
sists but has become more acute. The Register states also that most of
these graduates are disqualiried from the majority of Civil Service
jobs., It is difficult to see how the local industrial establisument
could absorb and rehabilitate these unquaslified job seekers.
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MANAGEMENT OF TECHNOLOGY

68. The lack of ccupetence in the management of technology stens
from a vicious circle typical io all developing countries: sinee
Mauritius does not have an efficient industry, it cannot develop ecipu-—
tent managers who, in turn, c2anot develop an etficient industry, 24 so
on. The problem is accentuated, like in all other similar cases, by tre
cost of outside competence.

69. The annual cost cf a gqualified expatriate munager could be
estimated at a minimum Rs500,CC0. & sample swrvey of 52 local enter-
prises revealed that, at the .ost, no wore than six of thua with 2n ave-
rage payroll of 4.5 million Rupees could afford such solution. In the
remaining 46 companies with un average payroll of about 545 thousand
Rupees, such solution would be completely out of question since no coa-
pany could survive an almost 100 per cent increase of its payroil.

70. The fees of consulting services are also prohibitive. The
cost of an average consulting project could be estimated at a minimun
Rs300,000. Relating such costs to overheads, only 18 companies in the
sample with average overheads of 9.5 million Rupees could afford such
services. In the remaining 34 companies with overheads averaging 639
thousand Rupees, such services would be again out of the question.

71. The scarcity of investment capital in the predominantly
labor-intensive enterprises renders impractical another manngement-
oriented approach consisting of "turn-key installations" and “management
contracts”. The local solution of staffing the organizations with rela-
tives, friends or expatriates hired at discount from other developing
countries does not solve the issue beyond creating an illusion of

management.

MANAGEMENT OF PINANCIAL RESOURCES

72. The management without apparent profits is probably one of
the most striking and the least understood features of the local envi-
romment. Its prevailance is harmful to a healthy industrial growth
since it makes redundant the requirement for efficient operations. It
also renders delusive the favorite local theory according to which the
managerial capacity of the enviromment could be enhanced, were profes—
sioral assistance available. The heart of the matter is that such
agssistance is frequently avoid=d for fear of exposure.

T3 The problem starts with the local predisposition toward
overtrading on an extremely intensive scale. Overtrading could be
defined as conducting excessive sales on limited invested capital. 4
common characteristic of overtrading situations is the apparent reluc-
tance of owners to assume the full share of risk normally associated
with ownership. That is, they are unwilling to put their personal
resources into the venture as capital-gtock investment but, instead,
capitalize at a nominal amount and advance their money to the company
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in the form of directors' loans, generally of a demand nature. The
investors act thus in a dual capucity of both owners and creditors but
with the emphasis on the credit side. This reluctance to assume out-
right financial responsibility means that the owners of undercapitalizei
firms have no confidence in their companies' ability to m2et the demand
of competitive existance while insisting that the lending institutioa
bears the risks.

14, The financial sitructuris of those coumpanies zre based on
unsecured open line of credit nsgsotizted with the local Cogmercial Banics.
The Advisor had the impression that the credit facilities were megotiataed
not so much on the face value or the ventures and their potential returi-
on-investment, as on investors general standing with the local banliing
community. In the audited companies the unsecured lines of credit were
subject to gross abuses and the credit ceilings were never respected.

The amount of overdrafts with cumulated unpaid interests wus exceediny ia
all cases the anrmual sales revenues up to eight times their value.

5. The recourse to long-term secured loans for a source of
investment capital was on the contrary surprisingly less frequent that
one would have expected. The Development Bank of Mauritius estimated
that no more than 30 per cent of ventures were created with the advanta-
ges offered by that institution. In the zudited cases, the structuring
was based on over-valued fixed assets already in promoters' possession.
Frequently, these assets were used as prima faciae evidence of capital
"in kind" in negotiating loans waich, once obtained, were used for
reimbursements of promoters for acquisition cost of their assets.

T8, In each audited case, the management without apparent profits
has been made possible by advantages cumulated in simultaneous operations
of several ventures by one person acting on his own behalf as promoter-
investor-owner-manager and creditor of his own company, accountable only
to himself, living on 'perks' and taking at his own discretion
'pre-operational profits' in cash or in kind.

The responsibility for this situation lies with the archaic
company laws dating back to 1913.

