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ABSTRACT
This paper investigates the role of transportation infrastructure, an often ignored element, in enhancing the attractiveness of foreign direct investment (FDI) inflows to different sectors, classified as manufacturing and services of Mauritius over the period 1981-2005. Taking into account the possible existence of endogeneity in FDI modeling, the study employs both static and dynamic panel data estimates. Results from the analysis show that both transportation and non transport capital has been important elements. Disaggregated sector-wise panel analysis suggests that investors in the manufacturing sector are more sensitive to these infrastructure capitals as compared to those investing in the services industry. Such investors are also more sensible to labour cost of the industry but relatively less sensible to human capital level. The size of the local market plays a negligible role for both industries, foreign investors being more concerned about the export market. Finally there is also evidence of the presence dynamism in FDI modeling. 
Key Words: Transport infrastructure, Foreign Direct Investment, Dynamic Panel Data.
INTRODUCTION
Relatively few scholars (for instance Wheeler and Mody, 1992; Loree & Guisinger, 1995; Richaud et al, 1999; Asiedu, 2002; Sekkat, 2004) have acknowledged the important role of infrastructure1 in stimulating Foreign Direct Investment (FDI). They argued that good infrastructure is a necessary condition for foreign investors to operate successfully. Poor infrastructure or unavailability of public inputs increase costs for firms. A freeway is faster than a washed out dirt road, email is faster than the post office, and time is money. Public input is non-excludable and non-congestible and it will lower the costs of doing business for multinational and indigenous firms alike. Multinationals are in fact profit-seeking entities that seek to minimize the costs of doing business. If locating in a developing economy to take advantage of lower labor costs means on the other hand losing patent protection to imitators, higher transport costs due to inadequate transportation or missed supply shipments due to communication and transport problems, then they will refrain from doing business there. Infrastructure and public inputs, or the lack thereof, contribute to firms cost structures and should be included in a model that explains the multinational’s, as well as the host government’s, decision for investment. Infrastructure should thus improve the investment climate for foreign direct investment (FDI) by subsidizing the cost of total investment by foreign investors and thus raising the rate of return. Availability of crucial infrastructure, such as roads, highways, ports, communication networks, and electricity should increase productivity and thereby attract higher levels of FDI. As Wei and al. (2000) said ‘a location with good infrastructure is more attractive than the others’. 

