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Abstract- The present paper examines the impact of foreign labour from manufacturing sector on Mauritius economic growth 
using panel data for the period of 1990-2015.  There is an evidence that the demand for foreign labour in manufacturing sector 
is highest compare to local labour since Manufacturing enterprises choose to employ foreigners due to lower productivity, poor 
commitment to work and high absenteeism of local employees. The study intends to contribute for the literature. A 
Cobb-Douglas model is employed. The results show that foreign manufacturing labour is contributing to economic growth in 
both short-run and the long-run. 
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I. INTRODUCTION 
 
The impact of migration on economic growth is 
relatively fascinating in the context of increasing 
returns to scale and it is debatable (Rachel and 
Jeniffer,1995).  The entry of foreign workforce was 
principally from Bangladesh, China and India, as 
Mauritius has always shared a cordial diplomatic 
relationship with these countries especially based on 
account of the presence of Indian and Chinese 
Diasporas in the Mauritian society. Migrant workers 
are mostly semi-skilled and unskilled from developing 
countries and highly skilled from developed countries. 
It is argued that 42.8 percent of migrant workers from 
developing countries move to high income OECD 
nations, 14.1 percent move to high income non-OECD 
countries and 43.1 percent of them leave for other 
developing countries (Migration and Remittances 
Factbook, 2011).  From past decade, Mauritius has 
transformed itself into a country with one of the 
highest per capita income in middle income countries 
with political stability, strong institutional frame 
work, low level of corruption with favourable 
regulatory environment, open trade policies and 
skilled human capital helped for   sustained economic 
growth (Zafar, 2007). 
 
The influence of migrant workers on economic growth 
has been evident. This occurred, despite seeing them 
facing severe economic challenges (African 
Development Bank, 2012) whereby the country is 
deemed to be a “high migration state” (Ministry of 
Finance and Economic Development, 2012).  The 
number of foreign workers has surged from around 
1,000 in 1990 to more than 24,000 in 2012.  In May 
2013, there were 37,197 work permits issued by the 
authorities against 35,629 in the corresponding period 
in 2012 (Ministry of Labour, Industrial Relations and 
Employment, 2012). 

The remaining of this paper is organized as follows: 
The ‘Literature review’ section provides a review of 
the literature on the economic contribution of foreign 
labour. The ‘Data and Methodology’ section describes 
the local data and methodology used.  ‘Results’ section 
presents the findings. Finally the ‘Conclusion and 
Policy Implications’ section, subsequent to the 
‘Limitations and Future Research’ section, concludes 
with the meaning of the findings and their 
implications for research and practice. 
 
II. LITERATURE REVIEW 
 
In the case of Mauritius, the dependence on Foreign 
labour began with it very colonization.  As Foreign 
labour whether as ‘slaves mainly from Africa or 
Indentured labour (‘contract coolie’) from India have 
been crucial for the island’s very colonisation by the 
Dutch, French and British.  The effect of foreign 
labour on socio-economic issues, labour productivity 
or total factor productivity as well as substitution or 
complementary relationship between local and foreign 
labour and foreign labour (Dupuy and DeGrip, 2003, 
Idris and Rahmah, 2006; Parasnis, 2010; Noor et al., 
2011) has given lot of importance in recent years 
research.  From the macroeconomic view point, the 
immigration of foreign workers brings a positive 
impact to the receiving countries in terms of 
improvement in labour productivity, or total factor 
productivity.  But, from the microeconomic view 
point, there are also negative effects, in terms of the 
rise in wage differentials between high income and 
low income groups (Aizawa et al., 2002). The foreign 
labour is extremely productive, compliant and 
economical when compare to local labour (Noor et al. 
2011).  The foreign workers are more compliant and 
contribute more hours effectively and efficiently 
(Putty, 2008).  Therefore the demand for foreign 
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labour is more compare to the local labour (Jajri and 
Ismail ,2006). 
The manufacturing industry in Mauritius are hiring 
more foreign workers, due to lower cost of in 
production, shorter time frame, lower wages, better 
skill requirements, commitment towards work and 
willing to work overtime and night shifts where in 
local workers are lacking behind in terms of 
commitment (Hein, 2004).  Oulton (2000) argues that 
firms with foreign workers have higher levels of 
productivity than local ones, and have a growing 
impact on the level of performance.  Jungnickel and 
Keller (2003) show that foreign labour has a positive 
impact on productivity in West Germany. Fong and 
Lim (1982) also show that employment in Singapore 
is historically based on foreign labour which 
represents one eighth of the total work force. Foreign 
workers were on the peak in the booming 
manufacturing sector with unskilled migrants in the 
short and medium term while skilled migrant workers 
help in the restructuring of the Singaporean economy. 
The availability of foreign labour encourages the 
development and maintenance of industries which     
could not be supported by local man power (Chew and 
Chew, 1995). 
However, Boswell et al. (2004) analyse the impact of 
the inflow of foreign labour on the domestic labour 
force and its skill composition and note a 
complementary relationship between foreign and local 
workers whereby some jobs require skills of foreign 
labour as they cannot be performed even by qualified 
local workers. Their results also show a positive 
impact of skilled foreign labour on productivity, 
innovation and growth.  The growth of the 
information technology and research and 
development has caused American firms to search 
highly skilled talents from other countries 
(Nowrasteh, 2010). Development prospects of 
migration are determined largely by globalisation, 
which may create both winners and losers both 
between and within countries (Lincoln, 2012). 
 
