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‘AGENCY FOR INT‘ERNATIONAL DEVELOPMENT
© WASHINGTON. D C. 20523

ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR'AFRICA

FROM:‘;‘T.":.IF AFR/PD, WABW o

SUBJECT: Madagascall Agricultural Eiport Liberalization Prograi’
" (MAELP) ((687-0102)

Problem: Your approval is requested for a program grant of $16
million and a project grant of $2.735 million from the Development
Fund for Africa appropriation to Madagascar for the Madagascar
Agricultural Export Liberalization Program (687-0102).

Background: Since 1982 the Government of Madagascar has taken
strong action to correct severe fiscal and balance of payments
imbalances that had resulted from a poorly conceived investment
program launched in the late 1970's, excessive state intervention in
the economy, and adverse trends in the terms of trade. These
actions have succeeded in stabilizing the economy, but have not been
sufficient to restore real growth, with the result that living
standards for the majority of the population have continued to
decline. This frustrating lack of growth appears to stem from a
series of structural distortions that prevent private sector
producers, and producers of tradables in particular, from responding
to improved price and market incentives. Beginning in 1985, the
GDRM has attempted to remove these distortions through a series of
structural adjustment programs with the World Bank focussed on the
agricultural, industrial and commercial sectors. These programs are
only now beginning to show results and it is clear that much more
remains to be done. The GDRM remains committed to moving forward
with significant reforms in external trade, the financial system and
the parastatal enterprise sector. The MAELP will support
initiatives in one key area of this comprehensive reform program
that promise to bring immediate benefits to the small rural producer
who is the target of the A.I.D. prcgram in Madagascar, namely the
liberalization of agricultural export markets.

Discussion: The purpose of the Madagascar Agriculture Export
Liberalization Program is to remove policy and procedural
impediments to liberalized external agricultural markets in
Madagascar. These impediments have included state monopolies on
export of the traditional crops that account for 80% of all :
agricultural exports, excessive administrative approvals and
licensing procedures, and an administrative allocation of foreign.
exchange.

This program purpose is to be achieved through two distinct types..of
interventions:
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1) policy reform-conditioned dollar disbursements under
an agricultural sector grant to support the removal of specific '
policy and procedural constraints operating against the agricultural
export sector, and :

2) technical assistance training and studies to
consolidate the reforms addressed by the program grant and to
increase the GDRM and A.I.D's understanding of additional reforms
that are needed to further the liberalization process in the
agricultural sector.

Program grant funds from the FY 1988 obligation will be disbursed in
two equal tranches of $8.0 million. Technical assistance and
training under the project grant will be targeted to private
entrepreneurs with an interest in entering or expanding export
trade, and will aim to provide these entrepreneurs with the business
skills needed to respond to emerging opportunities in agricultural
export markets. Study tours and seminars will focus on policies that
promote an expanded private sector role in the agricultural export
market, while studies will identify remaining constraints in three
closely-linked areas - rural financial markets, input and product
markets and consumer goods supply in rural areas - where reform will
be essential to sustain progress in agricultural sector reform into
the future. A baseline survey, monitoring system and carefully
focussed evaluations will enable A.I.D. to closely track progress in
achieving program objectives.

The intended beneficiaries of the MAELP are first and foremost the
small rural producer engaged in export crop production (export crops
are the main source of livelihood for one-third of Madagascar's
population, and the great majority of export crop producers are
small farmers), and secondarily, the private entrepreneurs engaged
in the collection, processing and export of Madagascar's export
crops.

Local currencies generated by the sector grant will be programmed
within the GDRM budget to initiate that much-needed budget reform
(until now all donor counterpart has been used off-budget), and will
address a critical constraint to agricultural export growth - road
transport - by financing the construction cost of a major program to
rehabilitate farm to market roads.

The total cost of the program is $25.030 million of which $18.735

million will be provided by A.I.D. and $6.245 million by the
Government of Madagascar. Private sector beneficiaries of training
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and technical assistance will contribute $0,050 million to project
funding. A.I.D.'s contribution of $18.735 million will consist of a
$16 million program grant and a $2.735 million project grant. The
A.I.D., GDRM and others contribution will support the following

inputs:

Input USAID ($000) GDRM Private
Agricultural Sector Support $16,000 $6,100
Studies 435 25 '
Training B 1,200 60 30
Technical Assistance _ 800 50 20
Evaluation and Audit 100 -
Contingency . 200 10

Total $18,735 $6,245 $50

The MAELP is fully consistent with the 1986 CDSS for Madagascar and
the Concepts Paper approved in February of 1988, The PAAD - with
the PP elements contained therein - demonstrates that the program is
economically, technically and socially sound and administratively
feasible. The constraints imposed by OAR/Madagascar's limited staff
are to be addressed by hiring a full-time program manager with
project funds and by contracting out a majority of training and
technical assistance activities. The technical design and cost
estimates are reasonable and adequately planned, thereby satisfying
the requirements of Secticn 611 (a) of the Foreign Assistance Act of
1961, as amended. In addition, the requirement for a 25% host
country contribution is met in that the host country will agree to
fund training, technical assistance and studies under the project
and will provide $18.0 million in local currency which will be used
for construction of the Seventh Highway Project as well as to
establish a $600,000 trust fund to cover some of USAID's operating
expenses. The timing and funding of project activities are
appropriately scheduled, and adequate provision has been made for
evaluation and audits. The environmental analysis resulted in a
categorical exclusion. There are no human rights concerns with an

impact on this project.

Additional grant funds will be obligated in FY 1989 if the 1989 AID
evaluation and review of GDRM's policy reform progress, deems
continued A.I.D. support for agricultural market liberalization
through MAELP appropriate and additional policy reforms are
identified. Amendment of this program would serve as the
authorization mechanism for the additional funds.

Conditions Precedent and Covenants: The Conditions Precedent to Dis-
bursement established for the release of the first tranche of $8.0
million relate to the elimination of government monopolies for the
marketing of the traditional export crops (cloves, coffee, pepper)

and the maintenance of free access to these markets for private
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operators, and to the continued allocation of foreign exchange
through an open and market-clearing system. Also a third
subcondition requires the GDRM to submit a schedule for meeting the
conditions precedent to the second disbursement of funds.

CP's for the release of second tranche funds call for the successful
implementation of policies and procedures to promote liberalized
agricultural export market operations as well as the continued
allocation of foreign exchange through an open and market-clearing
system. An external review will be conducted to assess performance
in meeting progress indicators whose recommendation will be the
basis of second tranche release.

Covenants are intended to assure that policy reforms are not
reversed, that the private sector will be the primary beneficiary of
project-supported training, and that a special local currency
account will be established and regularly reported.

Justification to Congress: A Congressional Notification was sent
to the Congress on June 29, 1988, The 15 day waiting period expired
on July 14, 1988,

Recommendation: That you approve the attached PAAD face sheet and
Project Authorization for the Madagascar Agr1cultura1 Export
Liberalization Program,

Attachments:

1. Project Authorization

2. Program Assistance Approval Document ‘
Clearances: 5
DAA/AFR: WBollinger kifgé? Date 1 At
DAA/AFR: E.L. Saiers 7~ Date p)
AFR/PD/EAP:JSchlesinger draft Date i
AFR/EA:DLundberg draft Date
AFR/PD:JGraham U Date ZoTid, %
AFR/DP/PAR:JWolgin //"draft Date ’
AFR/CONT:RKing V draft Date
GC/AFR:AAdams draft Date

PPC/PDPR :RMaushammer dukt () Date ~ Z/i¢/5%
State/AF/E: JDavison o Date

State/AF/EPS: CFreeman draft Date




CLASSIFICATION

AGENCY FOR INTERNATIONAL DEVELOPMENT

PROGRAM ASSISTANCE
APPROVAL DOCUMENT

1. PAAD Number

687-T-603 687-0102

4, Country
Madagascar

3. Category
Madagascar Agricultural Export
Liberalization Program

(PAAD) 4, Date
May 1988
5. To Charles Gladson G.NOYAB Change Number
Assistant Administrator for Africa el
8. OYB Increase
N.A.

% Fromg amuel Rea

A.I.D. Representative to Madagascay T°be taken from:

__.Approval Requested for Commitment of 10. Appropriation Budget Plan Code .
-3 16,000,000
!1. Type Funding 12. Local Currency Arrangement 13, Estimated Delivery Period 14. Transaction Eligibility Date
L Loan Grant _| []1nformal Formal (] None N.A. N.A.
15, Commodities Financed

16, Permitted Source

17, Estimated Source

U,S, only U.S.
Limited F.W. Industrialized Countries
Free World Loca!

Cash $ 16 ,jQQOI 000

Other

18. Sammary Description

The Madagascar Agricultural Export Liberalization Program (MAELP) is
intended to support the efforts of the Government of the Democratic
Republic of Madagascar (GDRM) to restructure its agricultural sector and

will focus, in particular,
to liberalized agricultural

have been the most serious obstacles
Madagascar,

on removing policy and procedural impediments
export markets.
export of the traditional crops of coffee,
(which together account for about 80% of export revenues),
producer prices, and cumbersome and discriminatory

Government monopolies on
cloves, vanilla and pepper
low fixed
licensing procedu:es
to agricultural export growth in

The removal of these and other policy and procedural

constraints will improve market opportunities and producer prices, and

will increase private sector
of agricultural export crops.

participation in all stages of the marketing
Over the longer term,

environment should provide an incentive for increased

traditional and non-traditional export crops,

the improved export
production of both
which are the principal

source of income for almost one-third of Madagascar's population, as well

as export revenue for the country.

o ‘
19, Clearances at 20. Action
C. Peasley AFR/PD A2YYY ?}’[Dlﬂ,g% .
D. Lundberg AFR/EA ([, A 73 ] /75700 (9~APPROVED ] DISAPPROVED
J. Westley AFR/DP 7/ WA 7S - '
A. Adams GC/AFR 'le/; 1111 )\};fhcsrizcd Signaturz Z Date
ﬁ ;?kni$%fm ¢z41%rQﬁ7 9L02 0 Vems 7 g V- fof ~ TSI
in - i Acat . '
W.Bulginger'DAA/AFR §%§C5 ,3{Z$<fé5 Title Asgistant Administrator for Af7ica
ELSaiers DAA/AFE \7?4// 7 73{ ICATION: - \{j?



The MAELP consists of a US$ 16,000,000 agricultural sector
grant which will be disbursed in two equal tranches following
the satisfaction of policy reform conditions, and an
accompanying US$ 2,735,000 project grant for supportive
technical assistance, training and studies. In FY 1989,
additional funds may be obligated if the review of policy
reform progress planned for January 1989 deems continued A.I.D.
support for agricultural market liberalization through MAELP
appropriate and additional policy reforms are identified.
Technical assistance and training are designed to make the
proposed policy reforms effective, while the studies will
analyze remaining constraints in input, product, and financial
and consumer goods markets without whose removal export
marketing of agricultural products will quickly reach its
limits. Performance in achieving policy reform objectives will
be closely monitored on the basis of progress indicators, both
through a baseline and follow-up household income and
expenditures survey and periodic evaluations. The following
conditions and covenants will be included in the program grant

agreement:

CONDITIONS PRECEDENT TO DISBURSEMENT

1. Prior to the disbursement of the first tranche of $8.0
million under this Agreement or to the issuance of
documentation by A.I.D. pursuant to which such disbursement
will be made, the Grantee will except as A.I.D. may otherwise
agree in writing, furnish to A.I.D., in form and substance
satisfactory to A.I.D., evidence that the Grantee has carried

out the following:

i. On the basis of prior discussions and agreement with
A,I.D., opened export marketing of the traditional export
crops (coffee, cloves and pepper) to the private sector and
continues to permit private operators to operate on an
equal basis with public sector firms;

ii. Instituted the Open General Licensing (OGL) System or
an agreed alternative system to allocate foreign exchange
in an open and market-clearing manner; and

iii. Submitted a letter to USAID which outlines the GDRM's
proposed schedule for meeting the conditions precedent to
the second disbursement.

2, Prior to the disbursement of the second tranche of $8.0



million under this Agreement, the CGrantee shall, except as
A.I.D. may otherwise agree in writing, furnish, in form and
substance satisfactory to A.I.D. evidence that (a) it has met
all the conditions set forth hereunder for the release of the
second tranche of $8.0 million, and (b) the Democratic Republic
of Madagascar has successfully implemented policies and
procedures to promote liberalized agricultural export market
operations, and continued to allocate foreign exchange in an
open and market clearing manner through the OGL or an agreed
alternative mechanism, as determined by measurement of the
following progress indicators:

i, The share of traditional crops marketed by private
operators has increased to at least 50% of total value for

at least two of those crops.

ii. There is free access to export markets for all
non~traditional export crops.

iii. The OGL system or an agreed equivalent mechanism
operates as planned with respect to receipt of the full
amount of foreign exchange applied for within the six
working day time period specified in the implementing
regulations for the OGL.

iv. The number of administrative approvals, clearances and
fees for export transactions has decreased and the time
required to process an export shipment has been reduced to
less than three days.

v. The Government will have publlshed an export guide
providing a complete and concise summary of all export
regulations in effort.

These progress indicators will be the subject of an
Implementation Letter (IL) to be issued following the signature
of the Grant Agreement. The IL will establish the baseline
against which the progress indicators will be measured as well
as the performance targets to be met. Upon notification, that
the conditions precedent to disbursement for the second tranche
have been met, A,I.D. will designate an external review team to
assess the progress made and to determine whether performance
satisfies the conditions for second tranche release. This
assessment will be held as soon as feasible after notification
is received, except that it shall be held no earlier than
December 31, 1988.

The Program Grant Agreement will contain the following
covenants: o v
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Covenants: The Grantee shall covenant, that unless'AQI;D;-
otherwise agrees in writing: S

i. It will not in any way discontinue, reverse or o
otherwise impede any action it has taken under this
Agreement in satisfaction of any condition precedent
to initial or subsequent disbursements.

ii. It will establish a Special Account and to have
deposited therein local currency of the Democratic
Republic of Madagascar in a sum equivalent to the
dollars disbursed to the Grantee under this
Agreement. The amount of the local currency to be
deposited in th~ Special Account shall equal each
dollar disbursement, and will be determined by using
the highest exchange rate per US dollar which is not
unlawful in Madagascar on the date of disbursement of
the corresponding dollar amount. Funds will be
deposited in three equal installments in the fourth,
fifth and sixth months following disbursement of the

dollars.

(b) Except as provided in subsection (c) below, or
except as A.I.D. may otherwise agree in writing funds
in the Special Account shall be used to finance the
local costs of the Seventh Highway Project and for
such other purposes as may be mutually agreed upon by
A,I.D. and the Grantee.

(c) Not less than US$ 600,000 from the Special
Account over three years shall be made available to
the United States Government for the requirements of
operating the USAID program in Madagascar., .

(d) The Grantee agrees to furnish A.I.D. with such
reports and information relating to activities
financed with funds from the Special Account and the
performance of the Grantee's obligations with respect
thereto as A.I.D. may reasonably request. The Grantee
will maintain, or cause to be maintained, in
accordance with generally accepted accounting
principles and practices consistently applied, such
books and records relating to the Special Account as
are necessary to adequately show, without limitation,
the receipt and use of funds from the account by the
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Grantee for agreed purposes. Such books and records
will be audited regqularly and in accordance with
generally accepted auditing standards, and maintained
for at least three years after the date of the last
deposit into the Special Account required under this
Agreement.

(e) A.I.D. or any of its authorized representatives
shall have the right to inspect, at all reasonable
times, the books and records maintained by the Grantee
as required under this Agreement and to inspect the
activities financed from the Special Account.
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2. COUNTRY[ENTITY 3. PROJECT NUMBER
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4. BUREAU/OFFICE
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INSTRUCTIGNS

The approved Project Data Sheet summarizes basic data on the project and must provide reliable data for
entry into the Country Program Data Bank (CPDB). As a general rule blocks 1 thru 16 are to be complet-
cd by the originating office or bureau. It is the responsibility of the reviewing bureau to assume that
whenever the original Project Data Sheet is revised, the Project Data Sheet conforms to the revision.

Block 1 -Enter the appropriate letter code in the box, if a change, indicate the Amendment Number.
Block 2 - Enter the name of the Country, Regional or other Entity.
Block 3-Enter the Project Number assigned by the field mission or an AID/W burcau.

Block 4 - Enter the sponsoring Burcau/Office Symbol and Code. (Sce Hesdbook 3, Appendix 54, Toble 1, Page 1
Jor guidance.) .

Block 5 - Enter the Project Title (stay within brackets; kmit to 40 cheracters).

Block 6 - Enter the Estimated Project Assistance Completion Date. (Sec AIDTO Circuler A-24 dated 1/26/78, pare-
_Eaph C Page 2.)

Block 7A. - Enter the FY for the first obligation of AID funds for the project.
Block 7B. - Enter the quarter of FY for the first AID funds obligation.
Block 7C. - Enter the FY for the last AID funds obligations.

Block 8 - Enter thc amounts from the ‘Summary Cost Estimates’ and ‘Financial Table’ of the Project
Data Sheet.
NOTE: The L/C column must show the estimated U.S. dellars to be used for the financing of local
costs by AID on the lines corresponding to AID.

Block 9 - Enter the amounts and details from the Project Data Sheet section reflecting the estimated rate
of use of AID funds.
Block 9A. - Use the Alpha Code. (See Handbook 3, Appendix 5A, Table 2, Page 2 for gridance.)

Blocks 9B., Cl1. & C2. - See Handbook 3, Appendix 5B for guidance. The total of columns 1 and 2 of
F must equal the AID appropriated furds total of 8G.

Blocks 10 and 11 - See Handbook 3, Appendix 5B for guidance.

Block 12 - Enter the codes and amounts attributable to each concern for Life of Project. (See Handbook 3,
Appendix 5B, Attachment C for coding.)

Block 13 - Enter the Project Purpose as it appcars in the approved PID Facesheet, or as modified during
the project development and reflected in the Project Data Sheet.

Block 14 - Enter the evalvation(s) scheduled in this section.

Block 15 - Enter the information related to the procurement taken from the appropriate section of the
Project Data Sheet.

Block 16 - This block is to be used with requests for the amendment of a project.

Block 17 - This block is to be signed and dated by the Authorizing Official of the originating of ﬁc.c..'l.'hc
Project Data Sheet will not be r~vicwed if this Data Sheet is not signed and dated. Do not initial.

Block 18 - This date is to be provided by the office or bureau responsible for the processing of the docu-
ment covered by this Data Sheet.

AID 13304 (8-79) back
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Project Data Sheet.
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ment covered by this Data Sheet.
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Project Authorization-

Name of Country: Madagascar

Name of Project: Madagascar Agricultural EXﬁb;Ef

Liberalization Program

Number of Project: 687-0102

1.

Pursuant to the Foreign Assistance Act of 1961, as amended,
and the provisions in the appropriations heading
"Sub-Saharan Africa, Development Assistance", contained in
the Foreign Operations, Export Financing, and Related
Programs Appropriation Act of 1988, I hereby authorize the
Madagascar Agricultural Export Liberalization Program for
the Democratic Republic of Madagascar, ("Cooperating
Country") involving planned obligations of not to exceed
Two Million Seven Hundred and Thirty-five Thousand U.S.
Dollars ($2,735,000) in grant funds ("Grant"™), over a three
year period from the date of authorization, subject to the
availability of funds in accordance with the A.I.D.
OYB/allotment process, to help in financing foreign
exchange and local currency costs of the project

component. The planned life of the project component is
three years from the date of initial obligation.

This project comporent will complement a program
agricultural sector grant whose purpose is to remove policy
and procedural impediments to liberalized agricultural
export markets in Mcdagascar. The project component will
support achievement of that purpose by funding (i) training
and technical assistance designed to provide Malagasy
entrepreneurs with the skills needed to respond to emerging
export opportunities and strengthen in-country business
training; and (ii) studies to identify remaining policy
constraints to liberalized export markets and distortions
in closely-linked rural financial, product, input and
consumer goods supply markets and to recommend solutions
for their removal.

The Project Agreement, which may be negotiated and executed
by the officer to whom such authority is delegated in
accordance with A,I.D. requlations and Delegations of
Authority shall be subject to the following essential terms
and convenants and major conditions, together with such
other terms and conditions as A.I.D. may deem appropriate:



(a) Source and Origin of Commodities, Nationality of

Services: The nationality for services, including ocean
transportation services, and the source and origin of
commodities financed under the project shall be as set
forth in the Africa Bureau Instructions on Implementing
Special Procurement Policy rules Governing the Development
Fund for Africa (DFA), dated April 4, 1988, as may be from

time to time amended.

(b). Covenant: The Cooperating Country shall covenant

that unless AID otherwise agrees in writing, it will abide

by the criteria and procedures outlined in Annex 1 of the .
Grant Agreement for the selection of participants under the

training programs funded under the oject component and
for the provision of technical/;ggzigance.

Clearances:
DAA/AFR:WBollinger \)"-Q?