Infrastructure is made up of many components including transportation. Studies focusing exclusively on recipient country’s transport infrastructure, where the latter enters as an independent and additional explanatory variable in the FDI equation, has been to our knowledge limited. Many studies have been using transport indicators such as paved road length or percentage of paved roads, but these has been for proxing the overall level of infrastructure (for instance see Martin and Velazquez, 1997)
This work attempts to supplement the literature on the determinants of FDI by laying special focus on the importance of transportation infrastructure in enhancing a recipient country’s FDI attractiveness and is based on the small island economy of Mauritius. In fact existing work have been including primarily developed countries either as case studies or in their sample of cross country analysis. There exists an even more dearth literature with regards to research on the determinants of FDI to Africa, and among the very few features Schoeman et al (2000), Morisset (2000) and Asiedu (2002). The study uses sector panel data analysis, taking into account FDI inflows to various sectors of the economy over the period 1981-2005. The aggregate panel set is subsequently decoupled into two main sub panels categorized as FDI flows to the manufacturing sector and service sector respectively for comparative analysis and for more insights. Moreover given the possibility of endogeneity in FDI modeling, dynamic panel data analysis is further employed. 
The paper is organised as follows, section 2 summarises the literature review, section 3 discusses the empirical approach, the data used and also analyses the econometric results. 
The last section concludes the study with some policy recommendations.  
THEORETICAL LITERATURE REVIEW
Transport Infrastructure and FDI
The primary benefits of transport infrastructure development are increased accessibility and reduced transport cost and firms can benefit from these without actually contributing directly to the project. This is because of the ‘free-riding’ nature of these types of public capital. One can think of transport infrastructure as being indeed a consequential intermediate input in private production process. Its ample supply at no or low costs to users is therefore conjectured to have a positive impact on cost and productivity of firms. In fact when a good or service is provided by the government, it affects a firm’s cost. Clearly, start-up costs are less when public infrastructure is provided and if the costs of materials are less due to improved transportation systems for instance. Moreover the usefulness of privately owned and operated cars and trucks depends on a network of roads and bridges. For example, better road designs, materials and highway maintenance can reduce the wear and tear on privately owned and operated vehicles, thus reducing transportation costs. The same is true for aircraft, which require airports, and for private ships and barges, which require ports and navigable waterways. Improvement in the quantity and quality of transport infrastructure can reduce the amount or cost of private inputs needed for a given level of output. The reduction in supply costs is true at the firm level and in the aggregate as total output per unit of input increases when government-provided infrastructure results in a more efficient use of existing resources. Thus, in the above context, it can be argued that transport and the general public capital may enhance the productivity of private inward and foreign direct capital and thus their level. Erenburg (1993) further argued that if these types of infrastructure were not publicly provided, the domestic private sector and Multinational Enterprises (MNEs) would operate less efficiently and attempts by them to provide their own networks would result in duplication and a waste of resources. 
Indeed recent empirical research suggests that public inputs have a non-negligible impact on the productivity and cost structure of private firms (Aschauer, 1989; Nadiri et. al., 1994; Morrison et. al., 1996; Haughwout, 2001). Nadiri et. al. (1994), for instance, estimated a cost elasticity estimates with respect to infrastructure capital to range from 
 –0.11 to –0.21 depending on the industry. Despite these evidences, universal agreement regarding the contribution of public investment on private sector cost and productivity does not exist. Conflicting studies have found that public investment does not have a statistically significant direct impact on productivity in the private sector (Holtz-Eakin, 1994; Holtz- Eakin et. al., 1995). Even if such infrastructure has no direct role in the cost structure and productivity of private firms, ample evidence suggests that the indirect spillovers from agglomeration and clustering created by public infrastructure lower the costs of firms (Houghwout, 2001). Limao and Venables (2001) in a recent paper using gravity regression analysis confirms the importance of transport infrastructure and gives an estimate of the elasticity of trade flows with respect to the trade cost factor of around -3.

Having summarised the theoretical underpinnings of the role of infrastructure in the attracting private investment and particularly foreign direct investment, it is important to note that provision of infrastructure also boils down to the interesting role of the government in the macro-economy. While proponents (see Garrett, 1998 for a review of the literature) of the ‘race to the bottom’ thesis argue for limited government intervention into the economy more recent scholarship on new growth theory has built the case for the potential positive role of governments in providing public goods (particularly with respect to the above) that are under-supplied by the market, and these are believed to have positive effects on macroeconomic performance. 

Empirical literature. 
Root and Ahmed (1979) were among the first scholars to establish the positive role of the general infrastructure level on FDI. Schneider and Frey (1985) reexamined the issue for less developing countries and confirmed the results. In their influential paper, Wheeler and Mody (1992) employed a translog specification and uses a panel of 42 countries for the period 1982-1988 also interestingly reported that infrastructure quality (quality of transport, communications and energy infrastructure) exhibit a high degree of statistical significance and thus have large, positive impacts on investment. Loree and Guisinger (1995) constructed an indicator for infrastructure that encompassed measures such as highways, ports, communications and airports using principal components factor analysis and showed that the level of infrastructure did influence the flow of US direct investment. Kinoshita (1998), using survey data to study the locational determinants of foreign direct investment (FDI) by Japanese manufacturing firms in seven Asian countries, subsequently reported that infrastructure encourage firms to invest in a certain country with a reported regression coefficient of 0.26. More recently Cheng and Kwan (2000) confirmed the above for the case of 29 Chinese regions over the period 1985-1995. Kumar (2001) used a composite index of infrastructure availability for the case of 66 countries and concluded that ‘MNEs decision making pertaining to location of product mandates for global or regional markets sourcing is significantly influenced from infrastructure availability (with an infrastructure coefficient varying between 0.6 and 1.5) considerations and that infrastructure development should become an integral part of the strategy to attract FDI inflows in general’.  
Studies investigating the role of infrastructure in FDI in the African context have been very scarce and among the rare one features Asiedu (2002) who analysed 34 countries in Sub Saharan Africa over the period 1980-2000. Using the number of telephones per 1000 population to measure infrastructure development and controlling for classical FDI determinants she concluded that countries that improved their infrastructure were “rewarded” with more investments. In fact a one unit increase in infrastructure was estimated to lead to a 1.12 percent increase in FDI/GDP in the 1980s.  Sekkat and Veganzones-Varoudakis (2004) estimated a correlation coefficient of 0.45 for the case of Middle East and North African (MENA) countries the 1990s with a lower correlation coefficient of 0.21 for the case of the manufacturing sector.