CONCEPTS OF MANAGEMENT

e In their overvhelming majority, the local companies are con-
trolled either by Mauritian or Asian interests, both having a somevhat
stilted and anmachronistic managememt concepts which are at the root cz
the 'authoritarian' and 'paternalistic' styles mentioned in the project
document and signalled by other missions. The friction of these styles
with the modern society-at-large is particularly evident in the conflict
of concepts.
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8. The first conflict concerns the basic issue of owmership and
management. In a modern society, the ownership and the management
became separated. Furthemore, with the introduction of stock companies,
the ownership became dirfused and the owners of capital can exercise
only at second-hand the rights of owmership over the business, or rather
the part of business that their capital has bought. In companies in
which this indispensable separation and diffusion never took place, a
modern management cannot take roots since the rights of property are con-
fused with the competence to wonusge and the authority is not delegated.
79. The second couflict of a much more profound significance 1u
that of authority. Lodern scciety, through the Government it elected, 1is
the ultimate source from which the authority flows to the ownership. But,
even though the society relcases the authority to the ovmers, it never
relinquishes its ultimate right of control over it. Hence, the owmersaip
is subjected to two simultaneous aspects of the same authority: that
which is delegated to the ownmers through the rights of private property
and that which is retained by society and exercised by its Govermment
through regulations and limitations of power. This concept is not compa-
tible with the charismatic perception of power which tends to view all
social legislations not as a part of progress but as a legislative
encroachment upon the hereditary privileges.

MANAGEMENT OF HUMAN RESOURCES

80. The absence of motivating organizations created, to use
Herzberg expression, a non~hygienic job enviromment lacking the five
determiners of job satisfaction within the enterprise: work content,
achievement, recognition, responsibility and advancement. What alreauy
takes place is inevitable: as the new literate and socially conscious
individual within the enterprise increases in industrial maturity, he
tolerates less and less the dependance, subordination and passivity
expected of him. This in turn increases his frustration level and tae
sense of personal failure leading to the inevitable conflicts within the
enterprise. This already serious problem is further accentuated by the
existence of over twenty insulated ethno-religious groups differing
widely in their perceptions and acceptance of the modern industrial
world. Many problems on the shop floor result simply from a basic
;zigility of the two diametrically opposite worlds to meet each other
waYy .

8L. The opinions formed about the local human resources are con-
troversial and based on subjective impressions polarized on two extremes
of judgement: shiftless and lazy on the one pole, educated and umotiva-
ted on the other., The truth, as always, is somewhere in between and
generally speaking, the local human resources are qualitatively better
than in many other developing nations. The criticism of the local labor
concentrates mainly on four basic issues: aboenteeism, high turn-over,
low productivity and apathetic attitudes; all four issues universally
recognized as a reflection on the top management competence to manage.
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62. The local absenteeism is ill-defined, lacking the most rudi-
mentary monitoring and the igmored causes are attributed to the worker
alone. No thought is given that the absenteeism within the worker's
control might be but his reaction to a managewent style. In ccupanies
with professional management, the absenteeism is indced extremely low.
On the other hand, whenever the ranagement is particularly inept, the
absenteeism gets completely out of hand and becomes a show of hostility
toward the bad employer.

83. A survey of abscutevisu patterns conducted by the Mauritius
Employers Federation in 1951 revcaled that in the EPZ, the average
absence was at a low of 7.1 pur cent for the male workers and 8.2 per
cent for the female workers: the majority of absecrces (72.4 per cent)
consisting of one day spells.

84. The turn-over, or the job mobility, is on the decline due tu
economic recession. The causes of this social phenomenon are different
from those of the absenteeism. A Socio-Economic Survey conducted by the
University of Mauritius in 1979, sheds some interesting light on the
subject. Two conclusions could be drawn from the examination of this
study:

(i) Up to 45 per cent of the interviewed workers would ot
have left their previous employment, were the intrinsic
causes of the management style and poor renumeration
resolved in the first place. What is more surprising that up
to 56 per cent of the interviewed workers would leave their
present job for the same reasons.

(i1) High on the list of extrancous causes were the physical
fatigue resulting from malnutrition and the transportation
problem also hiding the hours of work,

e3. The undisputably apathetic behavior of the labor force is
caused not only by un-hygienic job enviromment and inept managewent style,
but also by an alarmingly wide-spread malnutrition. A Survey of the die-
tary intake of the EPZ workers conducted by Dr. G.H. Peerbaye for the
Uauritius Institute of Management in 1979, was explicit. It is impossible
to quote the survey in extenso. However, its two salient points are the
following:

(1)  50.5 per cent of the workers are outright malnutrition
cuses with a calory intake not sufficient to sustain even
their basic metabolic functions in an idle state.

(i1) a full 73 per cent of the workers have a protein intalze
below the minimum daily requirement.