Charles I/,
Assist

Africa

adson R
dministrator for-

2 -Gt d
Date

DAA/AFR:ELSaiers A& 7

Date _291\/4 55;
Date

Date 7 [|4[4f

AFR/PD/EAP:JSchlesinger /|
AFR/EA:DLundberg gfgf . |

Date Y //5 /P

AFR/PD:CPeasley /- )

b

AFR/DP/PAR:JWolgin fLA /S

M/FM:EOwens 984

Date

Date

Date __ %/(4"4
1

|
GC/AFR: DKM 7/15/88

L(L



SUMMARY AND RECOMMENDATIONS

I.
II. ANALYTICAL FRAMEWORK
A. Setting
1, Physical
2, Human
3. Economic
B. Economic Analysis

1. Centralization and Economlc Cbllapse
2. Stabilization v

3. Structural Reform ~ the need

4, Structural Reform - the future

C. Social and Institutional Constraints

D. Mission Strategy

III. PROPOSED PROGRAM

A, Goal and Purpose

B. Policy Dialogue Agenda

C. Description of Program Activities
1. Introduction
2. Policy Reform Conditioned Sector Grant
a. Objectives and Progress Indicators
b. Conditionality and Tranching
Cc. Monitoring and Assessment
3. Policy-Dialogue Linked Project Activities
a. Studies
b. Technical Assistance and Training
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I. SUMMARY AND RECOMMENDATIONS

The proposed Madagascar Agricultural Export Liberalization Program grows out
of a clear need to address policy impediments which limit the ability of
Madagascar's small agricultural producers to respond to the pattern of
improved incentives which they now face as a result of successful :
stabilization measures implemented by the government. The program is intended
to stimulate the production of agricultural export goods so as to improve
rural incomes and employment. This is expected to broaden the domestic market

for mass consumption goods and provide a firmer basis for the expansion of
output and employment for the economy as a whole.

After growing at an average annual rate of about 3 percent per year in the
1960s, based largely on strong agricultural performance, the economy of
Madagascar underwent a drastic deterioration following the 1972 and 1975
revolutions. The socialist regime which came to power in 1972 emphasized
state control of the economy, nationalized most large private firms, and
established a government monopoly over the marketing of agricultural products
and inputs. These policies resulted in stagnating agricultural output,
steadily rising agricultural imports, and declining per capita cutput and
consumption for the economy as a whole. By 1982, real GDP per capita had
fallen by 28 percent from its 1973 level, external debt service obligations
had reached 72 percent of exports of goods and non-factor services, and
declining import capacity threatened still further declines in output,
employment, and consumption.

Beginning in 1982, the government began moving aggressively to reduce the
fiscal and balance of payments deficits. In all, the central government cash
deficit was reduced from 14.9 percent of GDP in 1981 to an estimated 3.1
percent in 1988. The government was somewhat slower to adjust the exchange
rate. Although adjustments of the nominal rate began as early as mid-1980,
the initial adjusuments were inadequate to cEfset accelerating inflationary
pressures and the real effective exchange rate peaked in mid 1983. Subsequent
adjustments including two large devaluations in the second half of 1986 and in
June 1987 have left the real effective exchange rate at about half its 1978
value.

Although fiscal and exchange rate adjustments succeeded in restoring the
balance of payments essentially to zero in the 1984-87 period (albeit with a
great deal of debt rescheduling) while halting the decline in output,
stabilization by itself has not been sufficient to restore an acceptable rate
of growth. The reasons for this can be traced to a series of structural
distortions, primarily introduced during the 1970s, which have prevented
private sector producers, and producers of tradables in particuiar, from
responding to an improved generalized pattern of price and market incentives.
In some cases, these distortions were preventing an improved pattern of
incentives from being reflected at the producer level, as in the case of price
and markup controls at the retail level, price controls and regionai marketing
restrictions for agricultural products, especially rice, and public sector
export monopolies (caisse de stabilization) for the country's principal export
crops. In other cases, the structural obstacles prevented producers from
responding effectively to the price signals that they received, as in the case
of cumbersome export licensing procedures, rigid and somewhat arbitrarily
administered exchange controls which blocked access to essential inputs and
gspare parts, and finally an inefficient public sector banking system burdened
with a large volume of non-performing parastatal debt.
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Since 1985, the Government of Madagascar has entered into a series of
sectorally oriented structural adjurtment credits with the World Bank to
address this wide range ofstructural impediments to improved growth. The
details of these programs are beyond the scope of this summary but they have
attempted to deal in a systematic way with the structural impediments in each
sector. As a result of these reforms, the exchange regime has been made more
predictable and automatic, most price controls have been eliminated, regional
transportation restrictions imposed at the national level have been eliminated
(although regional government taxation and ad hoc restrictions remain a
problem), and substantial progress has been made in the liberalization of the
rice market.

Rice market liberalization has been by far the most controversial aspect of
the reform program and the government's performance has been mixed. Prior to
May 1983, the Government had an absolute monopoly of the purchase and sale of
rice. Since that time, the government opened rice marketing to private sector
participation except in two geographic areas which accounted for 25 percent of
total production, abolished the legally established ceiling price for rice,
and finally eliminated the remaining regional monopsonies. As a result of
these measures, regional price differentials fell substantially, many new
traders entered the market, and the number of private mills increased from 11
in 1983 to 90 by 1985.

Following a large increase in consumer rice prices in early 1986, the
governmznt established a "buffer stock" to limit upward movements in retail
prices but the conditions for the release of buffer stock rice has been a
major point of controversy between the government and donors in the period
since 1986. Beginning in late 1987, PROCOOPS, an ostensibly private sector
organization with strong political connections with the governing AREMA party,
began below-market sales of rice donated by North Korea in Antananarivo and
Tamatave. While not technically a violation of the agreement with the World
Bank and other donors, its actions are certainly a violation of the spirit of
those agreements.

The actions of the government and PROCOOPS are of considerable concern to

AID. Yet they should be kept in perspective: the government has not
reestablished price controls or restricted private sector milling or marketing
of rice; and 1988 imports by the government and PROCOOPS are estimated at 110
to 120 thousand metric tons, approximately the same volume of imports which
were undertaken in 1984 and 1985 and considerably less than the level of
imports of 1986 or the period beforc 1984.

The GDRM has never explained its reasons for the backtracking but they clearly
relate to concerns that the cumulative effect of exchange rate adjustment,
government spending cuts, and price liberalization have had a disproportionate
adverse impact on the living standards of the urban middle class. The
toleration of this group for policy reform in general is critical to the
success of the government's overall economic recovery efforts.

Because of the extreme political sensitivity of the rice pricing question, AID
has chosen not to attempt to achieve further gains on that policy front at
this time, but rather seeks to support further policy reforms in the area of
small-farmer-produced export crops. This is a policy area which addresses the
GDRM's immediate balance of payments concerns and furthers AID's objectives of
improving small farmer income.
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The Madagascar Agricultural Export Liberalization Program (MAELP) has two
major components: (1) direct program assistance in support of policy reform
in the agricultural export area, and (2) a project component made up of
studies, technical assistance, and training which is designed to clarify and
develop support for a broader policy reform agenda. In addition to the policy
reforms to be immediately supported by the program, the policy studies will
examine policy impediments to the efficient operation of the full range of
markets in which small farmers transact, including rural financial markets,
agricultural input and product markets, and the markets for consumer goods in
rural areas. These are areas where needed changes are not yet clearly
defined, despite widespread recognition that problems exist. The results of
these studies and technical assistance will form the basis of future policy
dialogue, whether or not supported by additional policy-based assistance.

Of the total planned $18.735 million in AID contribution to MAELP in FY 1988,
$16 million will be disbursed in support of policy reform. Disbursements will
be made in two tranches. The first is expected to be made shortly after
signature of the grant agreement in July 1988, on the basis of the substantial
dismantling which has already taken place - in part due to A.I.D.'s
encourtgement - of government monopolies for three of the chief traditional
agricultural export crops. This action has already been announced by the
GDRM. The second disbursement, which could be made as early as January 1989,
will be based upon the performance of a small number of objectively verifiable
indicators of the effective implementation of these same reforms. The
performance of the GDRM, as reflected in these key indicators, will be
examined by an external review team, which will make a recommendation to
OAR/Madagascar concerning the release of the second tranche. This review team
will also be tasked with recommending whether AID should obligate additional
funds in FY 1989 under MAELP for agricultural market reform, and if so, what
conditions should be attached to that support. OAR/Madagascar intends to
continue to support the consolidation of the reforms identified in this
document - or needed reforms identified by the studies to be undertaken under
the MAELP - if such support is warranted.

The $2.735 million programmed for project assistance will support technical
and policy studies, training, and technical assistance. The study activities
will be designed both to clarify the remaining reforms needed in complementary
areas (rural finance, input and product markets) to sustain the momentum
generated by liberalization of agricultural exporc markets, and to build a
constituency for the reform effort among a broad spectrum of academics,
businessmen, and government officials. The most important of the studies to
be undertaken early in the project is a baseline rural household income and
expenditure survey. This survey will provide badly needed basic information
on the components of small farmer real income and will guide future policy
dialogue efforts. Beyond this, if the program is successful, the survey and
subsequent follow-up surveys will demonstrate that success both to the
Malagasy and to us. On the other hand, if there should be a breakdown between
the program activities and the achievement of its goal and purpose, the
follow-up surveys will provide us with both an early warning system to
identify that breakdown and with suggestions for further study areas and

corrective measures, either additional policy reforms or project interventions.

The MAELP comes at a time when the Government of Madagascar has shown its
commitment to moving ahead with a far-reaching program of economic reform that
extends to all key sectors so as to take advantage of the improved

<
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competitiveness so painfully won from the country's stabilization efforts.

This commitment deserves support of international donors, including AID, to
insure that sufficient resources are available to meet the minimum financial
needs of the government and to encourage the Government of Madagascar to
persist in implementation of measures so that the full benefits of the policies
will be realized. 1In FY 1989, additional funds may be obligated if the review
of policy reform progress planned for January 1989 deems continued A.I.D.
support for agricultural market liberalization through MAELP appropriate and
additional policy reforms are identified.

ITI. ANALYTICAL FRAMEWORK
A, Setting
1. Physical Environment

Madagascar is an island mini-continent located in the south Indian Ocean 250
miles off the east coast of Africa. At 590,000 square kilometers,
approximately the size of Texas, it is the fourth largest island in the world.
A mountain chain extending nearly the length of the island from northeast to
southwest creates a central plateau region known as the Highlands which has an
average altitude of 1000 meters above sea level. A steep escarpment separates
this region from a sub-equatorial coastal strip to the east where most of the
island's tropical export crops are grown. To the west, the land descends
gradually first into rolling savannahs in the Middle West, then to delta plains
and baobob forests on the west coast. The Highlands are drained by numerous
fast flowing rivers and streams which empty into natural lagoons along the
coasts. The south is a region of semi-desert, marked by thorny vegetation,
seasonal rivers and unusual rock formations.

2. Human Environment

Madagascar's people and culture are as unique as their physical environment.
The result of several waves of migration from Southeast Asia, East Africa and
other Indian Ocean islands beginning some 1500 years ago, the Malagasy of today
reflect these diverse origins. The peoples of the Highlands, the most numerous
of whom are the Merina, have features reminiscent of Indo-Malays, while the
cattle cultures of the southern Mahafaly and Antandroy in the south recall East
African societies. Although divided into 18 distinct ethnic groups, all
Malagasy speak dialects of one language which is comprehensible to all in its
written form. The French language introduced during the colonial period
continues to be widely used in government, schools and commerce. Likewise,
cultural traditions centered around reverence for the ancestors can be found
throughout the island. A hierarchical ranking of society that developed during
the pre-colonial monarchy persists and influences social relations. Nearly
half of the population practices some form of Christianity, while a small
minority of descendants from Arab traders in the north, as well as members of
the Indo-Pakistani and Comorian communities, follow the Islamic faith. The
non-Malagasy population includes Chinese and French as well as the
Indo-Pakistanis.

3. Economic Environment

Madagascar has considerable economic potential. Its fast flowing rivers and

streams represent a largely untapped source of hydre:lectric power and

irrigation water. The country is moderately rich in minerals and gems, many of

which are found in quantities insufficient to justify the cost of extraction. ' ¥
Chromite, mica and graphite are currently exploited for export, ;)iz)
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while known sources of coal, uranium and oil-bearing tar sands remain
unexploited. Many years of exploration for oil in the south and west have
recently resulted in the discovery by Petrocanada of a promising site near
Morondava in the west. However, the most lucrative find to date is a deposit
in the southeast of the strategic metal titanium, said to be one of the
largest in the world. Plans for exploitation are underway despite the fact
that the site is now a nature reserve harboring some of Madagascar's many
unique plant and animal species. With extensive beaches along the coast and
offshore islands, as well as its unique biological wealth, Madagascar also
possesses strong potential for tourism.

B. Economic Analysis

The following discussion outlines Madagascar's recent social and economic
history, from the revolutions of the early 1970s to the present, providing an
understanding of what problems the country has faced, how it has responded,
and what future actions need to be undertaken in order to further the
country's development. In this discussion, the principal objectives are to
describe the collapse of the economy in the early 1980s, the stabilization
efforts and their successes, the need for structural adjustment, and the
limits posed by social and institutional factors. The particular program
intervention is derived from this analysis. The Mission Strategy concludes
the discussion. A full discussion of the economic reform program and its
social and institutional context can be found in Annex B.

1. Centralization and Economic Collapse

Madagascar is one of the world's poorest countries. With a population
estimated at 10.6 million in 1987, the country's annual gross domestic product
equals just $265 per person, a level which has been virtually stagnant for the
last several years. Rapid population growth of nearly 3 percent per year
compounds the problem, and has resulted in declining real per capita income.
The situation has not always been quite this bleak.

In the 1960s, during the decade following independence, the Malagasy economy
grew at approximately three percent per year. This was faster than the then
rate of population growth, and produced small increases in real per capita
incomes. Frustrated with the slowness of the growth, however, and disturbed
by the unequal distribution of the proceeds of that growth, the country
underwent. socialist revolutions in 1972 and again in 1975. A principal
concern of each revolution was reducing foreign, interpreted as French and
western, interference in the country, increasing the role of indigenous
Malagasy in the country's economy, and reducing individual control of and
profit from the exploitation of the country's natural resource base.
Specifically, the revolutions resulted in increasing state control over
various aspects of the economy, including the institution of parastatal
monopolies for marketing rice and other crops, banking, energy, insurance,
imports, exports, and the expansion of public enterprises in several
industries.

In addition, the centralized, post-independence Government structure was
decentralized, allowing the fokontony, or local, government broad new rights
to impose and collect taxes as well as to provide services. Regulatory
intervention of the central and local governments also increased
substantially, price controls were generalized, and import restrictions and

-
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exchange controls tightened. The net result of these actions was a general -
neglect of the productive, agricultural sector, and a promotion of inward
looking production activities in a highly protected environment.

These changes did not produce the intended acceleration of growth which the
Government desired. As a result, the government attempted to reverse the
economic decline of 1972 to 1978 through a massive public investment program
designed to hasten industrialization through capital intensive technologies
while imposing further pricing and marketing policies which favored uiban
consumers. This industrial expansion effort began in 1978. ’

These attempts to stimulate the expansion of Madagascar's stagnating economy
contributed to the economic crisis which began in 1980-81. The share of
investment in GDP had averaged 13 percent from 1970 to 1978, but mushroomed to
25 percent for 1978-79. The financing of this massive expansion contributed
to a large public sector deficit without adding to productive capacity. By
1980, the budget deficit equaled 18 percent of GDP, inflation grew at more
than 30 percent per year in 1981 and 1982, and the debt service ratio
exploded, from just four percent of export earnings in 1978 to 90 percent,
before rescheduling, in 1985. This debt service burden has been responsible,
in part, for the severe lack of foreign exchange in recent years, and has
itself further stalled economic growth.

Exacerbating the foreign exchange shortage was the greatly overvalued Malagasy
franc. This led to an unsustainable demand for imported goods while
simultaneously undermining the profitability of exported Malagasy agricultural
commodities and finished products. This, in turn, was translated back into
declining real producer prices for agricultural commodities, and a sharp
contraction of agricultural production for export.

By 1982, real GDP per capita had fallen by 28 percent from its 1973 level,
external debt service obligations had reached 72 percent of exports of goods
and non-factor services, and declining import capacity threatened still
further declines in output, employment, and consumption.

2. Stabilization

Faced with a clearly unsustainable resource gap, the government undertook a
series of strong and effective stabilization measures beginning in 1982.
These measures included reducing capital expenditures from 11.6 percent of GDP
in 1981 to 7.5 percent in 1982 (this level has been maintained in successive
years). Secondly, the government limited central government recurrent
expenditures, principally through a near freeze in the number of civil
servants (their numbers increased by only 1.6 percent between 1983 and 1986),
and a significant compromising of real public sector salaries. 1In all, the
budget deficit was reduced from nearly 15 percent of GDP in 1981 to an
estimated 3.1 percent in 1988. Concurrent with this contraction of the
deficit, domestic bank borrowings by the central government have been
substantially reduced from 7.4 percent of GDP in 1981 to a net repayment
position in 1988.

The government was somewhat slower to correct the exchange rate. Although
adjustments began as early as mid-1980, the initial adjustments were
inadequate to offset accelerating inflationary pressures, and the real
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effective exchange rate peaked in mid-1983. Subsequent adjustments have been
substantial, however, and have included two large devaluations in the second
half of 1986 and another in June of 1987. Combined, these devaluations have
left the real effective exchange rate for the Malagasy franc at just about one
half its 1978 value.

Among other measures taken to reduce aggregate demand were reductions in
consumer subsidies. The Government more than doubled the price of rice
distributed through official channels, and consumer subsidies on imported rice
were eliminated. In addition, tax measures were improved, price increases for
public enterprise produced goods announced, and imports were sharply
curtailed. Finally, tight bank credit ceilings were imposed to help reduce
inflation. These efforts were successful and, during a time of devaluation,
inflation was reduced from 30 percent in 1982 to just 11 percent by 1985.

3. Structural Reform - the need

Although fiscal and exchange rate adjustments succeeded in restoring the
overall balance on the balance of payments essentially to zero by 1985, while
halting the decline in output, stabilization by itself has not been sufficient
to restore economic growth. There have been some responses that show that
economic areas unencumbered by market distorting controls and regulations have
indeed taken advantage of the stabilization efforts to date. Examples include
shellfish exports, which have increased dramatically over the last several
years to become the country's fourth largest foreign exchange earner.
Domestically, there are many producers and exporters of this perishable
commodity, and their volume of sales attests not only to their success but
also to the incentives offered by undistorted stabilization efforts. 1In a
second area, a look at the estimates of services receipts for 1988 compared to
1983 shows a projected increase of 76 percent over the earlier year,
demonstrating a clear response to price incentives in a relatively unregulated
field.

There are, unfortunately, more examples of how stabilization efforts
themselves have been insufficient for growth. The reasons for this can be
traced to a series of structural distortions, primarily introduced during the
1970s, which have prevented private sector producers, and producers of
tradables in particular, from responding to an improved generalized pattern
of price and market incentives. In some cases, these distortions have
prevented an improved pattern of incentives from being reflected at the
producer level, as in the case of price and mark-up controls at the retail
level, price controls and regional marketing restrictions for agricultural
products, especially rice, and public sector export monopolies (caisse de
stabilization) for the country's principal export crops.

In other cases, the structural obstacles prevented producers from responding
effectively to the price signals which they received, as in the case of
cumbersome export licensing procedures, rigid and somewhat arbitrarily
administered exchange controls which blocked access to essential inputs and
spare parts, and finally an inefficient public sector banking system burdened
with a large volume of non-performing parastatal debt.

The need for structural reform was discussed as early ac the 1983 Consultative
Group meeting on Madagascar. At that meeting, the Group developed the first
phase of reform, which included the following main points (as reiterated by
the World Bank, 1986):



(a) promotion of private, smallholder production, and de-emphasis of
parastatals and collective production;

(b) concentration on investment in rehabilitation;
(¢c) reliance on market prices;

(d) withdrawal of the agricultural ministries and parastatéls ffbmf
direct-production and commercial activities; and,

(e) improvement of essential public sector services.

Some progress has been made in moving toward these goals, and substantial
assistance for structural adjustment has come from the Bank itself.

Since 1985, the Government of Madagascar has entered into a series of
sectorally oriented structural adjustment credits with the World Bank to
address this wide range of structural impediments to improved growth. The
details of these programs are discussed in detail in Annex B. In sum, the
World Bank and the International Monetary Fund have attempted to deal in a
systematic way with the structural impediments in each sector. As a result
of these reforms, the exchange regime has been made more predictable and
automatic, most price controls have been eliminated, regional transportation
restrictions imposed at the national level have been eliminated (although
regional government taxation and ad hoc restrictions remain a problem), and
substantial progress has been made in the liberalization of the rice market.

Rice market liberalization has been by far the most controversial aspect of
the reform program and the government's performance in this area has been
mixed., Prior to May 1983, the Government had an absolute monopoly on the
purchase and sale of rice. 1In 1982, the retail price of rice was raised 82
percent, eliminating an explicit consumer subsidy and improving producer
prices. 1In 1983, the government opened rice marketing to private sector
participation except in two geographic areas which accounted for 25 percent of
total production. 1In June 1985, the legally established ceiling price for
rice was abolished. Subsequently, the two remaining regional monopsonies were
eliminated. As a result of these measures, regional price differentials fell
substantially, many new traders entered the market and the number of private
mills increased from 11 in 1983 to 90 by 1985.