While most studies validated the importance of infrastructure for FDI, there are also other studies which failed to validate the hypothesis. For instance Quazi (2005), on the other hand, could not established positive and significant relationship between infrastructure and FDI using panel data from 1995-2000 for a sample of seven East Asian countries such as the number of telephones per 1,000 people. The authors however admitted that ‘it is plausible that their proxy variables - the natural log of the number of telephones available per 1,000 people and the adult literacy rates, respectively, perhaps inadequately capture their true effects on FDI’. 
A review of literature suggests that while the role of infrastructure in attracting FDI has received increasing interest from academic scholars lately, yet these studies focused on the general level of infrastructure and moreover have largely ignored developing country cases, particularly small island developing states like Mauritius. Thus the current study attempts to fill in this gap and thus supplements the growing literature on FDI.  
METHODOLOGY
The aim of the paper is to investigate the effects of infrastructure, and more importantly to disentangle the role of transportation from the general infrastructure, after controlling for other classical determinants of FDI as used in the literature. To examine the hypothesis that well-developed regions with better infrastructure, particularly that superior transportation facilities, plays a role in the attractiveness of a location with respect to FDI, we augment a reduced form specification for demand for inward direct investment2  with relevant proxies for capital stock disaggregated into transport and non transport capital. 
Model Specification and Data Source.

We specified an economic model3 guided by empirical literature and augmented for the purpose of the study. 
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We use i to index the recipient sector and t to index time
The dependent variable, FDI, is measured as the net foreign direct investment inflow as a percentage of GDP to the respective sector. This is a widely used measure (see Adeisu, 2002; Quarzi, 2005; Goodspeed et al, 2006). This data series was made available from the Bank of Mauritius annual report.
Market Size: For foreign investors the size of the host market, which also represents the host country’s economic conditions and the potential demand for their output as well, is an important element in their FDI decision-makings. Moreover Scaperlanda and Mauer (1969) argued that FDI responds positively to the market size ‘once it reaches a threshold level that is large enough to allow economies of scale and efficient utilization of resources’. The importance of the market size has been confirmed in many previous empirical studies (Kravis and Lipsey, 1982; Schneider and Frey, 1985; Wheeler and  Mody, 1992; Tsai, 1994; Loree and Guisinger, 1995; Lipsey, 1999; Wei, 2000). To proxy for market size (SIZE), we follow the literature and use real GDP per capita. The figures are drawn from International Financial Statistics CD ROM. Since this variable is used as an indicator of the market potential for the products of foreign investors, the expected sign is positive. Per capita GDP may also proxy for capital abundance (Edwards, 1990) and investment climate (Wei, 2000; Aseidu, 2002). 
Labour cost:  Labor cost is a major component of total production cost and of the productivity of firms. Wage variables have thus been often included in the empirical literature and this is particularly true for labor-intensive production activities where a higher wage would deter FDI. However, wages may also be high because of high local inflows of FDI. We use the nominal wage rate (WAGE) of different sectors as a proxy for labor cost. We would generally expect a negative sign on the coefficient (e.g., countries with lower labor costs would attract more FDI). Data have been collected from the Central Statistical Office, Labour Division.
Human Capital: Foreign direct investors should be concerned not only with the cost of labor, but also with its quality. In fact the cost advantages accrued by lower wages in developing nations can well be mitigated by lowly skilled workers. A more educated labor force can learn and adopt new technology faster and is generally more productive. Higher level of human capital is a good indicator of the availability of skilled workers, which can significantly boost the locational advantage of a country. Root and Ahmed (1979), Schneider and Frey (1985), Borensztein et al, (1998), Noorbakhsh et al. (2001) and  Aseidu (2002) found that the level of human capital is a significant determinant of the locational advantage of a host country and plays a key role in attracting FDI. We control and test for the impact of labor quality, using the general secondary education enrollment rate (SER) available from the country’s Central Statistical Office, Labour division.
The corporate tax rates, TAX, of the host country represent another factor which foreign direct investors would consider and higher these tax levels of the host country would be expected to deter potential FDI.   There seems however to be mixed empirical results as for instance Kemsley (1998) and Billington (1999) have found the host country tax rate to be a significant factor in determining FDI inflows while Wheeler and Mody’s (1992) study have found the tax rate of the  host country insignificant. Tax rates were made available from the Ministry of Finance and Economic Development of the country.