Mauritius is experiencing five distinct types of 
migration. First, emigration persists with continuous 
brain drain and the second type of migration is the 
movement between Rodrigues and Mauritius; a 
migratory flow within the country’s national limits 
which adds an internal dimension to the 
migration-development relationship (Lincoln, 2012). 
The third type of migration is circular migration for a 
very small number of young workers to take limited 
term and relatively low-skill employment in Canada, 
United Arab Emirates and France among others.  
Fourth, are those who have arrived in Mauritius since 
2006 either under a land-owning residential 
programme designed to attract private investment or 
as investors and professionals; and lastly by far the 

most numerous type of migration, workers who are 
recruited abroad to work in Mauritius under contract 
(Lincoln, 2012). 
Mauritius enacted the Export Processing Zone (EPZ) 
Act, in 1970 and provided incentives and concessions 
to enterprises exporting their products and in this 
context that investors came to set up their factories in 
Mauritius. The Multi-Fibre Agreement (MFA) which 
was a set of formal quota agreements and restrictions, 
governing textile and clothing trade between 
developing countries and developed world, helped in 
the expansion of the EPZ.  The MFA has been a major 
determinant in the development of the EPZ and the 
Mauritian economy. The main industries which were 
set up were in the wearing apparel sector, later 
diversifying into spinning and dyeing of fabrics.  The 
duty free entry of Mauritian products to the European 
Community under the Lomé Convention in 1975, 
gave the EPZ a crucial advantage over competitors.   
 
III. DATA AND METHODOLOGY 
 
The dataset has been compiled from the Central 
Statistical Office of Mauritius (various reports) from 
1990-2015. For this purpose, the Cobb-Douglas model 
is applied. The model is especially applied in a view to 
determine the contribution of the contribution of 
capital stock, local labour and especial foreign labour 
on economic growth.  Migrant workers, especially in 
the construction sector, are indeed found to have a 
positive impact on economic growth (Hanoomanjee et 
al., 2017) 
Time-series techniques are employed for this purpose. 
Unit root tests like Augmented Dickey-Fuller (ADF) 
and Phillips-Perron tests are applied. To investigate 
any long-run relationship the Johansen cointegration 
test is utilized. The short-run and long-run estimates 
are computed via the error-correction mechanism 
(ECM) and fully modified ordinary least squares 
(FMOLS) respectively.  
 
IV. RESULTS 
 
This paper uses an econometric framework is as 
follows:  

31 2
t t t t t tQ A K L F U                                                    

(1)                                     
where Q is contribution to growth, A is state of 
technology, K is capital stock, L is labour, F is foreign 
labour and U is an error term, t is time. Equation 1 can 
be transformed into linear form by taking the natural 
logarithmic on both sides. The respective coefficients 
can then represent the output elasticity with respect to 
each dependent variable.  
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1 2 3t t t t t tq a k l f u                                             
(2) 
 
The small letters denotes that the variables are in 
natural logarithmic terms. The dependent variable is 
economic growth (q). It has been measured by GDP 
(constant 2006) for the manufacturing. The physical 
output k has been calculated by the perpetual 
inventory method (PIM), following De La Fuente and 
Domenech (2000). Gross domestic fixed capital 
formation (GDFCF) for the manufacturing section is 
utilized. Moreover We use employment both local (l) 
and foreign (f) workers. 
 
The error-correction mechanism (ECM) is specified 
as: 

1 2 3 4 1t t t t t tq k l f u                                
(3) 
 
where the Δ denotes the first difference and ut-1 
captures the error-correction term. The descriptive 
statistics is given in Table 1.  
 

Table 1: Descriptive Statistics 

 
 
Two unit root tests are considered: ADF and 
Phillips-Perron tests. For the ADF test, the optimal lag 
is determined as per the Akaike Information Criterion 
(AIC).   
 

Table 2(a): ADF Unit Root Test 

  
 

Note that for test without and with a trend, the critical 
values at 1%,       5% and 10% are -3.750, -3.000 and 
-2.630, and, -4.380,   -3.600 and -3.240 responsibility. 

The Bartlett kernel is applied for the maximum lag.  
***, ** and * denote 1%, 5% and 10%. 

 
As shown in Table 2(a), the variables q, k, l are all 
found to be non-stationary. Variables k and l are found 
are found to be integrated of order one i.e. I(1).  

Table 2(b): Phillips-Perron Unit Root Test 

 
 
Note that for test without and with a trend, the critical 
values at 1%, 5% and 10% are -17.200, 
-12.500and-10.200 and -22.500, -17.900 and -15.600 
responsibility. The optimal lag is 2. 
As exposed in Table 2(b), the variables q, f and l are all 
found to be non-stationary. Variables q. l and f are 
found are found to be integrated of order one i.e. I(1). 
In general, all variables are found to be non-stationary 
and I(1).  Thus, cointegration test can be computed.  