Following a large increase in consumer rice prices in early 1986, the
government established a "buffer stock™ to limit upward movements in retail
prices. AID and other donors contributed rice to establish that stock whose
release price was set at 40 percent above the average market price during the
previous post-harvest period. The conditions for the release of buffer stock
rice have been a major point of controversy between the government and donors
in the period since 1986. Beginning in late 1987, PROCOOPS, an ostensibly
private sector organization with strong political connections with the
governing AREMA party, began below-market sales of rice donated by North Korea
in Antananarivo and Tamatave. While not technically a violation of the
agreement with the World Bank and other donors, its actions are certainly a
violation of the spirit of those agreements. Moreover, PROCOOPS actions have
the potential for disrupting newly established private sector market channels,
and thus may, although there is as yet no solid evidence that they have,
reduce farm-gate prices. T ('
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The actions of the government and PROCOOPS are of considerable concern to

AID. Yet they should be kept in perspective. The government has not
reestablished price controls or restricted private sector milling or marketing
of rice. The volume of imports to be undertaken in 1988 by the government and
PROCOOPS is unclear but seems to be in the range of 110 to 120 thousand metric
tons. While this is higher than one would like to see, given that Madagascar
has the potential to be an exporter of rice, it is approximately the same
volume of imports which were undertaken in 1984 and 1985 and considerably less
than the level of imports of 1986 or the period before 1984.

Not all reforms have been focussed on the rice sub-sector, however. The
government also responded to recommendations for improving export ecrop
marketing contained in major studies prepared by several international
donors. Incentives to diversify exports were provided, with the elimination
in 1984 of all taxes on agricultural exports, excluding the traditional
crops. Real producer prices for coffee were increased at the time, and
services to coffee growers strengthened. The government also removed market
and price controls for groundnuts, previously an important export as well as
edible oil source. Other reforms were undertaken with respect to edible oil
production, livestock, and cotton.

Although many "correct" policy changes have been announced, the implementation
of such reforms has been difficult for the government. An example of the
difficulties arising from the implementation of the reforms comes from an AID
financed study completed in October, 1987, by Elliot Berg. The report makes
the following observation:

Export marketing remains heavily controlled, with the traditional
exports "reserved” for parastatal trading firms. Progress is being
made in some non-traditional exports, where entry is easier; shrimp
exporters are numerous, and vclumes have grown rapidly in the last
few years. According to some observers, a certain amount of informal
privatization or decentralization is taking place in minor exports
like lobsters and lychee nuts. But regulations remain endemic and
monopolization typical in marketing of major agricultural exports.

This observation corroborates World Bank reflections at the time that the
first phase of the adjustment process fell short of its goals due to a lack of
coherence in the spectrum of government policies. "Incentives were not
provided for a'l products, accentuating the preference of farmers for outputs
with high returns. Controls on prices and markets gave room for crop
retention, speculation, and black-marketing. At the same time, import
policies were not tailored to overcoming shortages, and acted as a
disincentive to production."

4. Structural Reform - the future

Despite the inherent political difficulties of continuing with reforms, the:
Government of Madagascar has made it clear that it not only intends to proceed
with the comprehensive program of reforms agreed to in the Policy Framework
Paper (PFP) (see Annex B for a summary), but will accelerate the
implementation of several key measures in 1988. Some planned measures will,
in fact, go beyond the steps agreed to in the PFP. The next steps to be taken
by the Government of Madagascar in 1988 and 1989, which follow a logical

-
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progression in the effort to put the country on the path of sustainable
growth, are summarized below. These measures are the result of a careful
analysis of the remaining constraints to growth, and will be undertaken with
the assistance of the IMF and the IBRD as well as the bilateral donors.

This year, 1988, will be a year marked by major efforts to liberalize external
trade and to stimulate export production. The Open General License system
will be introduced on an accelerated schedule with full implementation planned
for July 1988. 1Initial experience with the OGL has been one of low demand for
foreign exchange. This appears to reflect the transition from a system where
exchange was applied for in advance of needs, to one in which foreign exchange
is applied for only when needed since receipt of the full amount is assured
and since full payment in local currency must be made at the time of
application. Also, a large percentage of foreign exchange obtained under the
LIR in 1987 is still unused. Thus, it is difficult for the Central Bank to
anticipate actual demand for foreign exchange under the OGL, and concerns
remain that a large sudden demand will push reserves below the target and
force a large devaluation. The Central Bank is therefore increasing reserves,
tightly controlling credit, and encouraging donors to disburse the balance of
payments assistance promised at the January 1988 Consultative Group, which to
date has been slow in coming. The GDRM remains committed to an active
exchange rate policy, adjusting the rate as needed to maintain an appropriate
level of foreign exchange reserves so as to assure the smooth functioning of
the OGL system. '

Liberalization of the export sector has also been accelerated. 1In
mid-February 1988, the Government ended the state trading company monopoly on
exports of pepper and cloves, and freed internal trade and prices in these
products, leaving only coffee and vanilla subject to management by the
Stabilization Funds. Taxes on pepper will be eliminated, although a flat tax
on cloves will continue to be collected. Pending the planned April
completion of a study commissioned by the World Bank, coffee exports will
continue to be carried out by the state trading company. Under the terms of
structural adjustment agreements, recommended changes in the marketing
arrangement for coffee are to be made prior to the 1988/89 coffee season which
begins in May, while the producer price for coffee will again be raised
substantially to bridge the gap that remains between producer price and f.o.b.
export price. Coffee is the crop that holds the greatest potential for
increasing export earnings in the short run, although non-traditional exports
such as fruit and seafood also show promise.

Other steps will further lighten administrative export procedures. The
Government will abolish requirements for cards, licenses, and prior
authorizations for internal trade (collection, processing and storage) and
export of all of the major export crops and will extend the maximum period for
repatriation of foreign exchange earnings from 30 to 90 days. Also, in 1988
the Government will publish an exporters' guide to support the export sector,
and will activate plans for free trade zones to stimulate investment.

In agriculture, the GDRM has already taken significant action to reverse poor
policies, as noted above. Sustained and thorough implementation of the
announced liberalization policies are now required. Major implementation
actions are planned for 1988 and 1989 to remove pricing and marketing
constraints on the agricultural export crop side. It is in this area where
AID/Madagascar will provide support.
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c. Social and Institutional Constraints

A major concern among all donors has been the problem of political opposition
to the reform programs. It must be recognized that the various elements of
the stabilization and structural reform efforts have had the effect of
increasing the real incomes of rural smallholders at the expense of urban
residents in general and the urban middle class in particular. The reduction
in central government current expenditures has largely been accomplished
through wage compression for civil servants and a substantial decline in
employment on public infrastructure projects. The adjustments in the real
exchange rate have disproportionately reduced the real incomes of the middle
and upper class. (Imports, directly or indirectly make up 35 percent of the
market basket of urban "modern households" but only 12.9 percent of the
consumption of urban "traditional househclds' according to surveys underlying
the consumer price index and almost certainly a still smaller proportion of
rural consumption.) Similarly, the attempt to raise the farm-gate price of
rice represented an income transfer from urban (and some rural) rice consumers
to rural rice producers.

While it would be difficult to quantify the distributional impact of the
reforms, the cumulative effect, although undoubtedly *"favorable" in some
ahstract sense, has the potential for seriously, and perhaps irretrievably,
undermining political acceptance of the reform effort among the urban
population.

Asked in anoth=2r way, the major question concerning the reform program in
Madagascar is whether the present trend towards econcmic liberalization
represents a real change in direction, or is only a forced response to the
immediate economic crisis and donor demands. It is certainly true that there
is a widespread perception that the reforms have been imposed by the IMF and
the World Bank in return for much needed financial assistance. It is also
true that understanding of the measures and popular support for them are
notably lacking. During an assessment of the reform program conducted in June
of 1987, an American economist Elliot Berg noted that he found little
intellectual support for the free market idea outside the U.S, Embassy and the
World Bank office ("Report on the Economic Reform Program in Madagascar"”,
1987). This raises tlie equally serious question as to what the outcome of the
liberalization policies will be, regardless of government intentions, in the
face of an uncommitted majority and well positioned groups that stand to lose
from the changes that are occurring.

The implementation of the reforms needs to take into account not only the
overall impact on the economy as a whole and the impact on AID's target group,
the rural and urban poor, but also the impact on those identifiable groups
whose opposition has the potential for blocking and even undoing the reforms.
This has two implications for donor programming. TFirst, it may require that
we delay pressing the government to undertake reforms, such as complete rice
price liberalization, which further aggravate the position of urban consumers,
in favor of other reforms whose effect on those consumers is more neutral,
such as export market liberalization. Second, it may require that we

undertake assistance programs, such as the proposed Section 206 program, whose

primary beneficiaries are urban middle class consumers.

(A
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D. Mission Strategy

The recently approved Concepts Paper for Madagascar states the goal of the
A.I.D. strategy for the 1988-90 period to be "to assist Madagascar to increase
rural incomes while improving nutritional levels and maintaining the country's
natural resource base.” This builds on the agricultural sector emphasis of
the Mission's program to date.

The strategy outlined proposes an active role for A.I.D. in supporting the
overall liberalization program, because without elimination of the constraints
which presently depress their incomes, the welfare of smallholders, who form
the backbone of the agricultural economy, cannot be improved in any
sustainable way. U.S. support to the 1987-90 structural adjustment program
entered into by the Government with assistance from the IBRD and the IMF will
come in two principal forms: Balance of payments support will finance needed
external resources; and local currency generated by BOP contributions will to
support reform objectives through attribution to the GDRM budget. A.I1.D. will
be the first donor to take this approach, which is intended to reinforce the
ongoing effort to reform budgeting procedures by bringing off-budget revenues
into the budget. This approach will also guarantee adequate resources for the
programs in the government budget which are central to the achievement of the
objectives of the AID strategy, and to a sustainable growth path.

The U.S. will use food assi~<tence to support the liberalization process by
helping to stabilize prices ind markets under conditions of scarcity while the
GDRM implements agricultural policy reforms to stimulate domestic production.
In particular, the Section 206 program will supply vegetable o0il in order to
assume as adequate supply of a commodity that is critical to the welfare of
the urban population. A.I.D. remains prepared to support targeted feeding
programs for nutritionally vulnerable groups, particularly women and children.

The major new activity, however, is the Madagascar Agricultural Export
Liberalization Program (MAELP) which we present in detail in the next
section. The policy reforms supported will be liberalizing external
agricultural market operations. Given the current level of GDRM political
sensitivity regarding the rice subsector (originally proposed as the focus of
the MAELP), and in view of the need for time to allow recent reforms in the
subsector to take hold, the focus of the proposed reform agenda on external
agricultural markets offers the best opportunity for broadening the impact of
the structural reform process. Such a focus will also enable OAR/Madagascar
to maintain its dialogue with the GDRM on rural incomes. At the same time,
reforms in agricultural export marketing, import liberalization, and the
maintenance of a market determined foreign exchange rate will all directly
contribute to the continued reform of the rice sub-sector by facilitating
access by producers to imported inputs and by driving domestic producer prices
upward toward world market levels.

Rural incomes are strongly affected by the producﬁion of export crops, and the
importance of the export crop subsector, to the nations economy as well as to
the livelihood of its rural producers, cannot be overlooked:
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Export crops are the main means of livelihood for almost one-third of
Madagascar's population, and the country's principal source of
foreign exchange. Coffee alone contributes an average 40 - 50
percent of annual export earnings. Cloves and vanilla are alse
critically important to the economy. Together, these three account
for about 80 percent of export revenues. ... They are also important
for the future expansion of employment opportunities in agriculture.
Growth in this sector is, therefore, critical for social and economic
development. (World Bank, 1984)

Experlence everywhere demonstrates that the key to improving rural incomes is
to raise producer prices. 1In Madagascar, the best way to achieve an increase
in producer prices is through 11ber31121ng agricultural export markets.

Strict government control over prices and marketing margins along with a
monopoly by public enterprises on the export of the traditional export crops
have until now kept producer prices very low. For example, despite
substantial price increases in 1986 and 1987, the producer price for coffee
remains at 55% of the f.o.b. export price. The removal of price controls and
restrictions on marketing will stimulate competition among a growing number of
traders to the benefit of the producer. This in fact has already happened
with cloves in the brief period since clove marketing was liberalized.

As prev1ously discussed, there is scope for expansion of agricultural exports
even in the short term. 1Increases in agricultural exportc earnings which
already account for over 80% of total export earnings represent the most
promising means for Madagascar to increase overall export earnings in order to
finance the additional imports that are needed to fuel economic growth.
Additional export earnings are essential for assuring the smooth functioning
of the liberalized import system. A.I.D. balance of payments support for the
implementation of a liberalized import system will strengthen Government of
Madagascar resolve to proceed with another urgently needed reform at the same
time - a market-determined exchange rate - since the adjustment of the
exchange rate will depend upon the drawdown of foreign exchange reserves under
the Open General License System.

In sum, the MAELP is intended to reinforce GDRM commitment to implement the
substantial program of reforms already agreed to with the IBRD and the IMF and
to extend and reenforce the implementation of these reforms in an area which
will bring substantial benefits to the poor majority of Malagasy. The
provision of MAELP resources will depend upon the Government's sustained
implementation of these selected reform measures. At the same time, a primary
purpose of training, studies, and technical assistance will be to build a
public and private sector constituency in support of the structural adjustment :
program and to sustain commitment to the reform process. o

III. PROPOSED PROGRAM

A. Goal and Purpose

Within the general framework of the Mission strategy the goal of the proposed:
program is:

to increase rural incomes.

5
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In order to meet this goal, the purpose of the;pfdgfém”is}i'

to reduce policy and procedural impediments to liberalized Malagasy
external agricultural markets.

Both the goal and purpose of the program are well grounded in the Mission's
overall strategy. The concerns addressed remain focussed on the rural,
agricultural sector and in particular on the livelihood of the smallholder who
dominates in the production of export crops as well as food crops. It is
these millions of small producers of export crops(one-third of Madagascar's
population depends on export crop production for their main source of income)
who are the intended beneficiaries of the MAELP, as well as the numerous
private sector operators involved in the collection, processing, transport,
and export of agricultural products.

The program recognizes the substantial progress which the GDRM has made in
extending the liberalization effort throughout the agricultural sector, while
also recognizing that refrrms taken to date and those soon to be introduced
need to be supported and consolidated before they can be regarded as a
success, Since many of the reforms have recently been adopted, the areas of
administrative and procedural resistance are just now becoming apparent.
Therefore, the MAELP proposes support for the consolidation of the GDRM's
reform agenda in the sector, while simultaneously exploring remaining problem
areas through caveful monitoring of the progress of reforms and continued
policy dialogue based on a coordinated program of studies and technical
assistance.

Principal among the concerns and risks facing the GDRM's reform program are
political risks posed by segments of the population chiefly the urban middle
class, who have been adversely affected by the reform program. The ways in
which they are affected, and by which their conditions may be ameliorated, are
discussed in Annex E.

B. Policy Dialogue Agenda

The policy dialogue agenda extends beyond the program purpose, which is to
remove policy and procedural constraints which cause Madagascar's external
agricultural markets to work inefficiently to encompass policy impediments
which inhibit the efficient functioning of markets which rural producers
transact in. It consists of four areas which, when taken together, address
key constraints relevant to the Government's reform program in the
agricultural sector. They are:

1. Liberalization of agricultural export markets;

2. Improving the efficiency of rural input markets;

3. Improving rural financial markets for both borrowers and savers;
4. Improving the availability and price of consumer goods in rural
markets.

The first of these areas may be actively pursued at this time; the other
three must be studied more closely to define interventions. For the first
area, our objective is as follows:

Export markets will be liberalized in order to improve market
opportunities and producer prices for the agricultural producer and
to increase private sector participation in agricultural exports.

~
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Liberalization will consist, first, in freeing the foreign exchange market
through efforts which remove restrictions to the importation of commodities
and which maintain a market clearing exchange rate. Second, liberalization
will relax export controls on agricultural products, specifically the
principal export crops. This twin approach to export market liberalization
will ensure that the Malagasy franc provides an incentive to the current and
potential exporter, while removing administrative barriers which are often a
greater impediment to export growth than the exchange rate. Both aspects will
be addressed concurrently.

For the other three areas of the reform agenda -- input and product markets,
rural financial markets, and consumer good availability -- where there is
general agreement regarding the existence of problems but for which precise
interventions need to be defined, the Mission proposes a combined program of
studies and technical assistance to further identify the nature of the
problems and to outline policy or procedural reforms which would address
them. The key issues in each of these reform areas are:

Rural input and product markets - inefficiencies which increase costs of
commodities sold in rural areas and depress farmgate prices.

Rural finance - administrative and other barriers to rural financial
market development, and the constraints imposed on rural production by the
lack of credit and lack of opportunities to place savings in accounts which
earn a reasonable rate of interest.

Availability and price of consumer goods in rural areas - the reduced
supply of domestically produced consumer goods which result from monopoly and
cartel production protected by tariff and non-tariff barriers and import '
controls.

These problems are explored in depth in section III.C.4. "Studies". The
objective for the Mission which emerges from this segment of the program is:

to establish, through studies and technical assistance, a framework
within which the Mission can continue discussions with the GDRM
regarding the implementation of agricultural market liberalization.

This approach does not commit the Mission to future policy based assistance in
each area. Rather, the studies and technical assistance will provide the
Mission with a series of options for appropriate next steps, with an agenda
for sustained policy dialogue with the GDRM, and with a perspective on the
nature of the evolving reform agenda within the agricultural sector.

C. Description of Program Activities

1. Introduction

The Madagascar Agricultural Export Liberalization Progiam has two major

components: an agricultural sector grant conditioned on policy reform, and a

project component made up of studies, technical assistance and training linked

to the policy dialogue agenda which is intended to reinforce the

implementation of announced policy and procedural changes. Of the total

program funding of $18.735 million, $16 million has been targeted for policy
-~
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reform support and $2.735 million for related project activities. Policy
reform support will be provided through a sector grant, whereas studies,
technical assistance, and training will be funded under a project grant. The"
PACD of the program is June 1991. Each component is discussed in detail
below.

2. Policy Reform Conditioned Sector Grant

The first program component is a policy component, in which GDRM progress in
meeting policy reform objectives will be used as the basis for making dollar
disbursements which the GDRM is expected to use to finance imports under the
Open General Licensing System. The policy reform objectives are focussed on
the liberalization of agricultural export markets as the item on the policy
dialogue agenda where needed interventions are well defined, and where
progress can be expected to make a significant contribution to increasing
rural incomes and stimulating economic growth over the next three years.

a. Reform Objectives and their Progress Indicators:

The objectives of the policy component are presented below along with the
progress indicators that will be used to measure their achievement. The"
policy objectives are:

1) Agricultural export markets for the principal export crops (e. g.
coffee, cloves, and pepper) will be liberalized.

2) Administrative requirements for the export of agricultural products
will be streamlined.

3) The Open General Licensing system (OGL), or an agreed equivalent
foreign exchange allocation mechanism, will continue operation, so
that producers and those who produce for their needs will have
adequate access to inputs and spare parts and so that a sufficient
supply of incentive goods will be available for the rural producer.

As with any reform objective, the difficult task is identifying ways in which
progress toward the objective can be measured. 1In the past, benchmarks have
often been established in an inflexible way which has failed to recognize that
objectives can be achieved by following more than one path. The emphasis in
this program will be on measuring the overall achievement of objectives, and
therefore performance will be assessed on a broad range of progress
indicators. The following progress indicators proposed here should be viewed
as illustrative rather than exhaustive, and are subject to modification during
the monitoring process.

There are essentially two tiers of progress indicators that will be used to
measure performance under the MAELP policy component. The first set of
indicators concerns actions or announcements by the Government of Madagascar
which indicate that policy or procedural reforms have been introduced. This
set of indicators will be used to determine whether conditions for first
tranche release have been satisfied. Examples of such indicators are:

- GDRM opens marketing of the traditional export crops: coffee,

vanilla, cloves, and pepper, to the private sector. Actions might
include the announcement that a government monopoly for export of a

3
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ﬁérticular crop (cloves, coffee) has been abolished, or that o
restrictions on the number of operators who may purchase or export:a
particular crop have been lifted. '

- A system for allocating foreign exchange in an open and competiﬁiQé
manner has been established, L

However, fulfillment of these progress inlicators alone will not ensure that
the objectives outlined are met. As a recent World Bank report on Madagascar
reminds us, "Administrative procedures are used to conceal a variety of
discriminatory practices with negative impacts on export performance."
("Administrative Constraints to Agricultural Exports", IBRD, January 1987).
Additional progress indicators which define the ways that implementation of
the liberalization effort can be assessed are required. Such "second tier"
progress indicators might include,

For agricultural export market liberalization:

-share of export volume of traditional crops marketed by private operators
has increased.

-number of private operators involved in export marketing has increased.
—-export volume of non-traditional crops, particularly those formerly
subject to informally reserved markets, has increased.

-export of new products or processed versions of traditional products has
been initiated.

~time required to process an export shipment has decreased.

-number of administrative approvals, clearances or fees for export
transactions has decreased.

~an export guide has been published which provides a complete and concise
summary of all regulations in effect for export operators.