Openness: It is a standard hypothesis that openness promotes FDI (Hufbauer et al. 1994). In the literature, the ratio of trade to GDP is often used as a measure of openness of a country and is also often interpreted as a measure of trade restrictions. This proxy is also important for foreign direct investors who are motivated by the export market.  Empirical evidences (Jun and Singh, 1996) exist to back up the hypothesis that higher levels of exports lead to higher FDI inflows.  We therefore include Trade/GDP in the regression to examine the impact of openness on FDI.

Quality of Infrastructure: The variable central to our study is that of infrastructure which has been decoupled into transport and non transport infrastructure. The theoretical underpinning has been discussed previously and it can be summarised that the quality of infrastructure in recipient countries can be a critical determinant of FDI. For the purpose of our analysis we have added two variables namely transport (TRANS) and non transport capital (NONTRAN) stock of the country to proxy for the level transport infrastructure (inclusive of air, land and water transport). These stocks have been constructed using the Perpetual Inventory Methodology (PIM) as recommended by OECD (2001) and the US Bureau of Economic Analysis (1999). PIM approach has been widely used in the literature (see Lighhart, 2000; Kamps, 2003 among others) and in fact computes the value of the capital stock by accumulating past purchases of assets over their estimated service lives  appropriately adjusted for the rate of depreciation. Non transport is equivalent to total public capital minus transport capital. It encompasses other public capital such as communication, energy, waste water and defense among. The Penn World Table 6.1 and the Accountant General Annual Report (various issues) provided the data for the construction of these forms of capital stock.
Recall the economic model 1 above and taking logs on both sides of the equation (for ease of interpretation) and denoting the lowercase variables as the natural log of the respective uppercase variable and t for time result in the following:
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Before considering the appropriate framework to estimate the econometric model, it is important to investigate if the panel set is stationary.

Panel Unit Root Test 
A central issue before making the appropriate specification, often ignored by past researchers, is to test if the variables are stationary or not. We thus carry out panel unit root tests on the dependent and independent variables. We follow the approach of Im, Pesaran, and Shin (IPS) (1995), who developed a panel unit root test for the joint null hypothesis that every time series in the panel is non stationary. This approach is based on the average of individual series ADF test and has a standard normal distribution once adjusted in a particular manner. Assuming that the cross-sections are independent, IPS propose to use the following standardized t-bar statistic:
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Where N is the number of panels, 
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converge weakly to a standard normal distribution as N and T → ∞. The panel unit root inference is conducted by comparing the obtained Ψ statistic to critical values from the lower tail of the N (0,1) distribution. 