86, It would seem difficult to expect from such workers an cncr=
getic behavior throughout the day and, still less, an adequate producti-
vity. The survey has not been followed-up by any corrective action, i.u.
in-plant workers feeding progrums.
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g1. Local industry could easily double its capacity by zoing oz
shift work. However, the reasons for not doirng so involve comple::
social, infrastructural and c¢conouic constraints:

(1) Mauritiuns are traditionally "day time people" und
after sunset all life moves indcors leaving the villages
deserted.

(ii) Zven thou_h "street crimes" are coupletely unimcuwa,
the predcainactly rfeaale labor rorce is ill-ai-ease stoyingg
outside their homes after sunset.

(iii) Since the trancport facilities are very wuch inade-
quate, starting of uhirt work would call zutcantically for
a door-to-door worlkers! transport services.

(iv) The solutiun of an all-male second shif% could nox
work without highlizhting the severe female wage
discrimination within the enterprise.

€3, Based on a study conducted by this Advisor on the renumera-
tion patterns in a sample of 4176 workers in the EPZ companies, 84 per
cent of the labor force of the Zone is composed of females and their
average earning represents no wmore than 36 per cent of the averuge earn-
ings of the male worker. The renumeration of the EPZ female workers
compares very wifavorably with salary policies practiced by all other
sectors:

Table 14: STATUTORY MINTLIUM DAILY WAGE RATES

- T T o7 T (in Rupees)““*'

Occupation 1980 Rate
Pemale EPZ worker 12.29
Unskilled Civil Service Laborer 26.10
Unskilled Field Laborer 28.63
Bus conductor 33,36

Source: Bi-Annual Digest of Statistics

89. Mauritian industrialists are aware that the local producti-
vity is on decline. However, they have difficulties in pinjointing the
causes and in the opinion of the majority, this phenouenon is due to
the workers' attitude.

90. Like its predecessor, the absenteeism, local productivity
is neither quantified nor monitored in scientific terms but perceived
through subjective impressioas. The problem once again, starts with
the absence of definitions and eads with the absence of parazmeters.
Basically, productivity expresses a ratio between output and input.
Since the "standard" is a universally accepted industrial measure of
output, the productivity could be expressed as the ratio between units
of output at standard time to the units actually produced.




9l. The concept of stundurd starts with proper uaderstandircg of
the concept of the total tiue talen to munufacture a specific product in
specific conditions. This total time is made up of a basic work content
and an excess work content. The former is the irreductible winimun Tize
required to manufacture a product with a selected process. The latter
is the sum total of about 20 "iuofficiency factors" added to the basic
work content for different reasocns.

92. Productivity ia huwritius is arfflieted by all 20 Zactors wid
the problem is compounded uy giueral absence of industricl engineering
now-how: this Advisor met vily two industoial engineecs for over 250
manufacturing enterprises during; his two years stay in lLauritius; both
were foreign expatriates. Hin on the list of specific productivity
constraints is the local predispositicn toward the system of productiui
quotas that actually "frecse" the productivity level at the inceptiion
phase of the system.

93. The quota system is based on a very simple reasoning: in
the absence of industrial management lmow-how and in the presence of
untrained and non-motivated workers, the only "logical panacea to make
things work is to impose an obligation to produce a quantity 'x' in time
'y'. The trouble is that, this expedient once introduced, becomes the
permanent rule of the game and the slightest tampering with it produces
labor's cries of foul play. This is the root of the misguided local
theory pretending that an increase of productivity can be accomplished
only by speeding up the work. This "theory" has a sort of Pavlovian
effect on the labor: the management complain presses the panic button
and the trade union reacts. This is why "goofing off" on the job
remains prudently unchallenged and credited instead to the "tropical
Island syndroms".
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CHADTER §

CONCLUSIONS AUD FUTURE PRCSPECYS

PROBLEM WITH THE DATA

94. Uost of the duta coucerning industrial activities was not
readily available and this idvisor encountered many difficulties and
embarassing situations while collecting even the most common inforua-
tion. This is why he would like to state once more that due tc this
situation, his conclusions ars based on the concertation of corrcbora-
tive evidence, his own impression surveys and the preponderance of
certain opinions expressed in coasultations, documentations and
interviews.

PROBLEM WITH INDUSTRIAL PROMOTION

95. The industrial promotion has been completely ueglected
unless one could equate an occasional participation in trade fairs and
the presence of Mauritian Trade Attaches abroad with promotional
effort. If this situation is not corrected rapidly and with vigor, the
project pipeline might reduce itself to a trickle of applications.