-no new formal or informal disincentives or discriminatory procedures are
introduced at the level of production, purchase, transport, processing or
export sale.

-local government taxes on movement of agricultural commcdities are
replaced with alternative revenue-generating measures.

For foreign exchange allocation:

—-do people all over Madagascar have equal access to foreign exchange under
the OGL (i.e., do all existing bank branches, including those in outlying
provinces, provide services to clients who have need of foreign exchange)?
—-are applicants receiving the total amount of foreign exchange requested
within the six day period decreed for the OGL?

-are any hidden or excessive charges being imposed which discriminate
against certain categories of applicants, or certain types of imports?

The reference points for these indicators will be established by a baseline
survey. These indicators will be used to measure whcther the implementation
of announced reforms is proceeding, and it is upon the basis of sustained
implementation that the second tranche of the sector grant will be disbursed.

The concept of progress indicators is not appropriate for the objective of the
second segment of the reform agenda namely, to establish a framework within
which the Mission can continue discussions with the GDRM regarding the
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implementation of agricultural market liberalization. Nevertheless, the Mission
has developed a set of more refined objectives for this component which parallel
the progress indicators of the first objective. These are:

- Rural financial markets should be liberalized, principally by removing
prohibitions against private sector participation in these markets.
Studies should be undertaken, with the participation of the GDRM, to
explore the operation of informal rural financial markets in Madagascar
and to identify ways in which liberalization of those markets may improve
and increase financial services for small producers.

- The distortion effects imposed by donated agricultural inputs——for example
fertilizers--should be studied with a view toward developing an
appropriate strategy for their elimination.

- The availability of basic consumer goods, which provide an incentive for
the rural farmer to produce a marketable surplus, should be increased.
Existing impediments to supply, such as monopoly and cartel production,
tariff and non-tariff barriers, and administrative restrictions on
imports, production and distribution of consumer goods should be removed.

The principal issue which remains is tying the reform agenda and objectives
together into a set of achievable actions upon which cash disbursements can be
made. Not surprisingly, these actions are derived from the progress indicators.
The conditions for release of funding tranches under the MAELP are described in the
following section, along with a summary of covenants to be included in the grant

agreement.

b. Conditionality and Tranching

As has been indicated above, disbursements will be made in two equal tranches. The
first tranche is intended to be disbursed immediately following signature of the
grant agreement. The second tranche disbursement will be made following an
external review of progress made in implementing reforms in agricultural export
marketing. The justification for equal tranches is that the Government of
Madagascar has its greatest need for foreign exchange in July of 1988 when the OGL
system will be fully implemented, yet the OAR/Madagascar prefers to keep as much of
the total as possible in reserve until a sufficient period of time has elapsed to
be able to assess the actual implementation of the reforms introduced during the

year.

If within the capacity of the GDRM and consistent with local law/regulation,
Mission preference is for full amount of local currency to be generated immediately
following dollar disbursement. If not, local currency generation should be tied to
a percentage of the OGL system for imports. Full amount of the local currency
should be generated on a periodic basis beginning in the third month with
subsequent payment in each month thereatter.

The conditions for release of the two tranches are discussed below.
1) Conditions Precedent to Initial Disbursement:

Prior to the disbursement of the first tranche of $8.0 million under this
Agreement or to the issuance of documentation by A.I.D. pursuant to which such
disbursement will be made, the Grantee will, except as A.I.D. may otherwise
agree in writing, furnish to A.I.D., in form and substance satisfactory to
A.I.D., evidence that the Grantee has carried cut the following: ~*>/
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i. On the basis of prior discussions and agreement with A.I.D., opened
export marketing of the traditional export crops (coffee, cloves, pepper)
to the private sector and continues to permit private operators to operate
on an equal basis with public sector firms.

ii. Instituted the OGL or an agreed alternative system to allocate foreign -

exchange in an open and market-clearing manner; and

iii. Submitted a letter to USAID which outlines the GDRM's proposed
schedule for meeting the conditions precedent to the second disbursement.

2. Prior to the disbursement of the second tranche of $8.0 million under this
Agreement, the Grantee shall, except as A.I.D. may otherwise agree in writing,
furnish, in form and substance satisfactory to A.I.D. evidence that (a) it has
met all the conditions set forth hereunder for the release of the second
tranche of $8.0 million, and (b) has successfully implemented policies and
procedures to promote liberalized agricultural export market operations, and
continued to allocate foreign exchange in an open and market clearing manner
through the OGL or an agreed alternative mechanism, as determined by
measurement of the following progress indicators:

i. The share of traditional crops marketed by private operators_haé
increased to at least 50% of total value for at least two of those
crops. ‘

ii. There is free access to export markets for all non-traditional
export crops.

iii. The OGL system or an agreed equivalent mechanism operates as
planned with respect to receipt of the full amount of foreign

exchange applied for within the six working day time period specified

in the implementing regulations for the OGL.

iv. The number of administrative approvals, clearances and fees for
export transactions has decreased and the time required to process an
export shipment has been reduced to less than three days.

v. The Government will have published an export guide providing a
complete and concise summary of all export regulations in effect.

These progress indicators will be the subject of an Implementation Letter (IL)
to be issued following the signature of the Grant Agreement. The IL will
establish the baseline against which the progress indicators will be measured
as well as the performance targets to be met. Upon notification that the
conditions precedent to disbursement of the second tranche have been met,
A.I.D. will designate an external review team to assess the progress made and
to determine whether performance satisfies the conditions for second tranche
release. This assessment will be held as soon as feasible after notification
is received, except that it shall be held no earlier than December 31, 1988.
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3. Covenants

The Program Grant Agreement will contain'the‘folipwiﬁg covenants:

The Grantee shall covenant that uhless A.I.D. otherwise agrees.in writing:

i. It will not in any way discontinue, reverse or otherwise impede any
action it has taken under this Agreement in satisfaction of any condition
precedent to initial or subsequent disbursements except as the parties may
otherwise agree in writing.

ii. It will: (a) establish a Special Account and have deposited therein
local currency of the Democratic Republic of Madagascar in a sum
equivalent to the dollars disbursed to the Grantee under this Agreement.
The amount of the local currency to be deposited in the Special Account
shall equal each dollar disbursement, and will be determined by using the
highest exchange rate per US dollar which is not unlawful in Madagascar on
the date of disbursement of the corresponding dollar amount. Funds will
be deposited in three equal installments in the fourth, fifth, and sixth
months following disbursement of the dollars.

(b) Except as provided in subsection (c) below, or except as A.I.D.
may otherwise agree in writing, funds in the Special Account shall be used
to finance the local costs of the Seventh Highway Project and for such
other purposes as may be mutually agreed upon by A.I.D. and the Grantee.

(¢) Not less than US$ 600,000 from the Special Account over three
years shall be made available to the United States Government for the
requirements of operating the USAID program in Madagascar.

(d) The Grantee agrees to furnish A.I.D. with such reports and
information relating to activities financed with funds from the Special
Account and the performance of the Grantee's obligations with respect
thereto as A.I.D. may reasonably request. The Grantee will maintain, or
cause to be maintained, in accordance with generally accepted accounting
principles and practices consistently applied, such books and records
relating to the Special Account as are necessary to adequately show,
without limitation, the receipt and use of funds from the account by the
Grantee for agreed purposes. Such books and records will be audited
regularly and in accordance with generally accepted auditing standards,
and maintained for at least three years after the date of the last deposit
ianto the Special Account required under this Agreement.

(e) A.I.D. or any of its authorized representatives shall have the
right to inspect, at all reasonable times, the books and records
maintained by the Grantee as required under this Agreement and to inspect
the activities financed from the Special Account. ‘

The Project Grant Agreement will contain the following additional covenant:

The Government of Madagascar agrees to abide by the criteria and
procedures outlined in the Amplified Project Description for the
selection of participants under the training programs funded by this
project, and for the provision of technical assistance, which are
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intended to benefit operators in bothitﬁeapublic and privaté sectors
in Madagascar. ‘

c. Monitoring and Assessment

Finally, the question of monitoring and progress assessment needs to be
addressed. Since the reform program will be undertaken within the framework
of an evolving reform environment, and not incidentally during political
elections, a program of constant monitoring of the progress made toward
achieving the program objectives will be required. This regular monitoring
will be assured by the economist who will serve as project manager for the
MAELP.

In addition to ongoing monitoring, a system of external review will be
established to assess whether sufficient progress has been made under the
program to fulfill the conditions for second tranche release. The review will
be external to ensure objectivity in the assessment. AID/Washington,
REDSO/ESA, or a private consultant in conjunction with one of the above
offices, will be utilized as the external reviewer. Progress will be assessed
on the basis of the illustrative indicators presented above, to be
supplemented by additional indicators if deemed appropriate by the external
review team, using as a baseline the situation at the end of 1987 as
established by a baseline survey to be completed within the first four months
of the project. After assessing reform progress, the reviewer will prepare a
report with findings, conclusions, and recommendations to the OAR/Madagascar
regarding progress, compliance, and the appropriateness of disbursement.

The Mission will then prepare an action memorandum for the AID Representative,
on the basis of the review report, which will outline the reasons for
recommending release, or refusal of release, of the funding tranche. The AID
Representative will approve or disapprove the recommended action with the
concurrence of the Director of REDSO/ESA in Nairobi. Only on the basis of the
approved memorandum will funds be released. Progress under the program will
also be measured by the program evaluations scheduled for October 1989 and
August 1991,

3. Policy Dialogue Linked Project Activities

The studies, training, and technical assistance activities presented below are
closely inter-related, and are intended both to consolidate the implementation
of reforms already undertaken, as well as to develop an understanding of the
reforms which are needed to overcome remaining constraints to efficient
agricultural market operations.

a. Studies

Given the evolving nature of Madagascar's overall liberalization program, this
component will be instrumental in shaping and refining the Mission's policy
agenda outlined in section B. Study activities and follow-on workshops will
be designed to analyze remaining constraints to the liberalization of
agricultural markets, and to recommend policy or procedural changes to address
them. A secondary objective will be to involve as broad a spectrum of
individuals as possible - academics, business, and local government leaders as
well as central government representatives - to permit these people to feel a
sense of participation in shaping parts of the reform program and thereby,
hopefully to develop a commitment to seeing it implemented.

~
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Sensitivity and a low key approach will be used in developing this component:
although Malagasy recognize the issues and feel a need to understand them
better, they are also wary of outsiders' interference. This wariness stems
from two sources:

First, the government is moving from a socialist, very centralized stance,
to a more market-oriented one, without changing leadership. Thus, political
figures who were used to preaching one kind of market behavior, are finding
that this is suddenly inappropriate, but are unclear as to what is
acceptable. Political leaders feel it is their responsibility, and not that
of outsiders, to clarify new policies. For this reason, high donor visibility
in terms of technical assistance for economic policy related studies and
seminars is at this time particularly delicate.

Second, as mentioned elsewhere, the country is approaching presidential
elections in 1989, and the political leadership is reluctant to involve itself
with any controversial reform-related study or seminar which might lead to
loss of votes.

Three types of studies are envisaged:

--a rural household income and expenditure survey, which will first
establish the baseline and later be used to measure performance in achieving
policy reform objectives, as well as the project goal and purpose;

-~technical studies to pursue issues directly associated with export
development and diversification; and

~-policy studies, to look at issues more broadly related to the MAELP
program goal and policy dialogue priorities. It is this set of studies in
particular where an effort will be made to involve a broad spectrum of
Malagasy representatives, some through direct participation in formulating
terms of reference, conducting research, reviewing drafts, etc., and others
through participation in workshops or seminars to discuss study results.

Both technical and policy studies will contribute to exploring ideas and
raising questions relevant to the development of the Mission's next CDSS,
scheduled for submission in 1990, as well as to refining the Mission's
stratepic approach in the near term. The studies will build on the
considerable amount of work already done by the government and/or other
donors. They will synthesize available information before exploring questions
of interest in more detail. Both sets of studies will include attention as
appropriate to important environmental issues, and be concerned with
identifying the social impact of alternative reform options that might be
proposed, including possible adverse effects on women.

Rural household income and expenditure survey. A baseline survey will be
initiated as soon as possible after the signing c¢f the Grant Agreement. This
baseline survey will establish the status of the key indicators at the end of
1987 as the point of reference upon which progress under the policy reform
program will be measured. Given the importance of the baseline survey in
measuring the achievement of project objectives, special expertise will be
brought to bear on the design the baseline survey questionnaries and the
sampling framework. The services of a U.S. firm under an IQC will be sought
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for this task. This firm would then be responsible for supervising the work

of a local firm to be competitively selected to undertake the baseline

survey. This local firm will then be retained to do follow-up surveys prior

to project evaluations in order to monitor progress on the key indicators over
the life of the project.

Technical studies. These studies will be concerned with finding
solutions to issues that affect the export marketing process in the "here and
now" -- i.e. in the context of the given policy framework. They will be
conducted in close cooperation with the Office of Exports of the Ministry of
Commerce and the Ministry of Industry, Energy and Mines. Insofar as possible,
local consulting firms will be used. The Chamber of Commerce and various
business associations will disseminate findings. There will be close linkages
with the technical assistance part of the program, in that technical
specialists will be made available to work directly with individual firms that
might be interested in exploring some of the possibilities suggested by the
studies.

The studies will look into such issues as the export prospects for specific
product lines (similar to the onion and garlic study undertaken to develop
information for the Niger AEPRP). They may also address questions of
processing and packaging technology. One of the coffee studies recently
completed identified a simple conveyor belt mechanism as a way of speeding up
and improving the sorting process without reducing the labor intensity of the
operation. It also suggested that sisal from the newly revitalized private
plantations in the South could be used to produce bags for shipping,
substituting for imports of jute from Asia. A final area in need of study is
alternative arrangements for marketing agricultural products to replace the
Stabilization Funds. The Kenyan auction model is an example of a system which
permits the free market to function while allowing the government to closely
monitor prices and sales of commodities.

Policy studies. By contrast with the former studies, this set of
studies is intended to identify specific policy constraints to improvements in
agricultural market dynamics that have implications for the liberalization of
external markets. Three study areas have been identified which address the
major constraints to medium and long term development of the agricultural
sector, without which export marketing of agricultural products will quickly
reach its limit. The studies will ain to help the GDRM understand the
constraints that are operating in each of these markets and to identify the
conditions necessary for their removal. Recommendations will serve as the
basis for future reform efforts.

—-Rural input and product markets.

This study area is intended to identify constraints in the production and
marketing processes. It will also explore the social impact and environmental
implications of reform-induced changes in these processes.

Inefficiencies exist in internal input and product markets which increase

costs of commodities sold in rural areas and depress farmgate prices. The

task identified here is to analyze the nature of these distortions and develop

an agenda for their removal. Efforts in this regard will be greatly assisted

by the nearly completed World Bank financed study of local governments and

their revenuc situations, a study which is expected to recommend alternative

sources of revenuc to the currently predominant tax on agricultural ;g
commodities and commodity transport. (’{"
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The concern with distortions, however, goes beyond the revenue requirements of
local governments to include such issues as problems of vehicular registration
and licensing, administrative responsibility and availability of financing for
road maintenance and construction, availability of and demand for agricultural
inputs, distortions imposed by parastatals, and opportunities for the sale of
potential surplus production. Furthermore, in the case of sgricultural
inputs, the terms under which donated inputs are disposed of is an important
concern. Finally, distortions exist between the social and private costs and
benefits of exploiting Madagascar's natural resource base, which are resulting
in the rapid degradation of the resource base for short-term private gain at
the expense of long-term public benefits. The Mission recognizes that
distortions exist in this sector which reduce the efficiency of domestic
markets, but also accepts that it is not now in a position to identify
specific interventions.

--Rural financial markets.

Upcoming plans to reform the banking system are expressed in general terms and
remain limited, at this point, to questions of parastatal debt and the
introduction of private sector participation primarily in commercial banking.
While important, these questions do not touch on the constraints imposed on
rural production by the lack of credit and lack of opportunity for farmers to
place their savings in accounts which earn a reasonable rate of interest.
Consequently, the Government's reform agenda, as it is currently evolving,
does not directly consider removal of administrative and other barriers to
rural financial market development.

Another critical question is the availability of credit for purchases of
agricultural crops. A shortage of credit during the 1987 rice harvest reduced
the number of buyers substantially, and thus drove down the producer price.
The elimination of the Stabilization Fund role in the marketing and export of
cloves and pepper has removed the vehicle by which traders, processors and
warehousers of these crops had traditionally obtained credit, and generated
fears about future access to credit. These questions should be addressed as
part of the reform agenda to ensure that proposed reforms take into account
the particular problems of rural finance in Madagascar. Any studies
undertaken should take as a starting point the work that has already been done
on rural credit in Madagascar and the lessons learned in credit projects,
including the ongoing World Bank project in agro-industry credit with the
Agricultural Development Bank (BTM), and the experimental program in farmer
credit in the Lac Alaotra area.

--Availability of consumer goods in rural areas

Basic consumer goods provide an incentive for the rural farmer to produce a
marketable surplus. Thus, the adequate supply of consumer goods, and their
prices, are important considerations in sustaining the impetus to produce
marketable surpluses provided by the initial price and marketing
liberalization measures. Many of the impediments to the supply of consumer
grods to rural areas are addressed in the discussion of internal markets,
above. However, there are certain additional impediments to supply which
confront consumer goods.

One example of an additional constraint is the reduced supply of domestically
produced consumer goods resulting from monopoly and cartel production which

7}
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characterizes much of the Malagasy economy. Protection offered by tariff and
non-tariff barriers assists in the establishment and maintenance of these
monopolies and cartels, and has the added negative effect of imposing higher
prices for consumer goods on one of Africa's poorest populations.
Administrative restrictions on imports, production, and distribution, are
additional factors that could result in further distortions to the supply of
domestically produced and imported consumer gocds. The role of an open and
market determined foreign exchange system is clearly instrumental to
eliminating distortions in the supply of consumer goods.

This study will utilize domestic cost methodology to highlight the impact of
the tariff regime on the domestic production of manufactured goods and to
identify corrective policies. This study is important because it will lead to
a discussion of opportunities for efficient domestic transformation of
agricultural products for both internal and external markets, an issue likely
to be of central concern for growth prospects over the medium to long term.

b. Training and Technical Assistance
1) Introduction:

There are several important constraints now preventing announced policy
reforms intended to encourage a larger role for the private sector in economic
development from achieving their desired results which the training and
related technical assistance activities under MAELP are designed to address.
The first is a widely recognized lack of business skills which inhibits the
Malagasy from taking advantage of opportunities arising from economic
liberalization, particularly in export markets. A related constraint is the
inability of most Malagasy businesspeople to work in English, which limits the
number of countries to which Malagasy desiring to export can market their
products, and also the number of countries from which the Malagasy can obtain
needed imports of goods and services. Taken together, this language barrier
results in a less than optimal trade pattern and loss of potential revenue. A
final constraint is a lack of understanding of the policy changes needed to
remove remaining obstacles to the efficient operation of agricultural markets
and a corresponding lack of commitment to the economic liberalization

process. Training i. all three areas is considered critical to the success of
the reform process. While the resources provided under the MAELP will not
address all the identified needs in these areas, they will make a substantial
contribution toward achieving this goal.

Business Know-How - is an area repeatedly mentioned by the Malagasy when
discussing what is needed in Madagascar for economic liberalization to succeed.

To address the lack of in-country business training programs, the World Bank
in 1983 established an accounting and business administration school, the
Institut National des Sciences Comptables et de 1'Administration d'Entreprises
(I.N.S.C.A.E.). This school was established on the North American model, with
Canadian faculty and technical assistance from an American professor.
Independent of the university system, the school is free to adopi innovative
programs. It has wide-ranging support through its board of directors, which
includes high level representatives from the public and private sectors, as
well as from political parties. INSCAE is under the supervision of the
Ministry of Finance.
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Today INSCAE offers degree and non-degree, part-time and full-time courses.
In September 1988 a two year MBA program will be added with funding provided
by the World Bank and new French and Canadian faculty. In addition, to reach
private sector and professional people who cannot leave their jobs for
full-time training, INSCAE in 1989 plans to develop part-time, non-degree MBA
type courses.

MAELP will strengthen this new program in several ways: 1) by first sending
the INSCAE Director to the U.S. to visit schools with business programs that
could serve as models in developing INSCAE programs, and to investigate
resources for both the training of INSCAE faculty and for technical assistance
in program development; 2) by providing short-term specialized business
training for four members of INSCAE's faculty; 3) by assisting the
establishment of a business English training program by training the future
director of this program; and 4) by providing technical assistance for
program development and possible in-country seminars. Likely program areas
for assistance to INSCAE include: marketing, particularly for agricultural
export; management information systems; and policies and strategies for
enterprise development, particularly within free trade zones. INSCAE's
facilities will be used as the site for in-country workshops and seminars
sponsored by MAELP, since its high-level backing and contacts with the private
sector will guarantee the desired broad spectrum of participation. INSCAE
will thus be the primary vehicle for in-country business skill development and
policy reform dialogue under MAELP.