Results of this test applied on our time series in levels are reported in table 1 below. In every case we reject a unit root in favor of stationarity (the results were also confirmed by the Fisher-ADF and Fisher-PP panel unit root tests) at the 5 percent significance level and it is deemed safe to continue with the panel data estimates of the above econometric specification (equation 2). Similar results have been obtained for the same of the two sub samples.
 Table 1: Panel unit root tests on levels of variables. 
	Variables
	IPS Statistics

	fdi

size
wage
xmgdp

tax

trans

nontran

sert
	-5.43

-4.74
-3.53
-4.42
-4.21
-3.53
-4.23
-3.98


Variables are in natural logarithmic forms.The test statistic, calculated as the difference between the average t-value and the expected value, and adjusted for the variance, has a N (0,1) distribution under the null of non-stationarity, with large negative values indicating stationarity (Canning ,1999).
Panel Data Estimates
Regression Analysis 

We employ both static and dynamic (Generalised Methods of Moments) techniques to identify and compare the determinants of FDI in the recipient country and its two broad sectors. In fact use of panel data allows not only to control for unobserved cross country heterogeneity but also to investigate dynamic relations. To test whether to use a random effect or a fixed effect estimation approach, the Hausman test has been used. In fact the Hausman test tests the null hypothesis that the coefficients estimated by the efficient random effects estimator are the same as the ones estimated by the consistent fixed effects estimator. The specification test was performed on both the aggregate and the two disaggregated panel sets and recommended the use of fixed effects model. Table 2 reports the relevant estimates 
Table 2: Panel data estimates : Fixed effects (6 sectors x 25 years(1981-2005))

Dependent variable fdigdp = (log of fdigdp)

	Variable
	Aggregate

 Sector
	Manufacturing Sector
	Service Sector

	Constant

size
wage
xmgdp

tax

trans

nontran

ser


	29.16
(0.07)

0.21
(1.43)
- 0.58
-(2.12)*

1.60
(1.76)*

-0.21
(-1.65)*

0.20
(1.98)*

0.15
(2.32**)

0.41
(3.59)***
	7.9

(1.82)*

0.12
(1.74)*
-0.74
(1.80)*

1.30
(1.71)*

-0.77
(-1.97)*

0.48
(2.95)*

0.28
(2.28)*

0.23
(1.82)*
	12.88
(3.23)**

0.16
(1.2)
-0.13
-(1.76)*

1.59
(1.44)*

-0.3
(-0.43)
0.16
(1.76)*

0.18
(2.35)**
1.5

(3.23)***

	R2
Number of observations

Hausman Test
	0.38

150
Prob>Chi2=0.088


	0.42
60
Prob>Chi2=0.02
	0.4
90
Prob>chi2=0.042


*significant at 10%, ** significant at 5%, ***significant at 1%

The small letters denotes variables in natural logarithmic and t values are in parentheses

We first consider the case of the aggregate sector panel set and subsequently the disaggregated panel sets, classified according to FDI flows to the manufacturing and the service sectors. Such disaggregation are hoped to give us additional insights as whether the various determinants, particularly with respect to transport and other infrastructure, affects FDI flows to these broad sectors differently (FDI in manufacturing being more productive than total)