Table 3: Johansen tests for cointegration 

 
 
The Johansen sequential test procedure is used to 
determine the number of cointegrating relations 
among the variables. Each row of the Table 3 tests a 
different null hypothesis (H0). The H0 is that the 
number of cointegrating relationships is equal to r, 
which is given in the “maximum rank” column of the 
output. The alternative is that there are more than r 
cointegrating relationships. 
The null is rejected if the trace statistic is greater than 
the critical value. Start by testing H0: r = 0. If it rejects, 
repeat for H0: r = 1. When a test is not rejected, stop 
testing there, and that value of r is the commonly-used 
estimate of the number of cointegrating relations. H0: 
r = 0 is rejected at the 5% level (54.51 > 47.21). In 
other words, this trace test result rejects the null 
hypothesis that these two variables are not 
cointegrated.  

Table 4: ECM estimates 
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Given that the variables are cointegrated, the ECM 
and FMOLS specifications can be applied. Table 4 
shows the short-run estimates. Foreign labour is found 
to have a significant and positive impact on GDP at 
least in the short-run. The error-correction term ut-1 is 
negative and significant. This reinforces the notion of 
cointegration among the variables. About 48% of the 
discrepancy between the actual and the long-run or 
equilibrium value of q is corrected every year.  
 

Table 5: FMOLS estimates 

 
 
The long-run estimates are given in Table 5. A time 
trend T is included in the FMOLS model to capture the 
effect of technology. All variables are statistically 
significant and have the expected signs. One bright 
spot of the result is the positive and significant impact 
of foreign labour on GDP in the long-run.  
 
CONCLUSION AND POLICY IMPLICATIONS 
 
The contribution for economic growth by the foreign 
labor is multifaceted as it encompasses other factors 
associated for contribution of growth. The study 
attempts to evaluate manufacturing foreign labor as 
solitary representative variable for economic growth. 
For this purpose, the NESC dataset and time series 
data from 1990-2014 were considered, gathered and 
generated a final dataset for the analysis. The data on 
manufacturing foreign construction labor was 
subjugated to inspect the proportion contribution for 
the economic growth of Mauritius. 
 
There are about 45,632 foreign workers in Mauritius 
and majority of them are from construction and 
manufacturing industries and 35,221 hold a work 
permit issued by the Ministry of Labour, Industrial 
Relations and Employment and 10,411 for a license 
pursue a particular occupation (Occupation Permit) 
issued by the Board of Investment. Therefore, they are 
the community's largest foreign workers in Mauritius 
with 34.5% of the workforce playing very vigorous 
part for the economy and growth. 
 
Limitations And Future Research 
Mauritius has long history of relying relatively heavily 
on foreign immigrant labour in both high-skilled, 
semi-skilled and low-skilled in manufacturing 
industry. Ancestors of large portions of the local 
population also immigrants.  Correspondingly, 
economic policies have been designed to manage high 

levels of migration and foreign labour.  However, 
there are three major conclusions evidenced from this 
study: 

- There is a strong trend towards employing 
foreign labour and has resulted in large part 
from the aging of the Mauritian population 
and the beginning of its decline.  These 
trends are not likely to weaken in coming 
years, the number of foreign labour is likely 
to continue for some time.  It is quite 
challenging for the Mauritian authorities will 
opt for more open immigration policies and 
encourage increased use of foreign labour, 
with standing the substantial political 
resistance to such changes.   

- Statements like “nothing of value is being 
made in the country anymore,” or that “we 
can no longer compete with low-wage 
countries” are common nowadays.  The issue 
of the competitiveness of the Mauritian 
manufacturing sector is giving rise to intense 
debate. This concern, fueled by the global 
economic slowdown, is linked with 
probability of relocation of certain 
enterprises to countries with lower labour 
costs, resulting, in the de-industrialization of 
the Mauritian economy. 

- The industry employs very large numbers of 
unskilled people who do not have short term 
alternatives. Any sharp and drastic drop in 
the size of the industry could have very 
negative short and long term effects. What 
are the solutions? Both the operators and the 
authorities need to take affirmative actions to 
help the industry through this storm by 
investing in marketing and product 
development to move upmarket 

- Migration has increased, its macroeconomic 
effects on growth, wages, and unemployment 
have probably been relatively small, where 
foreign workers account for much larger 
shares of the labor force.  The literature 
suggests that plausible changes in migration 
levels are likely to have relatively small 
macroeconomic effects. Thus, it is probably 
not realistic to expect increased migration to 
be a large source of growth or to have 
substantial effects on overall wage or 
employment levels. 

 
However, the Mauritian manufacturing industry is 
still vital for the diversification of our economic base 
and it is significantly raised the standard of living.  
Manufacturing is still a corner stone of our economy 
and it remains globally competitive.  
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