A.I.D. under MAELP will contract with an American organization skilled in both
business skill training and in developing business training programs in
francophone third world countries. This contractor will work with INSCAE's
Director to strengthen the INSCAE program by arranging the Director's visit to
the U.S., by arranging the training programs for INSCAE faculty and business
English director, and by identifying and coordinating technical assistance for
program development. This contractor will also have primary responsibility
for organizing approximately thirty 3-6 month specialized business courses and
on-the-job training experiences in the U.S. for Malagasy, which is the second
means by which MAELP proposes to strengthen business skills and economic
policy formulation for private sector development. (Although the MAELP PAIP
recommended one year MBA degree training, the Ministry of Finance has argued
against this training because in the past, year long separations from work and
internationally marketable U.S. degrees have induced Malagasy participants to
remain indefinitely in the U.S.) INSCAE will work with the U.S. contractor in
the selection of candidates and in the identification of training needs.
Although some candidates for tuis training in the U.S. will hail from
administrative offices and government parastatals, more than two-thirds will
come from the private sector, and to the extent possible, will be women.

As noted earlier, a key impediment to the development of Madagascar's export
trade is the inability of Malagasy businessmen to negotiate in English.
Although the World Bank is in the process of setting up a language laboratory
for INSCAE, it will not provide assistance for the design and management of
language programs. MAELP will fund the training of a person to design and
manage the English language program at INSCAE and will use INSCAE for English
language training of participants to be sent to the U.S. '

{4
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Intellectual understanding of the policy reform program and support for
economic liberalization - were found to be notably lacking in a "Report on the
Economic Reform Program in Madagascar" prepared by Elliot Berg in October
1987. Although high government officials, particularly the Minister of
Financz, have begun the process of educating the population on the need for
reform and the reasons for the policies selected, much more needs to be done.

The obvious institution to transmit understanding of and leadership for
economic reform, as well as to provide training in business skills, is the
University of Madagascar, in particular the Faculty of Law, Economics,
Business and Sociolngy (E.E.S.D.E.G.S.). However, key ministers and
presidential advisors have cautioned that the GDRM is still deliberating over
major reforms of the university which must be in place before the university
will be in a position to benefit from donor assistance. They estimate that
these reforms will take effect around 1990,

While it is too early for the MAELP project to provide direct technical or
other assistance to strengthen the business program in the E.E.S.D.E.G.S., it
is timely to send the Dean of the faculty and a senior staff member to the
United States to visit public policy and business education programs such as
those at Harvard's Kennedy School and at the University of Michigan which
could serve as models when plans to restructure the university with World Bank
assistance go forward. In addition, professors from this faculty will be used
to work on MAELP studies, as appropriate, and will be encouraged to
participate in seminars and workshops sponsored by the project. This
collaboration will enable USAID to explore where future training and TA to
strengthen economic and public policy programs can be most effective once the
working environment at the university improves.

In the interim, the project's studies, study tours and workshops will be the
primary vehicles for increasing understanding of the policy changes now
underway and those still needed to remove remaining impediments to medium and
long-term development of the agricultural sector(in input supply, product,
financial and consumer goods supply markets in rural areas), without which
real growth cannot be sustained.

To summarize, MAELP training activities will include the following:

1. Strengthening in-country institutions to carry out training of
Malagasy entrepreneurs, particuiarly in marketing and other skills needed to
expand operations in export markets. This strengthening will be targetted
primarily to INSCAE and will include: U.S. visits for the E.E.S.D.E.E.G.S.
Dean and colleague, and the INSCAE Director to investigate resources available
to strengthen economic, public policy, and business programs in Malagasy
training institutions; U.S. business training for INSCAE teachers, who will
receive short-term training in preparation for launching the part-time MBA
type courses in 1989; and business English training, and other relevant
skills, in the U.S. for the Malagasy trainer hired to set up and manage the
business English language program at INSCAE.

2. U.S. classroom and on the job business programs: for an estimated
thirty Malagasy businessmen from the private and parastatal sectors. Training
programs will include business English(tc be started at INSCAE prior to
departure for the U.S.), macro-economic planning, management, and on-the~job
training, as well as strictly business courses. ([(k:J
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Participants will hail primarily from private businesses, but some will be
selected from parastatals as well, for it is here that many Malagasy private
sector operators begin their careers. In addition, participants may include
the top graduates from INSCAE's accounting and business programs. Criteria
for participant selection will include academic background, English
proficiency, work experience and areas of interest for training.

3. Study tours, studies and workshops in support of external agricultural
market liberalization: The purpose of these activities is to let key Malagasy
policy-makers see for themselves how policies adopted in other countries have
contributed to economic development, and to discuss with colleagues from the
business and university communities as well as other government agencies in an
open forum the relevance of those experiences for Madagascar.

For example, one planned study tour will take Malagasy in various political,
technical and administrative roles to visit other coffee exporting countries
to learn about alternatives to a state monopoly marketing agency for handling
exports. Such a visit will be organized to Kenya, to observe the functioning
of its auction process. All of the MAELP studies outlined in the preceding
sections of this PAAD would benefit from the above study tour/workshop
formula, namely: rural input and product markets, rural financial markets,
availability of consumer goods in rural areas, and improved techniques for
transforming and marketing agricultural exports.

Participants in study tours will be expected to prepare reports that will
serve as discussion papers for the seminars, and to take an active role in the
discussions. A U.S. economist or technical expert will travel with study tour
participants, will assist them in report preparation, and will participate in
the seminars. The workshops will aim to inform, and not to produce

decisions. It will allow Malagasy to assimilate what they do understand, and
to identify what they need to learn, in order to formulate and implement
policies and programs conducive to Madagascar's economic development.

4, In-country seminars on such subjects as marketing, business start-up,
preparation of proposals for bank financing, and negotiation of export
contracts with foreign firms, for Malagasy businessmen. These seminars will
be held at INSCAE and be led primarily by the technical advisors who travel to
Madagascar to work on INSCAE program development.

S. USAID will contract with a U.S. institution experienced in business
training, either a business school association such as the American Assembly
of Collegiate Schools of Business (AACSB) or a firm/consortium to manage the
training component of the project. This contractor will work in collaboration
with INSCAE on participant profile development, selection in Madagascar, and
placement and monitoring in the U.S. This contractor will also arrange the
visits to the U.S. of the INSCAE Director and university business school dean,
and the placement and monitoring of INSCAE faculty who will receive training
in the U.S. Finally, this contractor will have responsibility for assessing
with INSCAE its needs for program development, and for identifying and
coordinating technical assistance to meet those needs. The Entrepreneurs
International (EI) may prove helpful in assisting the contractor in planning
on the job training.

e
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Technical Assistance:

Some of the technical assistance activities under the MAELP are linked to the
training, studies and study tours discussed in preceding sections. This
technical assistance includes:

1) Technical assistance to INSCAE for developing its part-time business
management courses. This assistance is expected to pave the way for
short-term training in the U.S. for INSCAE faculty, and may well lead to
longer term exchanges of faculty and students between INSCAE and U.S.
institutions. Technical advisors who travel to Madagascar to work on program
development may also be utilized to lead short-term intensive seminars on such
subjects as marketing and setting up a business.

2) Economic reform related study tours, studies, and workshops: The
MAELP will assure technical assistance for combinations of study tour,
studies, and workshop activities focussed on economic liberalization policy
and technical issues, especially those related to export markets.

Other technical assistance is targetted to meeting specific needs of
entrepreneurs in expanding export operations, and in assessing the overall
progress of the economic reform program.

3) Business consultancies for the Malagasy private sector: Malagasy
businessmen have repeatedly emphasized to A.I.D./Madagascar staff the
difficulties they face in entering export markets simply because they don't
know where to start in identifying potential markets or buyers. Marketing
thus appears to be a major constraint to increased exports by private sector
operators. Under the MAELP, a variety of types of short-term technical
assistance will be provided to primarily small Malagasy businesses interested
in entering or expanding export trade.

One possible source of technical expertise for this program is the
International Executive Service Corps(IESC), which provides the services of
retired businessmen at no salary cost to private sector operators in
developing countries. The director of IESC's regional office in Nairobi
visited Madagascar in January of 1988 and informed A.I.D. that he saw many
opportunities for IESC to work with the Malagasy.

4) Assessment of economic reform progress: Also included under technical
assistance will be annual assessments of economic reform progress (or lack
thereof) by a senior macro economist whose conclusions will be shared with
both the GDRM and the other donors. Professor Ellio:t Berg has performed this
function twice for A.I.D./Madagascar in the past.

5) Technical assistance for program management: An economist will be
hired under a personal services contract(PSC) to manage the MAELP program over
a two-year period. The scope of work for this manager is discussed in Section
V below. This individual will be replaced at the end of his/her term by a
U.S. Direct Hire economist.
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4, Social, Political ‘and EnvironménféiiIﬁpiiCétions

Perceptions

In assessing change in Madagascar's political economy, it is important to keep
in mind both the historical context (discussed in Section II B above and in
Annex B), and the fact that societies and institutions can both maintain their
continuity and change at the same time. In both personal and social behavior
in Madagascar, there is a historical pattern of accepting change until it
becomes too oppressive, when suddenly there is an explosive reaction that
requires compensatory action on the part of the political authorities. This
pattern has been evidenced in the country's historic swings betwean
introverted nationalism and extraverted acceptance of foreign ways; in the
explosive rebellion against the French in 1947; and in the rather unusual
phenomenon in late 1984 of the Antananarivo kung-fu clubs which beheaded
several members of a special youth organization (the TTS) of the ruling

party. This phenomenon of action and compensatory reaction can make
assessment of progress on the basis of a specific set of actions at any given
moment an inappropriate representation of long term processes. On the other
hand, tracking of processes can be a useful way of determining the direction
of current change.

At the moment, Madagascar is clearly swinging towards an open free market
economy; yet it is unclear where the extremes lie that would cause an
opposing reaction. There is a signiticant lack of understanding of, dialogue
on, and commitment to the new policies that are being advocated by, and blamed
on, the major donors, particularly the World Bank and the IMF. There is
little question that donor presence, behavior and involvement are not only
important elements in the ongoing process but are also critical factors in how
it will progress in the years to come. The perception of donor modus operandi
is likely to be particularly important. If strict and almost dictatorial
conditionality becomes too obvious for too long it might well prove the
undoing of the policies. The Malagasy have repeatedly demonstrated throughout
their history their respect for, and capability in, exercising power through
negotiation and controlled resource distribution, but they have also
demonstrated a strong resentment of foreign domination, particularly when it
usurps the Malagasy role in decision-making.

The present period can be characterized as one of socio-economic
disequilibrium, as the new policies that have been introduced, particularly a
larger role for the private sector, require a major readjustment in the way
resources are accessed and distributed. The population seems more divided
between those taking a wait-and-see attitude and those trying to position
themselves to take advantage of the changes, than between proponents and
adversaries of the announced liberalization policies. A pronounced fear is
that a small group of individuals or families now advantageously placed in
the public or private sector will use their posilionz to gain new and
anticompetitive positions in the evolving private sentar. (A model of this
outcome is the Philippines, where opportunism and ¢vesa on the part of a few
strangled off the advancement of the majority.) There are hound to be winners
and losers in the liberalization process. However, a criiica! Jdeterminant of
a positive outcome to the policy changes will be the extent of participation
by all elements of the population. It is essential that the number of winners
is expanded and far exceeds the number of losers. For this reason it will be
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important - as this program advocates - to monitor not just the macro-economic
indicators that often hide the distribution curve of benefits, but also the
actual on-the-ground implementation of the policy changes, and to expand the
scope of this monitoring beyond the capital to the outlying regions. Also,
the Government and the World Bank should be encouraged to assess the social
impact of proposed structural adjustment measures, and, to the extent
possible, both to tailor the phasing of measures and to initiate compensatory
programs so as to mitigate adverse consequences for the least advantaged
segments of the population.

Realities

The two realities of the current situation that are of particular relevance to
the reform agenda proposed in this program are rural insecurity and the
ability of participants in the agricultural export sector to benefit from the
new opportunities presented. These issues are discussed separately below.

a. Increasing rural insecurity is one of the most puzzling dimensions of
socio-economic change in Madagascar. Very high and growing losses of crops,
but particularly cattle, to theft and banditry are being reported throughout
an increasing area of the country. To some extent this phenomenon, which
began in the 1970's, and has gathered momentum in recent years, can be
attributed to increased impoverishment and a lack of legitimate economic
opportunities. However, the fact that official exports of cattle are
extremely low in the face of a known and expanding clandestine export of
cattle to Reunion indicates the collusion of at least some local authorities.
This phenomenon represents a perverted form of a growing private sector
economy.

One oft-heard criticism of the economic liberalization is that it is really a
way of legalizing the black market. In fact, this may in a very positive
sense be the ultimate test of its success; i.e., will the government be
willing and able through policy and administrative reforms to convert
clandestine economic activities into legitimate competitive market

operations? The regulation of foreign currency will be a major factor in
determining such an outcome, since it is the lack of readily available foreign
exchange and fears of continued devaluations that encourage illegal export and
the retention of profits overseas. An assurance that profits can be
legitimately made and that repatriated earnings will retain their value is a
prerequisite for the successful operation of an open market system.

b. Agricultural Export Sector

Due to its potential, the agricultural export crop sector has a critical role
to play in revitalizing Madagascar's economy. Numerous rural producers and
intermediaries are poised to respond to increased export opportunities, but
have been held back not only by lack of inputs and technology and poor
transport infrastructure, but also by rural insecurity and uncertainty over
government policy. Although progress will be difficult to measure over the
short term, the best indicators of progress toward or away from effective
liberalization are likely to be qualitative assessments of changing behavior,
strategies, and the spectrum of actors in the intermediary roles between
producers and exporters/importers (buyers, transporters, processors, and local
distributors of inputs and consumer goods).

47
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Another measure of the progress of liberalization will be the flow of
benefits. During more prosperous times before the socialist revolution, the
traditional movement of export goods was from the regions either directly to
external markets or via the capital, while the flow of benefits (primarily in
the form of imported goods) was predominantly to the capital, with extremely
low inter-regional exchange. If this pattern repeats itself or becomes even
more pronounced in a revised export-oriented economy the benefits will be
restricted and regional discontent and disparities may actually increase.
Efficient, prosperous and expanded internal markets may be a pre-condition for
increased general prosperity.

¢. Environment

A categorical exlusion has been approved by the Africa Bureau Environmental
Officer. A discussion of the environmental implications of the policy reform
program supported by MAELP funds is presented in Annex E, which also contains
the Initial Environmental Examination. The environmental impacts of the
policy reform program will be monitored by the Natural Resources Advisor
expected to join the AID/Madagascar staff by the end of CY 1988.

5. Relationship with Other Donor Activities and Relevant
USAID Projects

Madagascar's structural reform program outlined in Section II and Annex B
has evolved since 1983 in close coordination with the World Bank and the IMF.
Without the Government's commitment to this program, A.X.D. would not have
decided to re-engage in Madagascar as it did in 1984. Since that time, A.I.D.
activities have been designed and conducted in direct support of the reform
program, and consequently, in close coordination with the World Bank.

Evidence of the unusually close working relationship between A.I.D. and the
World Bark in Madagascar abounds, but is most evident in the rice
liberalization and environmental action plan programs.

The MAELP builds upon lessons learned in the rice market liberalization
through the PL 480 Food for Progress program, lessons which have also been
applied in the development of a complementary PL 480 Section 206 reform
program intended to extend agricultural market liberalization to the edible
oils sector. The MAELP has also been designed to specifically complement the
ongoing World Bank Structural Adjustment operations in agriculture (CASA), and
Industry and Trade (CASPIC), as well as the proposed 1988 Public Sector
Structural Adjustment Credit (CASEP). Coordination will be continued when the
World Bank moves forward with a planned CASA II in 1989 or 1990 which will
focus exclusively on agricultural exports.

Support for the liberalization of the import (and foreign exchange rate)
systems in 1988 is expected to be provided by all of the major donors. To
date, pledges have been made by the World Bank ($65 million remaining from
CASA, and $60 million from CASEP), the African Development Bank ($20-30
million as part of CASEP), and the French (FF 230 million, or $45 million).
France has been providing program type assistance since 1982. However, the
French assistance for 1988 has been held up pending a review of GDRM credit
policy. The U.S. contribution of $16 million will cover about two weeks of
imports. Additional assistance may be provided by Germany, Switzerland and
the EEC. Total donor commitments to date cover $206 million, compared with
anticipated total requirements for imports of SDR 400 million per annum.
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A number of donors provide assistance in support of the agricultural export
sector. World Bank structural adjustment programs have promoted policy and
procedural improvements in export administration, export crop pricing, tax
structures, credit systems and the role of public enterprises, while projects
support the rehabilitation of critical road and port infrastructure and the
lending program of the Agricultural Development Bank. France has provided
significant assistance for the rehabilitation of the cofiee sector in the
South East (with some attention to cloves and pepper) as well as for cotton
and sugar production and processing. Other projects are directed at
livestock, maize and rice, all products with potential for increased export.
Both UNDP and the European Development Fund gave supported initiatives in
fisheries development, as have the Japanese. The African Development Bank
provides project assistance for infrastructure improvement, while the German
aid agency has been working with livestock development.

A.1.D.'s proposed activities in technical assistance, studies and training in
the areas of rural credit, input and product distribution systems, export
market development, and export policies will build on earlier work done by
other donors (the French in coffee technology and input supplies, the World
Bank in rural credit and free trade zones) and complement planned initiatives,
particularly the development of in-country business training by the Canadians,
French and the IBRD. It will also build upon A.I.D.'s experience in
Madagascar under the centrally funded AFGRAD and AMDP training projects, as
well as the Madagascar Agriculture Rehabilitation Support Project (MARS).
Several successful MARS activities will be continued under MAELP, including:
visits and reports on policy reform progress by a senior and widely-respected
U.S. macro-economist, the study tour/workshop formula, and in-country seminars
organized by a local training institution.
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IV, FINANCIAL ARRANGEMENTS

A, Illustrative Budget

The budget for the activities described in the preceding sections may be summarized as
follows:

TABLE 1 Summary Cost Estimate and Financial Plan

(US Dols '000)

A.L.D, GDRM Private Total
Agricultural Sector Support: 16,000 6,100 : 22,100
Studies:
Baseline & Monitoring 100 10 110
Technical 85 5 90
Policy - 250 10 1260 -
Subtotal 435 25 460
Training: o
Local institution strengthening 114 15: _ ~129
30 Business courses/QJT in U.S, 750 20 -30- /800
Training contractor 150 10 o 160
Study Tours - ' L
96 5 101
Workshops - 6 @ 15,000 90 10 o 100
Subtotal T200 0 30 1290
Technical Assistance: |
INSCAE program development o Pty o
and seminars 140 - 25 165
Study tours/workshops - . o Ak
9 PM @ 15,000/month 1135 7135
Macro-economist - R e
3 PM @ 20,000/month . 60 60
Business consultancies - ' : S
15 consultancies @ 15,000 225 20 245
Program manager 240 - 25 20 265
Subtotal 800 50 20 870
Evaluation and Audit: 100 100
Contingency: 200 10 210
TOTAL 18,735 6,245 50 25,030
PROJECT TOTAL 25,030
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TABLE 2 - Projection of Expenditures by Fiscal Year

(U.S. Dols. '000)

FISCAL YEAR/ 1988 1989 1990 199,
SOURCE AID HC  AID  HC AID © HC  AID HC
PROVECT COMPONENT o |
Agricultural Sector 8,000 500 8,000 2,000 - - 2,000 - 1,600
Support : o R o ‘ ' '
Studies 50 250 100 100 100 35 5
Technical Assistance 120 30 30 2661;‘ i§; Tiébﬁ H?S;
Evaluation and Audit - 15 | 40,.."' ’45;

Cont ingency - 40 100 10 60
TOTAL 8,170 500 9,185 2,060 840 2,065 540 1,620

B. FAA Section 110A Contribution

Under the proposed Madagascar Agricultural Export Liberalization Program, the
Government of Madagascar has agreed to contribute a minimum of $6.245 million
in foreign exchange or local currency equivalent over three years to programs
that support the development of the agricultural sector, such as research on
export crops, rehabilitation and maintenance of transport infrastructure in
export crop growing areas, and the financing of needed inputs and services for
producers. An additional contribution will be made in-kind for training,
technical assistance and studies. These contributions satisfy the requirement
of Section 110A of the Foreign Assistance Act that a recipient of U.S.
development assistance contribute at least 25% of the total cost of a proposed
project from its own resources.

C. Obligation Plan

Obligations are currently planned for FYs 1988 and 1989. $18,735 million will
be obligated in FY 1988. Any future obligations beyond FY 1988 will be
dependent on the outcome of the project evaluations, one of whose objectives
will be to review Government of Madagascar performance on policy reform and to
recommend whether additional U.S. assistance should be provided to support
policy reform in Madagascar.

D. Disbursement Mechanism

The dollars provided under the policy reform part of the grant will be
disbursed in two equal tranches to the Central Bank of Madagascar, via
electronic funds transfer, to an account to be designated by the Central

o
D,
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Bank. The GDRM has indicated its intention to use these dollars in support of
the Open General Licensing (OGL) system for imports. Grant funds for project
activities will be disbursed directly by A.I.D. primarily through the Regional
Financial Management Center in Nairobi, Kenya.