PROBLEM WITH NEW VENTURES

96. The examination of Application files revealed the general
absence of properly conducted feasibility studies. In all examined
cases, what should have been a study, was reduced to financial guess-
timates of investment and anticipated profits. This condition could e
attributed to the promoters' desire to hide their intentions to
overtrade. In general, the following shortcomings are in evidence:

(1)  The investments are misdirected, the market shares
overestimated and the standard costs underestimated. lo
provisions are made for start-ups, the preoperational
expenses and the cost of installation.

(ii) The manufacturing processes are not properly seg-
mented into manufacturing sequences nor related to
downstream and upstream activities for value added.

(1ii) The choice of equipument is not properly analyued
for nor related to the length of production runs, line
balancing and physical plant layout.

(iv) o thought is given to ancillary requirements and
materials flow through the process. Various stocks huve
the tendency to clutter any available space adding
unnecessarily to the cost of material handling.




(v) Muny mzoufucturing processes are transplanted,
modeled on, or copied from installations existing somewnerc
else. These models were in turn designed decades ago to the
concept of low techmologzy and cheap labor with hardly any
thought given tc operational efficiency and productivity.
Transferrinz such technology uncritically is lilce courting
an inevitable disaster.

(vi) The over-riding factor taken under consideration by
the Goverment in appraising the applicaticns is the
theoretical number 9f jobs that the venture might create.

PROBLEM WITH INDUSTRIAL GPERATTIOLS

7. The local plant cupacity is under-utilized. A typical
annual plant capacity is based on a maximum of 220 working days on one
shift. Two shifts operations are rare and work around the clock ic
exceptional. If this condition is not corrected rapidly, the industric:.
especially the capital intensive ones, will shun the country since the
capital investments must be depreciated in the shortest possible time.
This Advisor estimates that the average straight-line industrial depre-
ciation based on 20,000 operating hours takes about 1ll.4 years in
Mauritius as compared with approximately 2.8 years in the Far East.

98. The productivity is very low, the most commonly encountered
causes being:
(1) Important muchine down-time resulting from poor
maintenance.

(i1) Poor equipment choice, absence of line balancing,
uneconomical production runs and intermittent flow of
materials through the process.

(iii) Absence of experienced factory management with
resulting lack of production and stock control systems,
proper work scheduling techniques, time and motion studies
and industrial labor relations.

(iv) Absence of the basic concept of a 'fair day's work
for a fair day's pay'. The workers are apathetic, unmoti-
vated and untrained., Left to their own devices, they
develop their own methodology and pace of work.

PROBLEM WITH THE DEMAND-SIDE IICENTIVES

99. The country failed to integrate the uvailability of an advi-
sory and consulting team in the 1ist of supply-side incentives ofrered
to the industry. The absence of such team hampers the developuent of
the local managerial lmow-Low. In addition, not encugh thought has teen
given to the importance of irndustrial scholarships in reputable
institutions abroad t» further this aim.
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PROBLE! WITH THE TUSTLLULTGILL FRAIEWOMT

100. The institutional fromework is under-developed aad Coipares
unfavorably with other developing couatries. The couatry lacics an auts-
nomous Industrial Prouotion Authority and an efficient IFrocessing CeulsT
capable of responding rapidly to the prceblems of existing industrics.
The Compaay Laws are archiaic wnd permit aany Tinancial &buses o the
detriment of the local ecoavuy.

PROSPECTS FOR THE PFULULE

101, The new Governucilt ugpewrs %0 be tully awere ol ull theue
shortcomings signaled by this ~d/isor On NUKLETOUS OCCALLIOLS. it wsula
also appear that scme importcut projects ure pow urder corsideruticn.
Among them:

(i) Creation of a computerized Management Inforuation
System for monitcring of industrial performance and
indicators.

(ii) Creation of an autorcmous authority tor an aggressive
industrial and export promotion.

(iii) Creation of a team of gqualified experils cupable or
assisting in the developwent of the industrial sector.

(iv) Revision of the 1913 Companies' Act and acccunting

procedures.
(v) Creation of a Small-Scale Industriul Develcpuaect
Unit.

(vi) Reorganizaticn of the Ministry with appropriate
manning tables and staffing.

102. If these projects become approved, if there is no iwplemen-
tation gap, if the new functions get a competent starf, the indusiriu-
lization of the country will get a new start - if not, the
industrialization will continue to hibvernate. This Advisoxr would
recommend therefore that the Covernment develops a realistic tiue-cost
sckedule for these projects.
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