From column 1 of table 2 (aggregate sector sample), it is observed that the robust coefficient of transport capital is positive and significant, implying that transport capital has been an important ingredient in attracting foreign direct investors. This is in line with the theoretical underpinnings discussed earlier. Non transport infrastructure provided by government is also judged to be important by these investors, though to a slightly lesser extent than transport. Such results are consistent with the findings (although they were based mainly on the general infrastructure) of Kinoshita (1998), Kumar (2001), Aseidu (2002) and Sekkat and Veganzones-Varoudis (2004) for the case of middle and low income countries. As far as the other explanatory variables are concerned, they are seen to behave according to theoretical predictions and are in line with recent empirical evidences. The country’s openness is reported to have the highest coefficient suggesting that might be the most important element from the foreign direct investors view. Indeed the country’s is one of the most open economies on the continent. It is economically highly dependent on the export market and also possesses until lately many preference markets.  The importance of human capital is worth being highlighted as well. 
Disaggregated sector-wise panel analysis (column 3 and 4 respectively) validates the fact that foreign direct investors are generally sensitive to both transport and non transport infrastructure of the country, though not as much other determinants. One striking fact is that investors in the manufacturing sector are seen to be more sensitive to these capitals as compared to those investing in the services industry. A plausible explanation is that transportation cost and reliability of transport for firms in the manufacturing industry are much more significant as compared to the service industry which consists mostly of the tourism industry. Thus better transport capital leads thus to reduced transportation costs, increased reliability and punctuality thus enhancing production in some sense. As such foreign direct investors in the manufacturing industry are more sensible to labour cost of the industry. The size of the local market appears to play a negligible role for both industries, as witnessed by the small coefficients obtained, suggesting that foreign investors are more concerned about the export market rather. On the other hand investors in the service industry are found to be more sensible, as compared to the other group, to the educational level of the country and one would argue that such is explained by the fact that the service sector required more skilled and educated labour force, especially in the tourism sector.
Dynamic Panel Data Regression.

In fact there still exists the possibility of endogeneity of the explanatory variables and the loss of dynamic information in a panel data framework. Indeed Quazi (2005) argued that foreign investors are typically risk averse and tend to favor familiar territories thus implying endogeneity and dynamism in FDI modeling. The author argued that it is very important for countries to ‘establish a track record of FDI inflow, which can help dispel the foreign investors’ fear of investing in an unknown location’. Noorbakhsh et al. (2001) also brought evidence that many Multinational Corporations test their new markets by staggering their investments, which gradually reach the desired levels after some time adjustments. It is expected that incremental lagged changes in FDI should therefore contribute positively toward the current level of FDI. In the words of Kinoshita (1998) ‘it takes time for the stock of FDI to reach the optimal level’. 
The incorporation of dynamics into our model necessitates equation above to be rewritten as an AR (1) model in the following. 
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where the LHS is the log difference in tourist arrivals over a period; fdiit = the log of fdi at the start of that period; xit= the vector of explanatory variables, that is x = [lgdp llabcost lxmgdp ltax ltrans lnontran lser] and αt = the period specific intercept terms to capture changes common to all sectors; μit = the time variant idiosyncratic error term.

Equivalently, above equation can be written as 
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We can also write the above in first differences 
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A problem of endogeneity might exist if fdit-1 is endogeneous to the error terms through uit-1, and it will therefore be inappropriate to estimate the above specification by OLS. To overcome this problem of endogeneity, an instrumental variable need to be used for Δtrit-1. Two approaches, namely Instrumental Variable (IV)(Anderson and Hsiao, 1982) and two GMM estimators (Arellano and Bond’s, 1991), first and second step respectively, can be used in this regard. We used the latter technique, as the IV approach leads to consistent but not necessary efficient estimates of the parameters (see Baltagi 1995). Moreover, the first step GMM estimator will be used since it has been shown to result in more reliable inferences. The asymptotic standards errors from the two step GMM estimator have been found to have a downward bias (Blundell and Bond 1998).

The results from estimating equation (5), extended with some lagged terms, using the Arellano-Bond (1991) first step GMM estimator are contained in table 3 (in Appendix). The various estimated equations passes all diagnosis test related to Sargan Test of Over-identifying restrictions and the Arellano-Bond test of 1st order and 2nd autocorrelation.
Table 3: Dynamic Panel Data Estimation (First Step GMM estimator) 

Dependent variable lnfdigdp = (log of fdigdp) (6sectors x 25 years(1981-2005))
	Variable
	All Sector. 
	Manufacturing sector
	Services sector

	Constant

fdi(Lagged)

dlgdp

llabcost

lxmgdp

ltax

ltrans

lnontran

Lser
	1.34
(0.47)

0.55
(3.54)***

0.08
(0.76)
- 0.23
(-1.83)*

0.54
(1.76)*

-0.05
(-0.54)