E. Local currvency

1. Mechanics.

The mechanisms for generating and depositing local curféncy counterpart are
described in Section III.C.2.b. above. '

2. Use.

A small proportion of this counterpart will be reserved for the Mission's
Trust Fund. The bulk of the funds, however, will be allocated within the
government budget to support the rehabilitation of roads in key agricultural
areas under the Seventh Highway Project. A key consideration in the choice of
use of counterpart funds has been the Mission's limited management capacity in
the face of new local currency guidelines, which has necessitated the
selection of an option which will be the least management intensive, while
meeting a priority objective of the USAID development strategy.

a) Trust Fund

Local currency counterpart in the equivalent of $600,000 will be made
available to USAID to cover local currency costs of operating the A.I.D.

program in Madagascar over a period of three years. Disbursements of funds to

the Trust Fund will be made quarterly in accordance with existing procedures.
b) bBudget Attribution

The Ministry which A.I1.D. has selected to receive counterpart generations from
the MAELP is the Ministry of Public Works, MTP. It has become evident in
preparing the MAELP that one of the principal constraints to agricultural
marketing and exports, and thus an improvement in rural incomes, is the
abysmal state of road infrastructure. This hampers input delivery, the
collection and processing of crops, as well as transport to export centers.
The French-financed coffee rehabilitation project (ODASE) has found it
essential to give priority attention and resources to the repair and
maintenance of key rural and trunk roads in the coffee-growing areas. The
GDRM recognizes the magnitude of the problem and has sought donor assistance
for a well-thought out program to address the problem. The 7th Highway
Project is now being negotiated with the World Bank for $200 million of
multi-donor financing and is expected to come onstream in 1988. This project
will address road rehabilitation and maintenance in key agricultural areas.
The local currency requirements of this project are estimated to be the
equivalent of $50.2 million. The GDRM's difficulty in meeting road repair
needs is illustrated by the fact that in 1988 only FMG 13.5 billion($11
million) was allocated to MTP for all its activities. An A.I.D. allocation of

$16 million in counterpart funds will thus make a substantial contribution to

the realization of this key program.
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Channeling counterpart funds through the budget will be a new undertaking for
the GDRM. This effort is being undertaken upon the recommendation of the IBRD
and the IMF in order to improve the efficiency of resource use by the GDRM and
the transparency of Treasury operations. Until now, counterpart funds arising
from donor balance of payments assistance have been used off-budget.

One of the objectives of the budget reform program now being carried out with
the IMF and the IBRD is to bring all items now off-budget into the budget, so
as to achieve a consolidated budget presentation by 1990. Using counterpart
funds for budget attribution will also reinforce the new program-based
budgeting approach which has already been introduced in MPARA (Agricultural
Production) and MTP (Public Works), and is scheduled for introduction in the
Ministries of Health and Education in 1988, and the assessment of competing
priorities for Covernment resources which the new Public Investment Program
guidelines are intended to strengthen. Finally, the allocation of counterpart
funds will guarantee that funds will be available for identified priority
activities,

These MAELP resources will be integrated into the GDRM budget beginning in FY
1989(which starts in January).

¢. Reporting and monitoring
Section ITI.C., Conditions Precedent and Covenants, specifies certain
reporting requirements. On a quarterly basis, the Treasury will inform USAID
of deposits into the Special Account and of attributions of these receipts to
the agreed program in the budget. On a yearly basis, the recipient ministry
will certify that an amouni at least equivalent to the U.S. counterpart
allocation has been attributed to the agreed program. The Treasury has agreed
to coordinate these responses.

Monitoring will take place through the program review which is due to take
place before the disbursement of the second dollar tranche; through periodic
reviews or audits (as stated in the Covenant, USAID will have access to books
and records as appropriate); and through regular meetings with the World Bank
and MTP to review the progress of work and the use of funds under the Seventh
Highway Project. While relying on the World Bank as the principal
implementing agency, AID/Madagascar, with assistance from REDSO/ESA Engineers,
will also monitor the project through the review of all project reports and
periodic site visits.

V. MANAGEMENT ARRANGEMENTS AND EVALUATION PLAN

A. Management

The MAELP will be managed jointly by the Office of the A.I.D. Representative
to Madagascar and the Government of Madagascar. GDRM counterpart agencies
will be the Central Bank as the recipient of cash disbursements under the
agricultural sector grant, and the Ministry of Finance and Economy for review
of policy performance and for the implementation of training, technical
assistance and studies. The Ministries of Commerce and Industry will be key
participants in the planned technical studies and seminars, while the policy
dialogue under MAELP will be carried out with the Ministries of Agriculture
and Commerce as the two ministries having primary responsibility for

R
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agricultural exports. Training activities will be implemented with the assistance
of INSCAE and a U.S. contractor. REDSO/ESA and RFMC or RIG/A/N assistance will be
required for evaluation, financial review or audit and monitoring of local currency
disbursements. The responsibilities of each of these parties is discussed in

detail below.
1. AID/Madagascar

Within the A.I.D./Madagascar office, an economist will be the principal project
manager with primary responsibility for tracking performance under the reform
program in close collaboration with host country counterparts, the Wecrld Bank and
other doncrs; for preparing scopes of work and overseeing implementation of
studies and technical assistance; and for supervising the work of a U.S.
contractor and INSCAE in implementing training activities under the project. The
economist will also monitor disbursements from local currency accounts and verify
that expenditures follow agreed uses. The economist will report directly to the
A.I.D. Representative, and will work closely with the project development officer

and program assistant.

In view of the unavailability of an A.I.D. direct hire economist for assignment to
Madagascar within the next year, a PSC economist will be hired to manage the
project for a two year period using project funds. It is expected that a direct
hire economist will assume project management responsibilities at the end of the

second year.

The economist will be assisted by a direct hire project development officer and an
FSN program assistant. The program assistant will have primary responsibility
within the A.I.D., office for the implementation of the training component of the
project. The project development officer will assist the program assistant and the
economist as needed in the implementation of project activities (technical
assistance, studies and training) and will have primary responsibility for
coordinating program assessments, evaluations and financial reviews or audits.

The environmental impact of the program will be monitored by a Natural
Resources/Agricultural Advisor who is expected to join the A.I.D./Madagascar staff

during the 1988 calendar year.

The Mission will monitor carefully its capacity to manage this program. If the
management burden intensifies beyond Mission ability to service program
requirements as currently structured, alternative means will be considered.

2. A,I.D, Contractors

In addition to a PSC economist, AID/Madagascar will also contract with a U.S.
institution to manage the training component of the project in coordination with

the in-country business training institution, INSCAE. This contractor will have

the following responsibilities: 1) to make arrangements for a visit to the U.S.

for the Director of INSCAE and the Dean and a colleague from the University of
Madagascar's business college to investigate the curricula and resources available

at U.S., business and public policy schools that could be used to strengthen

training programs in these areas in Madagascar; 2) to place and monitor the

training of INSCAE faculty in short-term business training programs in the U.S.;

3) to develop participant training profiles, o interview and select participants,

and to organize training programs(academic or on-the-job, and business English) for

30 Malagasy participants in the U.S.; and 4) to assess the needs for the

development of business programs at INSCAE, to identify technical advisors who )
could meet those needs, and to arrange for the visits of selected advisors to ( 4

Madagascar. H{f/
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AID/Madagascar also proposes to obtain the services of the International
Executive Service Corps to handle the provision of technical assistance to
Malagasy entrepreneurs.

AID/Madagascar will use the services of IQC firms to develop the scopes of
work for studies, to recruit a senior macro-economist to undertake annual
reviews of policy performance, to organize and lead study tours and workshops,
to undertake project reviews or audits, and to participate in project '
evaluations as needed.

3. REDSO/ESA and RFMC

REDSO/ESA assistance will be needed in several areas: 1) the services of a
Contracting Officer to contract for the PSC economist and the U.S.
institutions/firms which will manage training and technical assistance
activities; 2) the services of an Engineer to review progress on the
implementation of the 7th Highway project, for which local currency
counterpart generated by dollar disbursemerts will be programmed; 3) the
services of an economist, an agriculturalist and a social scientist for the
planned project evaluations; and 4) the assistance of the RLA, RCO and the
Director in providing concurrence for certain implementation actions as
required by DOA 551. '

RFMC or RIG/A/N assistance will be needed as described below for financial
reviews or project audits. '

4, Government of Madagascar

The Government of Madagascar entities to be involved in this project include
the Central Bank, the Ministry of Finance and Economy, the Ministries of
Commerce and Industry and INSCAE.

The Central Bank will receive disbursements of dollars from the sector grant,
will establish a special project account, and will have primary responsibility
for assuring the timely deposit of local currency into the special account.

The Ministry of Finance and Economy will be the counterpart ministry for the
implementation of project funded training, studies, and technical assistance,
as well as for the management of local currency generations. It will review
performance on policy reform with A.1.D., and will participate in the
development of scopes of work for studies and technical assistance, and in the
selection of in-country contractors to implement studies. It will co-sponsor
seminars on the results of policy studies and study tours, and will
participate in project evaluations. Tne Treasury Department within the
Ministry will have primary responsibility for managing iocal currency
generations as discussed above, and will prepare periodic reports on the
status of the special account. A Project Manager will be hired to manage the
project within the Ministry of Finance and Economy, who will provide all
necessary coordination with other government ministries involved in studies
and training. The other government ministries expected to be involved in
project activities are the Ministries of Commerce and Agriculture, with whom
the policy dialogue on agricultural export market liberalization will be
continued, and the Ministries of Commerce and of Industry which will be key
partners for technical studies and seminars.
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AID/Madagascar has worked with the Treasury Department in the past on the
disbursement of local currencies from special accounts, and believes that the
staff of the Department are fully competent to carry out this role in the
future. AID/Madagascar has not worked with the Ministry of Finance and
Economy for project activities such as those proposed under MAELP. However,
an initial assessment indicates that with close collaboration on
implementation, the Division of Programming should be an excellent counterpart
for A.I.D. in Madagascar. This choice of a counterpart was recommended by
high-ranking officials within the Government because of its position of
coordination with all line ministries involved in the reform process, its
receptivity to and lead within the GDRM in promoting the private sector, and
its ongoing role in managing counterpart funds. The Ministry of Finance has
also been instrumental in establishing the business institute INSCAE, and is
particularly interested in developing in-country business skill training.

INSCAE will work with the U.S. institution in the selection of participants
for training in the U.S. and in the organization of in-country seminars and
workshops which will be held at INSCAE facilities.

An implementation schedule is presented in Annex F.

B. Contracting Mechanisms

The key factors considered in determining the most appropriate mechanisms for
procuring services required by MAELP were: 1) AID/Madagascar's small staff
and resulting limited administrative capability, 2) the relative inexperience
and limited capacity of the host country institutions in contracting, and 3) a
desire to use local institutions and resources to implement project activities
wherever possible. Thus, the services of contractors to manage the activities
discussed above will be obtained through competitively-selected direct AID
contracts and IQCs. The Design Team considered the feasibility of setting
aside any project activities for firms or institutions which qualify for
special consideration under the Gray Amendment(small, disadvantaged or
women-owned firms). The team was unaware of any small or .inority owned firm
with experience in the implementation of a combined business training/business
training institution strengthening program, or that offered business
consultants to private entrepreneurs at no salary fee as provided by the

IESC. However, the RFP for the training component technical services
requirements will be sent to the AID small business office with a request that
the contract requirements be brought to the attention of small businesses with
experience and expertise in the required areas.
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c. Hethods of Implementation and Financing

The chart below shows the proposed methods to be used to 1mplement and flnance HAELP
project components.,

Method of Method of
Activity Implementation Financing . Amount
Policy Support Cash Transfer Electronic Funds $16,000,000
Transfer

T.A.

-Program Mng'r. AID Direct Contract Direct Payment $240,000
-Business Cons. AID Grant to IESC Direct Payment $225,000
-Macro-Econ. AID Direct Contract Direct Payment $ 60,000
-Study Tours AID Direct Contract Direct Payment $231,000
Training
-Institution-

building/business

courses in U.S./

INSCAE program

development AID Direct Contract Direct Payment $1,124,000
~-Workshops and o

seminars AID Direct Contract Direct Payment $120,000
Studies AID Direct Contract Direct Payment $435,000
Evaluation/
Audit AID Direct Contract Direct Payment $100,000
Contingency AID Implementation Direct Payment $200,000

The review of alternative methods of implementation and financing from the
standpoint of project needs and funds accountability has led the design team
to select direct AID concracting using direct payment or direct reimbursement
procedures for project costs. This method is consistent with AID/Madagascar's
current policies on program financing and implementaticn.

D. Logistics

AID/Madagascar will provide full support in the way of housing, office,
secretarial and official transportation for the PSC Economist Program

Manager. This support will be funded through the Mission's Trust Fund. Somc
support in the form of office space and secretarial support will be provided
to IQC contractors for study scopes of work and evaluations/audits and, as
avaeilable, to the training and technical assistance contractors. However, the
latter two contractors will receive their primary in-couantry support from,
respectively, INSCAE and the private entrepreneurs who will benefit from IESC
consultancies. Funds will be provided under the contracts for other
logistical support as may be needed.

E. Evaluation and Audit Plan

In addition to the ongoing monitoring of the project that will be carried out
by the economist program manager, two special types of evaluation will be used

By
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to track project progress. The first type of evaluation is linked to
performance under the policy reform component of the project and will be used

as the basis for cash disbursements. The first such assessment will be
conducted following the notification by the GDRM that conditions for second
tranche of policy support assistance have been satisfied. The progress
indicators upon which performance will be measured during this assessment and
the composition of the external review team are described in Section III.C.
above. In addition to making a recommendation on the release of the second
tranche of the cash disbursement, the review team will be tasked with
reviewing Government of Madagascar performance on the overall policy reform
agenda and recommending whether or not A.I.D. should provide additional
balance of payments support during FY 1989. If so, the team will advise what
charges if any should be made in the policy reform agenda of the program.
These recommendations will serve as the basis for designing a PAAD amendment
in FY 1989,

The second type of evaluation will be for overall project performance. One
interim project evaluation is planned for October of 1989, The scope of work
for this evaluation will be as follows:

- to assess whether project activities are proceeding as planned, and
whether the project environment has changed in any substantial way;

- to review disbursement of project funds as well as the disbursement of
local currency counterpart to the GDRM budget;

- to assess the degree to which project activities are contributing to
the achievement of the project purpose;

- to determine whether the policy reform agenda remains valid, and if
so, whether additional A.I.D. resources for balance of payments support
should be made available to the GDRM during fiscal year 1990;

- and finally, to make recommendations for any changes in the policy
reform agenda, project activities, or implementation arrangements needed
to assure achievement of the project goal and purpose.

A team consisting of an economist, an agricultural officer and a sociologist
from REDSO/ESA if possible, or on contract as needed, will conduct this
evaluation. A training expert with experience in business and management will
form the final members of this team.

A final evaluation will occur after the expiration of the PACD in June 1991 to
assess the degreec to which project activities resulted in the achievement of
the project purpose and goals, and to make recommendations on the basis of
lessons learned for future A.I.D./Madagascar involvement in similar types of
activities.

Twice during the project life, AID/Madagascar will arrange for REDSO/RFMC to
issue work orders Lo a certified public accounting firm to be selected through
an indefinite quantity contract (IQC) to carry out a financial review of the
dollar and local currency accounts under the project. The scope of work for
the accounting firm is limited to financial and compliance matters and will be
prepared by A""‘Madapascar's PDO with assistance from REDSO/RFMC.
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Project funds have been budgeted for the planned evaluations and financzal '
reviews/audits. .

VI. NEGOTIATING STATUS

All the elements of the project have been discussed at length with Government
of Madagascar ministries which will have responsibility for approving or
implementing project activities, These discussions have included AID
requirements for GDRM reporting and management of special accounts, and the
substance of proposed conditions. To date, full concurrence has been given
and the GDRM has indicated its eagerness to sign an agreement at the earliest
possible date. When RLA clearance has been obtained for proposed conditions
and covenants, AID/Madagascar will review them with the GDRM prior to the
finalization of grant agreements.
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Table 1

Origin and Uses of Gross Domestic Product

Agriculture

Mining & Manufact.
Pub. Sect. Services
Other Services & Other

GDP at Market Prices

Net Import of
Goods & NFS
Consumption
Private
Public
Gross Investment
GDP at Market Prices

Agriculture

Mining & Manufact.
Pub. Sect. Services
Other Services & Other
GDP at Market Prices

Net Imports of
Goods & NFS
Consumption
Private
Public
Gross Investment
GDP at Market Prices

Agriculture

Mining & Manufact.
Pub. Sect. Services
Other Services & Other
GDP at Market Prices

Net Import of
Goods & NFS
Consumption

Private

Public
Gross Investment
GDP at Market Prices

(Billion 1984 Malagasy Francs)

1981

528.5
235.1
142.7
452.4

1358.7

108.5

1248.7
1042.4

206.3
218.4

1358.6

1981
%
38.9
17.3
10.5
33.3
100.0

8.0
91.9
76.7
15.2
16.1

100.0

1982

549.7
201.5
144.1
438.9
1334.2

113.9
1269.9
1070.3

199.6

178.2
1334.2

1982
$
41.2
15.1
10.8
32.9
100.0

8.5
95.2
80.2
15.0
13.4

100.0

1982
$
4.0

-14.3
1.0

1983 1984 1985
562.7 580.6 591.7
203.3 213.9 223.5
145.4 128.0 129.,2
434.8 446.6 455.8

1346.2 1369,1 1400.2
85.7 59.7 49,2
1255.0 1243.0 1260.1
1054.1 1058.0 1070.5
200.9 185.0 189.6
176.8 185.7 189.3
1346.1 1369.0 1400.2
(Percent of total)
1983 1984 1985
% % %

41.8 42.4 42.3

15.1 15.6 16.0

10.8 9.3 9.2

32.3 32.6 32.6
100.0 100.0 100.0

6.4 4.4 3.5

93.2 90.8 90.0

78.3 77.3 76.5

14.9 13.5 13.5

13.1 13.6 13.5
100.0 100.0 100.0

(percent change)

1983 1984 1985

% % %
2.4 3.2 1.9
0.9 5.2 4.5
0.9 -12.0 0.9

-0.9 2.7 2.1

0.9 1.7 2.3
-24.8 -30.3 -17.6
-1.2 -1.0 1.4
-1.5 0.4 1.2
0.7 -7.9 2.5
-0.8 5.0 1.9
0.9 1.7 2.3

Source: IMF, RED, FEB., 13, 1987 Table 1 and mission estimates

1986

605.0
219.6
130.0
456.1

1410.7

59.6
1272.3
1081.9

190.4
198.0
1410.7

1986
%
42.9
15.6
9.2
32.3
100.0

4.2
90.2
76.7
13.5
14.0

100.0

1986
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Table 2

Productlon of Major Cash Crops, 1981-86 (1)  -
- (in thousands of tons) S

1981 1982 1983 1984 1985 1086

(Ewnm)
Export crops

Coffee (2) Production 83.5 8l1.2 80.8 8l.4 -78.5 78.5
Marketed . 58.5 52.7 47.1 65.2 -46.6 '50.0

Vanilla Production (3) 4.3 5.5 2.2 6.9 - 7.0 3.3
Marketed (4) 1.0 1.2 0.5 1.5 - 1.6 0.7

Cloves Production 10.8 9.9 4.2 18.0 13.5 7.1
Marketed 10.2 15.0 2.3 16.0 8.0 6.0

Pepper Production 2.9 2.6 2.6 2.6 2.8 2.8
Marketed 1.9 2.2 2.0 2.2 2.1 2.3

Cocoa Production 1.8 1.9 2.8 3.0 2.3 2.4
Marketed 1.7 1.8 2.7 2.9 2.2 2.3

Butter beans Production 5.0 6.2 5.8 7.1 5.8 6.0
Marketed 3.0 ceo 3.9 6.0 5.0 5.0

Sisal Production (5) 15.4 = 15.1 12.5 19.8 9.8 19.8

N o
L]

Industrial Crops

Cotton (6) Production (5) 28.0 25.9 26.3 32.5 42.9 43.0

Sugar (7) Productiaon 1420.4 1408.6 1615.8 1660.0 1744.0 1950.0
Marketed 1055.0 848.0 958.8 1069.7 1138.2 1380.0
Groundnuts Production 32.9 29.6 32.3 - 31.5 31.5 32.0
Marketed 20.0 20.1 23.3 18.6 18.6 18.5

Sources: Data provided by the Malagasy authorities; and staff eStimatéé;

(1) Data on total production are approximate; data on marketed production are more
accurate.

(2) Unroasted coffee.

(3) Green vanilla.

(4) Prepared vanilla (4.6 kg green = 1 kg prepared)

(5) Most of the production is marketed.

(6) Seed cotton.

(7) Sugarcane.



Table 3

Madagascar: Agricultural Production 1980-1988
(Metric Ton)
1980 1981 1982 1983 1984 1985 - 1986 - 1987 Prev. 1988
CERFALS :
Paddy 2,108,910 2,011,910 1,969,905 2,147,000 2,131,100 2,177,680 2,230,205 2,296,132 2,235,200
Maize 127,570 120,656 113,000 132,100 141,000 140,200 152,890 158,100 156,400 .
Sorghum 1,280 1,280 1,315 1,560 1,500 1,380 1,400 1,485 1,380 -
LBEGUMINOUS o
Beans 38,415 35,570 36,845 38,670 36,800 35,700 42,210 39,500 38,000 ::
Butter Beans 5,920 5,000 6,200 5,800 7,100 5,800 6,350 6,560 7,000
Soya Beans 5 10 15 50 60 60 80 65 60
TUBERS & ROOCTS ,
Potatoes 166,150 160,630 200,810 252,695 263,510 263,600 263,900 266,640 270,100
Cassava 1,683,165 1,670,070 1,898,340 1,992,225 2,047,100 2,142,000 2,190,000 2,178,400 2,186,300
Sweet potatoes 373,255 398,575 356,090 463,000 462,500 450,000 467,140 466,760 466,900
Taro 79,625 77,370 78,165 85,460 93,200 93,500 94,000 92,750 93,000
INDUSTRIAL AND EXPORT CROPS
Sugarcane 1,394,985 1,420,380 1,408,565 1,615,800 1,660,000 1,744,150 1,950,000 1,980,600 1,985,000
Groundnuts 39,075 32,930 29,610 32,300 31,500 31,500 32,540 31,800 30,200
Tobacco 3,576 3,055 2,612 2,140 3,400 4,680 5,455 4,502
Cotton 23,210 28,010 25,880 26,343 32,500 42,700 41,000 33,000 31,000
Coffee
(green) 79,880 83,460 81,225 80,855 81,400 78,500 82,210 80,725 81,300
Cocoa 1,690 1,855 1,895 2,800 3,000 2,300 2,400 2,720 2,700
Perper 2,755 2,955 2,585 2,600 2,610 2,800 2,880 3,000 3,500
Vanilla 2,960 4,295 5,500 2,400 6,900 7,000 3,300 6,200 6,800
Cloves 12,250 10,800 9,905 4,230 18,000 13,500 7,100 6,500 10,100
Sisal 16,020 15,380 18,410 16,700 19,510 19,800 19,800 19,700 19,500
VEGETABLES , «
Green Peas 1,547 1,613 1,630 1,645 1,670 1,635 1,625 1,650 1,700
Carrots 4,261 4,528 4,670 4,900 - 4,955 5,000 4,720 4,700 5,000
Turnips 241 168 160 165 - ..180 160

170

170 .

180




Table 3

(continued)
Onions 4,502 4,787 4,935 5,100 5,150 5,300 4,960 5,200 5,500
Cauliflowers 535 57 110 220 440 5,000 4,060 5,130 5,000
Tomatoes 8,644 8,195 10,485 13,500 17,200 17,700 18,000 17,400 17,100
Cucumbers 575 645 580 700 730 750 780 800 800 -
Cabbage 8,707 10,179 10,320 10,420 10,400 10,400 10,500 10,600 9,560§¢
Watercress 754 651 790 810 880 900 980 1,C00 1,050
FRUITS

Bananas 270,175 280,300 284,525 285,700 224,000 224,500 225,200 225,900 226,000
Citrus fruits 58,860 59,435 80,345 80,700 81,320 81,900 81,900 80,800 80,800
Pineapples 53,320 48,575 50,275 50,485 50,400 50,890 50,655 50,8060 50,100
Apples &

Pears 5,618 5,683 5,704 5,800 5,830 5,872 5,780 5,660 6,000
Grapes 8,920 8,070 8,420 9,045 9,500 9,700 9,900 10,000 10,000
Lychis 31,950 32,815 33,565 34,300 35,300 35,380 34,880 35,000 35,500
Apricots 650 710 980 1,035 1,180 1,200 960 980 960

FCRESTRY o
Raffia 7,640 7,640 7,690 7,720 7,800 7,870 7,890 - =

Paka 430 430 540 570 580 680 .52 - -

Source: Data Provided by Mpara.
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Teble 4

Madagascar Eyports of pqricultural _Products and
Manvfactured Acgricuiturzl Coods, 19851-19087 (Tons) 1/

2GRICUTSUPAL 1981 1982 1983 1554 1985 1986 - 1987 2/
PROUCTS
CoLfie= Z/ 56,941 53,9218 50,034 51,337 41,662 44,937 -
verilla 635 387 1,099 827 628 714 1,156
Ciovos v 7.712 9,444 1,973 6,268 12,031 11,241 3,023
Foprrer 2,040 2,163 3,232 2,805 2,618 1,774 1,777
Ccooa 1,800 1,388 2,315 2,495 1,624 2.119 2,93
Ricz 2/ 133,000 351,000 179,000 114,00C 116,000 159,000 99,965
ruiter Bezans 447 1,911 5,668 5,172 4,881 2,298 -
Tannnss 1,334 226 €sC 94 46 46 750
Sizal 13,383 15,395 10,571 13,059 8,330 8,574 7,303
Raffia 2,041 1,787 1,453 1,665 1,056 1,085 2,088
Medicinal &
Toriwmery :
2lants - - 260 1,209 890 _ - 923 1,028
MR TEACTIRED
BAERICULTURAL
GCUDS
Fish 13,264 3,990 3,590 4,124 4,439 4,682 -
Mea 2,163 1,180 783 3,458 1,272 -5 -
Sugar 12,200 10,507 32,3C6 25,082 32,800 - 18,582
Molasses Bt - - 20,500 14,350 13,000 17,000
Tepioca - - 465 374 120 120 -
Cloves 0il {688}‘ 656 791 1,781 1,i35° 1,028 1,394
¥iang Ylang Rl N ‘ ‘ . v
cil -18" 13 o1l 8 13 ~ 8 -
0il Czke - - 2,633 1,729 3,076 3.310 2,720 -
Cotion Fabrics - - 4,396 7,755 - - -
Woed ' - fe 336 363 292 S -
SOURCES:
£/ EDB

>/

%/ Ministry of Commerce

-/ Petzr RODINSCH, Cowposition of PIASC, Title T Comwdities, 1987-1991
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BEST AVAILABEE-DOCUMEN!

Madagascar Exports of Major Agricultural Products

Quantity in MT

1983 1984 1985 1986

AGRICULTURAL PRODUCTS

Green Coffee 50,034 51,337 41,662 44,937

Vanilla 1,099 827 6286 680

Cloves 1,973 6,268 12,031 10,183

Pepper 3,232 2 eos]1 2,618 1, 841

' Value 1n Mllllon of FMG

1983 1984 1ses 1986

AGRICULTURAL PRODUCTS

Green Coffee 48,987. 7»~‘~77'964’6 §;g63 566 1 91,978.3

Vanilla 27,211.5 ;,130 4002 28, 805 7”,;}25{@20.3

cioves 6,963.7 20,485, 2fi1?24 463.3  15,141.4

Pepper 1,442.6 . -z'..2‘63-67 3,454.1 3,559.4

FMG per kilogram

'1983f 1984 | 1985 1986

AGRICULTURAL PRODUCTS

Green Coffee
Vanilla
Cloves

Pepper

979

24,760

3,529

4463

1,518
36 753

1,526

4s, 869”

2 033,7

1 319

2 046

;43,281




Table 6

New York Spot Prices for Vanilla

and Madagascar Producer Prices

1973-1987
Actual: Madagascar Nominal Export % Producer
Origin Producer Price Price of
Price Export Price

Year
1973 660-680 220 3,079 32.9
1974 675-700 240 3,308 33.4
1975 785-810 240 3,457 31.9
1976 900-950 250 4,300 26.7
1977 200-950 280 5,109 25.2
1978 1,043 305 5,925 23.7
197¢ 2,800-3,000 500 7,126 32.3
1980 5,500-6,500 600 9,621 28.7
1981 3,150 700 11,018 29.2
1982 2,800 700 18,664 17.3
1983 3,000-3,100 1,000 21,849 22.3
1984 1,000 36,759
1985 1,000 45,869
1986 1,100 43,281
1987 1,200

it
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Table 7

New York Spot Prices for Cloves

and Madagascar Producer Prices

Madagascar Nominal Actual Producer
Origin Producer Export Price as % of
Price Price Export Price
Year
1973 179 280 650.3 43.1
1974 260 320 790.6 40.5
1975 261 320 779.6 41.1
1976 295 320 - 977.8 32.7
1977 330 340 1,357.0 25,1
1978 325 340 1,166.0 29.2
1979 385 385 1,111.0 34.7
1980 440 395 1,510.0 36.2
1981 445 430 2,280.0 18.9
1982 530 435 2,790.0 15.6
1983 470 435 3,347.0 13.0
1984 435 4,950.0
1985 435 2,860.0
1986 525 2,000.0
1987 600 2,140.0 °



Table 8

 New York Spot Pric3s for Pepper and

Madagascar Produccr Prices

1973-1987
Year = New York Nominal Actual Producer
Spot Producer Export Price as %
Price Price Export Price

1973 58.0 150 - -
1974 82.2 175 - -
1975 89.4 175 - -
1976 88.1 180 - -
1977 115.1 190 - -
1978 106.6 190 497 38.2
1979 106.5 200 378 52.9
1980 89.7 225 362 62.2
1981 84.3 225 401 56.1
1982 71.6 230 480 47.9
1983 72.7 235 396 50.13
1984 255 807

1985 300 1,319

1986 liberalized 1,933

1987 liberalized



Table 9

New York Spot Prices for Coffee
and Madagascar Producer Prices

1981-1987
Year Madagascar Nominal Actual Producer Price
o Origin Prod. Price Exp. Price 'as % of Exp.
Price
1981 - 250 - -
1982 - 260 - -
1983 - 280 979 -
1984 - 330 1,518 -
1985 - 395 1,526 -
1986 - 600 2,046 -
1987 - 800 - -

i



Table 10

Madagascar: Naminal and Real Paddy Producer Prices, 1961-86

Estimated
Producer Effective
price Producer Prices (1) Producer ‘
paddy  Naminal Real Price (2) Naminal Real
(FMG/kg) (1975=100) (1975=100) FMG/kg (1975=100) (1975=100)

1961 8.0 27 54
1962 9.0 30 59

1963 9.0 30 58

1964 11.0 37 67

1965 11.0 37 64

1966 12.6 42 71

1967 13.0 43 73

1968 134 45 74

1969 13.6 45 73

1970 - 14.2 47 74

1971 15.0 50. 74

1972 15,0 50 74

1973 15,0 50 66"

1974 25.0 83 90

1975 30.0 100 100

1976 35.0 117 1

1977 35,0 117 108

1978 35.0 117 101

1979 38.0 127 96

1980 43.0 143 92

1981 47.0 157 77

1982 60.0 200 75

1983 65.0 217 68 81 271 85
1984 75.0 250 71 90 300 86
1985 83.0 277 71 103 343 89
1986 100.0 334 73 215 716 159
1987 120,0 | T

Sources: Data provided by the Malagasy authorities; and staff estimates.

(1) Until 1983 the minimm producer price was the effective producer price.
With the liberalization measures introduced in May 1983 the actual prices paid
to producers exceeded the mininun producer price.

(2) Prices reportedly paid to producers in areas adjacent to Antananarivo.



Table 11

Distribution of Farmtypes

(October 1983)
AREA IN HA AREA CULTIVATED BY: (in %)
CROP TOTAL TOTAL in Small Small and 1
' Planted production traditional medium Plantations —~
farmers commercial
farms
EXPORT CROPS
Coffee 220,000 2/ 210,000 85 10 5
Cloves 110,000 . 73,000 60 23 17
Vanilla 27,000 3/ 22,000 80 20 negligable
Pepper 6,120 4/ 5,500 190 - 3. 7
Cocoa 2/ 4,800 4,500 17 S o83
Sisal 19,000 N/A 2 - - 98
FOOD CROPS “
Rice 1,200,000 1,200,000 75 -
Cassava 350,000 350,000 98 1l
Groundnuts N/A N/A 100 -
Maize 120,000 120,000 N/A
TOTAL AGRICULAURE 3,000, G600 2,900,000 . 83 o2

SOURCES: MPARA, various reports; World Bark mission estimates.

1)
2)
3)
4)
5)
6)

Including statefarms.

Excludes an area in Mahajanga (abcut 6,000 ha; also excludes
arabica-coffee, produced cn a small scale in the plateaux and
ILac-Alaotra areas (estimzted: 5,000 ha). '

Assumes an unproductive period of 2-4 years and a productive

-period of 6-7 years. About 20% is in the phase of replanting.

Assumes a replanting period of 8-10 years of production, and 3-4 year
unproductive period (the Stabilization Fund mentions 4,200 ha).

Small planters only recently started planting. Area is estimated,
and will increase in future.

Area included in rice-schemes.



Number of producers and farm size (1983)

Table 12

Farm type Coffee Vanilla Cloves Pepper Cocoa
Cafe Vanille Girofles Poivre Cacao
Total area cultivated (ha) 220,000 27,000 110,000 6,120 4,800
1. small traditional 187,000 22,000 66,000 5,540 800
2. small comercial 22,000 5,000 25,000 180 -
3. plantation type 11,000 - 3/ 19,000 400 4,000
Total number of producers 350,000 70,000 80,000 60,000 2,000
1. small traditional 345,000 65,000 70,000 59,500 2,000
2. smwll commercial 5,000 5,000 1/ 8,000 50 -
3. plantation type 1.0-50 13/ 2,000 1 NA
Average farm size 0.63 0.38 1.38 2/ 0.1 not
A applicable
1. gmall traditional 0.5 0.34 0.9 0.1 0.40
2. small comercial 4.5 1.0 3.1 0. -
3. plantation type 50-2000 12.0 9.5 400 500~2000
Average numbxr of labor
days employed (per ha) 4y
1. small traditional 50 40 not 30 20
2. small commercial 80 300 appropriate 60 80
3. plantation type 200 500 200 200

L

Small conmercial fammer defined as a producer growing vanilla in pure stand owning
about 1000 plants. This average population is below standard.
The definition of size is misleading because most small plantings are planted aleng

slopes or farm borders and oftern widely spaced. On the average farmers cwn 50-60

trees.

L

Only one big producer of ahout 10-15 ha.
Rounded off estimated figures.

SOURCES: MPARA, OCGCP and various reports, synthesized by World Bank mission.



Table 13

Participation of women in agricultural activities i
(% of total labor) T

Planting Maintenance  Maintenance  Harvesting  Post Harvestir

ground cover crop SR . activities
Coffee 0 30 —  s0-00 65
Cloves | —- - — e 50 .80
Vanilla | 50 56] o2  &/§
Pepper 30 50 50 50 30
Cocoa 50-10C 50-100 CE 5080, 50
Rice 3/ 50 50-100 — 50 100

1/ Clearing, land preparation, plant holes, drainage are carried out 100% by men
(these activities are not mentioned in the colums). On rare occasions women
assist with underbrush cutting.

2/ Fertilization of flowers is done 100% by women.

3/ Rice in rizieres, tanety and tavy.

SOURCE: Bank mission estimates based on FAO study and local sources.



Table 14

Estimated State Control of Economic Activity
(per cent)

Sector June 1975 1978
Banking 25 - 100
Insurance 15 100
Imports 20 60
Exports L. 78
Sea transport .14 14
Water and Energy 100 100
Internal trade 30 70
Industry 18 33
Total 13 61

SOURCE: De Gaudusson, J. du Bois, "Madagascar: Des
entreprises publiques aux entreprises socialistes" in F.
Constantin (ed), Les Entreprises Publiques en Afrique Noire,
Vol. I, pp 1%7-285, Paris, Pedoae, 1979.



Table 15

'Pagtern of Household Consumption in CPI

(in percent)

Domestic Processed, Processed, Imported, Total
unprocessed domestic domestic, finished
content & imported products

only content
(1) (2) (3) . (4)
Traditional households . _
Food 47.35 10.79 - l 67 0 54 60.35
Rice (15.98) (=) A==) “(==)  (15.98)
Fruits and vegetables - (6.21) (-=) A==) c==) . (6.21)
Other (25.16) (10,79 (l 67) (0 54) (38.16)
Fuel and electricity 1.99 - 5.97: l 18,; YU e 9.14
Domestic services - . l 825 L e R 1.82
Maintenance, clothing, ) L o o
and medicine Lm— 9 06! - 3.66 ©2.13 14.85
Miscellaneous ' et 55,,10 161 2,71 ;0 97, 13.84
Total 49;34:,°*1‘37 aof 9.22 ','333 64' 100.00
Modern households | |
Food : 12.67  21.93  5.57 §f4 99 45.16
Fruit and vegetables 4.43 et : e e 4.43
Other 8.24 - 21.93 ' 5.57 4,99 " 40.73
Fuel and electricity 0.11: - 3.79 2.18 S 6.08
Domestic services -- - 11.26 - ejffff, 11.26
Maintenance, clothing e g : :
and medicine ~ == B.08 2.21° 17.99
Miscellaneous ' 0. 56 - 6.58 7.59 19.51
Total e sLed o 17.s8 100. 00

Source: Data provided by the Malagasy authorities.

(1) Domestic, unprocessed - All domectically produced goods and services which
do not require extensive processing.

(2) Processcd domestic content only - All locally manufactured products for
which all raw materials are domestically produced.

(3) Processed, domestic and imported contents - All locally manufactured
products for which raw materials are wholly or partly 1mported.

(4) Imported finished ploducts ~ All goods which are imported in the form in
which they are consumed, i.e., no local value added.




. Table 16

".Central Government Budgetary Position

Total budgetary rev.
Tak revenue

Taxes on inc. & prof.
Companies
Individual
Capital income
Other

Taxes on property

Taxes-goods & serv.
Value added
Excises
Fisc. Monop. Prof
Other

Taxes on foreign trade
Import duties
Export duties

Other taxes

Non-tax revenue

Total current exp.

Personnel exp.
Goods & Services
Interest-Gov't debt
External
Internal
Transfers

Total budgetary capital
expenditures

Memo: non-budgetary
capital expenditures

(percent of GDP)

1983 1984
g %
11.5 12.3
‘2.2 2.
sk .0 S B
1.0 1.
0. 0.
Lo 0.
4.1 3.
1.9 1.
1.2 1.
0.9 0.
0.1 0.
4.6 4.
3.5 3.
1.1 1.
0.1 0.
0.4 0.

[l LR SKREN BN

(=)} ol =3 0 WO N Y | oad

1985,

8

[fiélsi

Sl

OKHKHN

' Seeseite e :
w N esEN HeENo M ONOOH N

© O HaOW OCOMKHW. O

Central Government Expenditure

1983 1984

3 $
11.9 12.6
7.2 7.2
2.1 2.1
1.2 1.9
1.0 1.6
003 0 03
4.0 4.1
f3;1ﬂj 4}9;

1985

3.2

1986

oo

=

L ] [ ] w
~3

SO ™ HoOoROYO ol OO N -3

orHON
[} L ]

© O WL ocoHFW o
L ] [ ]
w [\N)

1986

o
| aad ob
*

HOMMEHO
OO wn

w
[}

3.1

0

0



Table 17

Government Personnel Expenditure

‘and Number .of Civil Servants, 1981-86

1981

Personnel expenditure

Outlays in billions
of Malzgasy francs (1) 73.0
.Of which: wages and salaries (68.0)

Annual change in percent 14,1
As percent of current

budgetary expenditure 65.1
As percent of total

budgetary expenditure (2) 48.9
As percent of total government
expenditure 30.7
As percent of GDP 9.2

" Civil servants

Total number at end-December 121,156

Annual change in percent 2,6J

1982

85.8
(80.7)

17.5

67.3

55.4

35.9
8.6

4.0

R

88.1
(81.9)

2.6

- 61.6

51.1

33.0

72

1.2

1984 1985 1986

- Proj.

98.6  109.0 118.0

[£92.0) (101.7) (109.0)

11.9 10.6 8.3
571 55.5  56.6
,4Q5§‘ ‘f4754‘f:n 48.0
3.8 336 335
7.0 7.2 6.4

126,023 127,500 128,500 129,000 129,500

0.8 0.4 0.4

Sources: Data provided by the Malagasy authorities; and staff estimates.

(1) Excluding medical expenses.

(2) Consisting of current budgetary expenditure and locally financed capital outlays.
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Table 18

Revenue and Expenditure of the Export
Stabilization Fund (FNUP), 1981-86

(in billions of Malagasy francs)

Projections

1981 1982 1983 1984 1985 — 1986
I. Revenue 15.2 '26.4 - 36.3  61.8 49.3 54.0
II. Fxpenditure 180 6.1  13.0 166 142  15.2
Current expenditure 1.0 42 105 12,6 131 12.2
Operating expenditure(l) (2.6)  (2.8)  (9.5) (10.9) (12.2)  (12.2)
Price stabilization (8.4) (1.4) (1.0) (1.7) (0.9) (0.0)
Gpital expenditure (2) 7.0 1.9 2.5 40 L.l 3.0

III. Swplus or deficit T TR
(<) (=1 - 11) (3) =2.8 °  20.3  23.3 45.2 35.1 38.8

- Sources: Data provided by the Malagasy authorities; and staff estimates.

(1) Including transportation, storage, and marketing expenses, and overhead.

(2) Mostly construction of rural roads.

(3) Deficit was financed by the Treasury, and surpluses were used for financing other
govermnment cperations, as consolidated in Table 6.



‘Table 19.

-Interest Rates Applied by the National Banks, 1985-86

-(In percent per annum)

Deposits

Sight deposits
Time deposits
Less than 6 months
6 to 12 months
l to 2 years
2 to 3 years
Over 3 years
Certificates of deposit
Less than 6 months
6 to 12 months
l to 2 years
2 to 3 years
3 to 4 years
4 to 5 years
Over 5 years

Loans

Short-term loans
Fl
F2
F3
F4
F5
F6
- F7
Medium-term rediscountable
loans
Medium~-term non rediscountable
loans
Long-term loans

Source:

(1) First six months.