0.14
(1.87)*

0.09
(1.73)*

0.35

(1.93)*


	3.22
(2.73)**

0.64

(1.68)*

0.14

(1.19)
-0.32
(-1.74)*

0.62
(2.22)**

-0.22
(-0.87)

0.18

(2.13)**

0.07
(2.29)**

0.22
(1.85)*


	1.28
(1.88*
0.34
(1.69)*

0.08
(0.29)
-0.07
(-0.96)
0.42
(1.92)*

-0.11
(-0.22)
0.10
(2.02)*
0.04
(1.06)

0.45
(2.13)*



	Diagnosis tests

Sargan Test of Overidentifying restrictions

Arellano-Bond test of 1st order autocorrelation

Arellano-Bond test of 2nd order autocorrelation


	prob>chi2=0.15
prob>chi2=

0.38
prob>chi2=0.27
	prob>chi2=

0.19
prob>chi2=

0.45
prob>chi2=

0.34
	prob>chi2=

0.34
prob>chi2=

0.34
prob>chi2=

0.19


*significant at 10%, ** significant at 5%, ***significant at 1%

The small letters denotes variables in natural logarithmic, d denotes variables in first difference and the heteroskedastic-robust z-values are in parentheses

The results from the dynamic panel analysis confirm more or less the preceding ones.  Transport infrastructure base is observed to be an ingredient in the attractiveness of the country as an FDI destination and this is more pronounced for the case of foreign direct investment to the manufacturing sector even in the short run. Such is also the case for non transport public capital. Interestingly the positive and significant coefficient of fdit-1 from the table suggests that lagged FDI contributes positively towards the current level of FDI, that is there is a self-reinforcing effect of FDI on itself, and tends to confirm the existence of dynamism and endogeineity in FDI modeling. This is consistent with Quazi (2005). In fact the value of the coefficient of the lagged FDI is 0.55 for the aggregate sector sample case, implying a coefficient of partial adjustment α of 0.45. This means that net investment in one year is 45 percent of the difference between the optimal and the current level of fdi. The openness of the country, labour cost and educational level are also confirmed to be important ingredients in explaining the inflow of FDI in the country, while the size of the home county’s market and corporate tax are reported to be insignificant. 
CONCLUSIONS.
We analysed the role of infrastructure, segregated into transport and non transport infrastructure, as an ingredient in the attractiveness of a FDI recipient country, namely Mauritius. The paper takes into account FDI inflows to various sectors of the economy, classified as either manufacturing or services and moreover, due to the possibility of endogeneity, it employs both static and dynamic panel data estimates for the period 1981-2005. Results from the analysis shows that both transportation and non transport capital has been an important element, though to a lesser extent as to the other classical determinants, in explaining the flow of FDI to the various sectors of country. Disaggregated sector-wise panel analysis (manufacturing and services sectors) also confirms the fact that foreign direct investors are generally sensitive to both transport and non transport infrastructure of the country with investors in the manufacturing sector being more sensitive to these capitals as compared to those investing in the services industry. These investors are also more sensible to labour cost of the industry but such is not the case for the level of human capital in the country where the investors into the services seems to be more concerned about. The size of the local market plays a negligible role for both industries and there are evidences that foreign investors are more concerned about the export market. Analysis of the possibility of endogeneity using dynamic panel data framework also confirms the non negligible role of transport and also the existence of dynamism in FDI modeling. 
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Endnotes
1. Although a considerable volume of literature has highlighted the importance of physical infrastructure as a determinant of economic growth (e.g. Aschauer 1989 and Gramlich, 1994 for reviews)

2. The model has been extensively used in the literature and have generally included various subsets of explanatory variables of determinants of FDI such domestic market size, economic openness, human capital, tax incentives, labor costs, and quality of infrastructure among others ( see Wheeler and  Mody, 1992; Chen and Kwan, 2000; Adeisu, 2002 and Quazi, 2005). 
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