1985
0066— 4045
4.00- 8.75
8000-12000

13.50-14.00

13.50-16.00

16.00-18.00

7.50

7.50- 8.50

8.50-11.00

9.50-11.50

10.50-12.50
12.50-13.00
12.50-13.50

14.00~-16.50
13.00-18.00
15.00-21.00
16.00-21.00
13.00-16.50
15.00-22.00
16.50-19.00

14.00-19.00

18.00-20.00
11.00-19.00

Data provided by the Malagasy authorities.

1986 (1)
0.79- 4.46
4.00- 9.060

8.00-~12.00

13.50-14.00
13.50-16.00
16.00-18.00

7.50
7.50-10.50
8.50-11.00
9.50-11.50

10.50-12.50
12.50
12.50

14.00-16.00
12.00-17.50
15.00-12.00
15.00~-19.00
12.75-15.00
15.00-22.00
16.50-19.00

13.00-20.00

11.00-19.00
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Table 20

Exports, f.o.b. 1981-86
(Value in millions of SDRs, volume in thousand tons, and
unit value in SDR per kg unless otherwise specified)

1981 1982 1983 1984 1985 1986 (prel.

Coffee

Value 94.74 84.90 105.97 137.64 101.40 123.18

Volume 56.90 53.90 50.50 53.80 44.70 50.00

Unit price 1.66 1.60 2.10 2.56 2.27 2.46
Cloves

Value 55.31 60.80 15.46 35.69 34.70 29.96

Volunre 7.70 9.40 2.00 6.30 11.50 11.14

Unit price 7.17 6.40 7.84 5.69 3.01 2.69
Vanilla

Value 23.39 42.40 58.37 51.33 43.00 39.95

Volume 0.60 0.90 1.10 0.80 0.60 0.80

Unit price 36.83 47.80 53.11 62.07 68.47 49.95
Pepger _

Value 2.85 2.50 3.09 3.90 5.14 4.48

Volume 2.00 2.20 3.20 2.80 2.62 2.00

Unit price 1.40 1.20 0.96 1.39 1.96 2.24
Shellfish

Value 14.25 19.10 22.22 21.31 21.75 28.81

Volume 3.30 4.00 3.60 3.80 4,26 5.20

Unit price 4.37 4.80 6.19 5.61 5.11 5.54
Sugar .

Value 7.60 3.10 11.39 5.48 9.35 5.57

Volume 12.20 10.70 32.30 17.40 32.80 10.50

Unit price 0.62 0.20 0.35 0.31 0.29 0.53
Meat

Value 3.92 2.40 1.59 4.12 1.58 0.01

Volume : 2.20 1.10 0.80 3.50 1,27 0.05

Unit price 1,81 2,20 2.03, 1.18 1.24 0.22
Cocoa

Value 2.16 2.10 3.05 4.42 2.90 3.12

Volume 1.80 1.40 2.30 2.50 1.60 2.10

Unit price 1.20 1.50 1.32 1.77 1.79 1.49
Cotton clothe

Value 13.25 15.20 10.14 11.00 12,22 8.30

Volume 7.50 8.00 4.50 4.40 4.70 3.07

Unit price 1.76 1.90 2.24 2.47 2.61 2.70

@/



Sisal
Value
Volume
Unit price

Petroleum products .

Value ’
Volume

Unit price

Chromite
Value
Volume
Unit price

Graphite
Value
Volume
Unit price

Essence of cloves
Value
Volume
Unit price

Other items
Value

Re-exports
Value

Total

Table 20" (Ctd.)

L o Exports, f.o.b.
.(Value in millions of SDRs, volume in thousand tons, and
‘*'AQnipﬁyélue‘in SDR per kg unless otherwise specified)

1981

'5.32
13.40°

0.40

12.7
143.12
1 0.09

-4.78
80.80

- 0.06

- 7.66
16.30
0.47

0,70
3.46

17.30

14:00

1981-86

1982

5.70
15.40
0.40

9.80
65.40
0.20

- 3.60
- 63.70
- 0.06

7,10

14.90

19.90

15:40
29640

0.50

2.40
10,70
°3.70

1983

3.74
10.60

0.35

9.25

57.10

0.16

2.66

59.40
0.04

5.50
- 11.70
0.47

2.68
0.80
3.39

19.79

1984

- 12.00,
- 0.36

4.07
92.40

0004 ’

6.04

14.50
0.42

6.26
1.80
3.51

23.93

325,18

1985

2.76.
0.37

4,66
12495
0.14

4074
103.18"
T0l0s

719
16.13 -
0.45

3,63
l [ 14
3.23:
19.46°
P80 sk

1986 (prel.

3,00
110.60

3.17
127.96
0.11

5.04
104.00
- 0.05

- 7.85
16.00
0,49

12460
0,80
3.24
21,16

86.20

SOurces:5-ﬁét5'providedfby the Malagasy authorities; and staff;estimates.



Table 21

Composition of Imports, c.i.f., 1981-86

(In millions of SDRs)

1981 1982 1983 1984 1985 1986
Value Percent Value Percent Value Percent Value Percent Value Percent Value Percent

iprent goods 161.6 31.3 105.8 21.1 84.2 20.6 94.2 23.8 98.4 25.5 99.6 26.8

. ' 84.0 l16.2 115.5 23.1 67.9 l16.6 49.1 12.4 45.3 11.7 49.1 13.2

Of which: Rice (57.6) (11.2) (95.1) (19.0) (50.5) (12.3) (28.7) {7.2) (29.9) (7.7) (34.2) (9.2

ocd consumer goods 49.9 9.7 46.0 9.2 40.6 9.9 48.0 12.1 51.6 13.3 42.2 11.4

ergy 107.6 20.9 121.3 24.2 91.9 22.5 96.9 24.5 83.9 21.7 47.0 12.7

v material and

| spare parts 94.3 18.3. 97.8 19.6 102.5 25.0 107.6 27.2 107,3 27.8 133.5 35.9
ther (1) - 18.3 3.5 13.9 2.8 22.2 54 — @ - — —_— — -

Total imports, c.i.f.‘,515.8, 100.0 500.3 100.0 409.3 106.0 -395.8 . 100.0 . 386.5 100.0 371.4 100.0

amorandum items:

Rice import volume (in'

thousands of tons) 192.5 310 ABDL. ;iiif@ 106.5 o 171.6
Imports, f.o.b. (in ST e sy N :
millions of SDRs) 433.2 409.0 353.8 343.5 1330.7. 312.0

wrces: Data provided by the‘Malagasy authorities; and staff estimates.x
.) Beginning 1984 “ophér“ imports are allocated to the principal inport;categﬁries;{



Table 22

Balance of payments, 1981-86

(in millions of SDRs)

1984

1981 1982 1983 1985 1986
Exports, £.0.b. 281.5  296.4  289.7 325.2  274.5  286.2
Imports, f.o.b. -433.2 -409.0 ~-353.8 -343.5 -330.7 -312.0
Trade balance -151.7 -112.6 -64.1 =-18.3 -56.2 = ~-25.8
Service receipts 55.6 49.7 45.0 56.9 . 62.0 74.3
Service payments -267.9 -272.7 -268.0 -289.2 -296.0 ~-317.5
Freight -66.2 -68.1 -49.6 -48.1 -46.1 -43.7
Transport and travel -59.3 -55.7 ~54.6 -61.8 -68.9 -64.5
Investment income ~78.3 -91.4 -106.6 ~134.9 -131.2 -150.7
Otl')er _6307 -5705 -.57.2 -4404 -4908 -5806
Services, net =211.9 -223.0 -223.0 -232.3 -234.0 -243.2
Of which: interest
(including moratorium
interest on
rescheduled debt) (-75.1) (-88.2) (-104.4) (-133.2) (-129.7) (-145.3)
Private unrequited transfers 3.4 -1.3 ~-1.1 9.3 37.4 - 28.5
Current account -360.2 -336.9 -288.2 -241.3 -252.8 ~-240.5
Public unrequited transfers 53.1 65.5 56.9 66.1 59.4 87.9
Nonmonetary capital (net) 237.7 109.9 184.1 179.5 162.3 181.6
Drawings 277.2 . 190.1 181.1 117.9 143.4 168.4
Amortization 1/ -93.2 -l64.2 -183.1 -127.0 -147.0 ~-136.0
Debt relief (net of down
payments) 53.7 84.0 186.1 164.9 151.7 164.7 2/
Official creditors (50.3) (82.1) (125.1) (141.1) (137.9) (164.7)
Commercial Banks 3/ (3.4) (1.9) (61.0) (23.8) (13.8) (--)
Petroleum financing cos cee coe 23.7 14.2 =15.5
Drawing ‘ (23.7) (37.9) (22.4)
Amortization (—) (-23.7) (-37.9)
Othel‘ 5/ 503 77.6 -4107 2306 22.3 —
Overall balance -82.2 =107.7 -89.2 15.7 -7.8 29.0
Financing 82.2 107.7 89.2 -15.7 .729.0

7.8

™~



Table~22 (cont.)

IMP (net) 31.6  51.7 6.5 17.9 -3.4 3.4
Purchases 39.0  52.4 10.2 41.4 29.0 44.2
Repurchases -7.4 =0.7 =3.7 =23.5 =32.4 -40.8

Net cash change in arrears B |
(decrease -) 5/ . 59.0  63.8  69.6 -9.0 - -8.3

Net central bank reserves @ -~ = « e e
(increase -) 5/ -8.4 -7.8 13.1 -24.6 19.5°

Memorandum items:

CQurrent account deficit e ,
as percent of GDP 6/ -14.6 -13.1 . ~=10,9:" '=10.4 - -11.0 - -10.4

. Outstanding arrears 5/ eee’ 95,5 . 8l.4 " 77.4  69.4
Freely available reserves ... coe 7.7 - 15.2 - 12.9 26.0
Debt: service ratio before o e

rescheduling 7/ 45.9 72.9 87.0 75.6 93.4 95.5
Debt service ratio after S
reschequling 8/ 34.0 48.9 31.4 33.4 49.2 51.3
GDP 2,463.0 2,580.0 2,665.0 2,315,5 2,308.2 2,302.0
FMG/SDR exchange rate 320.4 386.1 459.9 590.8 672.6  798.6

Sources: Data provided by the Malagasy authorities; and staff estimates.

1/ Before current year's debt rescheduling.

2/ After debt relief obtained from Paris Club V (October 1986) and from other
official creditors on camparable terms.

3/ Includes small amount of debt relief fram private creditors other than
commercial banks. In December 1985 commercial banks rephased amortization
payments on previously rescheduled debt through 1992. The impact of this debt
relief in 1986 has been taken into account by reducing scheduled amortization
payments.

4/ Includes valuation of adjustment, short-term capital other than petroleum
financing, errors and omissions, and SDR 3.5 million in SDR allocations in 1981.
5/ Series not comparable prior to 1983 since central bank foreign liabilities have
been revalued at appropriate exchange rates only beginning mid-1983.

6/ The high current account/GDP ratio reflects, in part, the impact of the
depreciation of the exchange rate of the Mal agasy franc on GDP expressed in terms
of SDRs.

7/ Includes impact of previous year's rescheduling, but excludes that of the
current year, .

8/ Includes impact of reschedulings through the current year.

%



Table .23

Outstanding Stock of External Debt, 1980-85 (1)

(in millions of SDRs)

<D

1980 1981 1982 1983 1984 1985
Amount  Percent Amount  Percent Amount Percent Amount Percent Amount Percent Amcunt Percent
fticial Creditors 1533.3 61.8 824.9 63.2  1,059.6 63.8 1,038.2 57.0 1,152.3 55.3  1,297.1 58.4
Paris Club (2) (343.4) (39.8)  (500.0) (38.3)  (707.6) (42.6) (735.1) (38.7) (805.8) (38.7)  (945.3) (42.5).
Other Countries (3) (189.9) (22.0)  (324.9) (24.9)  (352.0) (21.2) (348.2) (18.3) (346.5) (16.6)  (351.8) (i5.8)
nternational
Organizaticns 218.6 25.3 310.9 23.8 418.9  25.2 487.2  25.7 558.3  26.8 577.5 26.0
IMF (42.9) (5.0) (74.8) (5.7) (126.5) {7.6) (133.1) (7.0) (151.0) (7.2) (147.0) (6.6)
Cther oganizations  (175.7} (20.3)  (236.1) (18.1)  (292.4) (17.6) (354.1) (18.6) (407.3) (19.5)  (420.5) (19.4)
anks 101.7 1.8 162.5 12.4 177.0  10.7 184.7 9.7 193.7 9.3 153.9 6.9
rivate nonguaranteed 9.0 1.0 7.5 0.6 6.6 0.4 7.2 0.4 21.2 1.0 s 32.0 1.4 '
hort-term (4) - — - == — — 4.6 2.2 78.9 3.7 8.2 3.8
rrears (5) — — — - - - 95.5 . 5.0 . Bli4 " 3.9 - 77.4 3.5
Total 862.6  100.0  1,305.8 100.0  1,662.1 100.0 1,854.4 100.0 2;0S ©2,223.1  100.0
ources: Data provided by the Malagasy authorities; and staff estimates.

1) After debt rescheduling fram the Paris Club, fram other official creditors , and from commercial banks.

2) Participating countries are Austria, Belgium, Canada, the Federal Republic of Germany, France, Israel, Italy, Japan Spain
weden, Switzerland, the United Xingdom and the United States.

3) COrDCON, China, and Arab countries; includes exceptional balance of payments financing.

4) Not available prior to 1984.

5) Prior to 1983, included in outstanding amounts of principal creditors.




h

Dec. 1985
outstanding
Official creditors 1,297.1
Paris Club (945.3)
Other (351.8)
International
Organizations 577.5
IvF (147.0)
Cther {(430.5)
Banks 153.9
Other private 32.0
Short-term -85.2
Arrears 77.4
2,223.1

Total

External Debt Service Payments, 1986-92

Table 24

1986

Prin.  Int. Total
13.3  49.3  62.6
(3.4) (41.1) (44.5)
(9.9)  (8.2) (18.1)
58.0  18.7  76.7
(45.2) (13.0) (58.2)
(12.8) 95.7) (18.5)
17.9  12.7  30.6
9.2 2.3 15
7.6 2/10.3  17.9
8.0 — 8.0
140 93.3 207.3

1987 : 1988 ;
Prin.” Int.  Total Prim.  Int.  Tom@l
16.5  65.1  81.6 115.0 114.0 229.0 -
(0.4)  (53.3) (53.7) (68.5) (79.4) (147.9)
(16.1) (11.8) (27.9) (46.5) (34.6) (81.1)
44.8  17.4  62.2  47.7 17.8  €5.5
(32.2)  (11.0) (43.2) (34.1) (10.3) (44.8)
(12.6)  (6.4) (19.0) (13.6)  (7.5) (21.1)
18.6 10.¢ 29.5 18.7 9.3  28.0
7.6 1.9 9.5 6.6 1.7 8.3
2243/ 6.0 284 2103/ 6.0 33.0
8.0 — 8.0 180 — 180
117.9 1013  219.2 233.0  148.8 38l.8



Table 24 (cont.)

1989 1990 1991
Prin.  Int. Total Prin. Int. Total Prin.  Int. Total  Prin. Int. Total
Official creditors 132.5 106.3 238.8 145.8  94.6  240.4  149.3 83.2  232.5  185.1 71.8  256.9
Paris Club (80.6) (75.3) (155.9) (89.4) (67.6) (157.0) (103.4) (60.4) (163.8) (123.4) (52.9) (176.3)
Other (51.9) (31.0) (82.9)  (56.4) (27.0) (83.4) (45.9) (22.8) (68.7) (61.7) (18.9) (80.6)
International
Crganizations 57.2 17.8 75.0 54.5  17.4 71.9 40.7 17.6 58.3 26.3 16.2 42.5
IMF (41.2)  (8.5) (49.7)  (37.7) (6.0) (43.7) (24.8)  (3.9) (28.7) (10.0)  {2.6) (12.6)
Other (16.0)  (9.3) (25.3)  (16.8) (11.4) (28.2) (15.9) (13.7) (29.6) (16.3) (13.6) (29.9)
Banks 23.8 7.5, 31.3 23.8 5.4 29.2 21.3 3.3 24.6  21.3 1.4 22.7
Other private 3.0 1.6 4.6 3.0 0.9 3.9 2.9 0.7 3.6 ,,2.9;f_,. 0.6 3.5
Short-tern - 60 60 - 6.0 6.0 — 6.0 60 —' 60 6.0
Arrears 206 —  20.0 10.0 — 10.0 10.0 - 100 80 - 8.0
Total - 23,5 139.2 375.7 237.1 124.3  365.4 224.2 110.8 335.0 - 243.6. 96.0  339.6
-~

1992




Table 25

Summary Accounts of the Central Bank, 1981-86

(in billions of Malagasy francs; end of period)

1981 1982 1983 1984 1985 1986

Sept.
Net foreign assets -47.9 -118.2 -130.8 -=193.5 -137.9 ~140.4
Foreign assets 6.6 9.4 17.3 44.8 31.3 76.0
Foreign liabilities 54.5 127.6 148.1 238.3 169.2 216.4
MF (21.8) (39.2)  (43.4) (54.7) (52.3) (57.9)
Arrears (34.0) (46.3) (77.0) (152.3) (91.6) (104.2)
Other liabilities (-1.3) (42.1) (27.7) (31.3) (25.3) (54.3)
Total claims 233.9 275.3 340.8 389.9 408.0 412.1
Claims on Government (net) 223.8 257.0 305.7 345.1 370.7 382.3
Credit to Government 267.1 339.8 422.0 514.7 599.3 663.6
Ordinary advances (220.9)  (291.0) (381.7) (47€.7) (558.9)  (622.7)

Rice marketing
financing (40.0) (42.4) -(35.7) (34.5) (36.0) (36.2)
Other (3.7) 93.7) (1.9)  (1.8) (3.5) (4.0)
Governnent deposits 43.3 82.8 116.3 169.6 228.6 281.3
Claims on state enterprises 8.6 18.3 26.9 35.9 32.4 29.8
Claims on banks 15 == 82 89 48 =
Assets = liabilities, net 186.0 157.1 210.0 196.4 270.1 271.7
Reserve money 103.6 99.9 96.5 104.7 108.5 162.2
Currency outside banks 83.1 90.4 - 75.7 89.9 96.2 114.5
Currency in banks 1.7 2.1 2.0 2.5 2.1 2.7
Bank deposits 18.8 7.4 18.8 12.3 10.2 45.0
Iong-term foreign liabilities 94.1 140.8 269.2 376.3 520.0 685.5

of which: rescheduling

agreements (49.9) (87.5) (193.1) (301.4) (471.4) (654.8)

Other liabilities (net) -11.7 -83.6 -155.7 -284.6 -358.5 -576.0
of which: valuation

adjustments (—) (-55.1) (-108.6) (-200.7) (-220.1) (=390.4)

Source: Data provided by the Malagasy authorities.
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Table 26

. Sunmary Accounts of the National Banks, 1981-86

(in billions of Malagasy Francs; end of period)

1981 1982 1983 1984 1985 1986
“Sept.
Reserves 20.5 12.0 20.8 14.8 12.3 47.7
Cash 1.7 2.1 2.0 2.4 2.1 2.7
Deposits with Central Bank 18.8 9.9 18.8 12.3 10.2 45.0
Net foreign assets -1.9 7.3 9.4 19.1 20.2 19.3
Foreign assets 13.2 16.6 17.7 29.3 29.8 31.9
Foreign liabilities 15.1 9.3 8.3 10.3 9.6 12.6
Claims on Government (net) -0.5 -3.3 -15.9 -23.4 -28.1 -28.8
Credit to CGovernment 17.0 16.8 9.0 9.4 9.8 10.4
Government deposits 17.5 20.1 24.9 32.8 37.9 39.2
Claims on private sector and
state enterprises 166.2 201.8 232.9 295.4 355.3 414.2
Assets = liabilities (net) 184.3 217.8 247.2 305.9 359.7 452.4
Deposits 142.9 161.5 171.5 206.7 238.5 307.5
Demand Geposits 110.4 117.3 121.2 149.7 142.3 167.3
Time deposits 32,5 44,2 50.3 57.0 96.2 140.2
Borrowing from Central Bank 1.5 e 8.2 8.9 4.8 it
Other liabilities (net) 39.9 °  56.3 67.5 90.3 116.4 144.9

Of which: ;
Long-term domestic borrowing (4.9) (4.5) (4.8) (5.3) (7.6) (8.0)
Iong-term foreign borrowing (14.7) (16.0) (15.0) (11.7) (8.1) (5.7)

Related data : ‘ L
Customs duty bills (1) 3.9 4.5 2.7 2.7 4.6 4.4
Subtotal 13.6 13.7 13.9 14.0 14.1: L.
Post office checking TIPS N e '
deposits (3.9) (4.0)  (4.3) . (4.3) -~ (...) (4.6)

Private sector demand BRI e S
deposits with the Treasury (9.7) (9.7) . (9.7) - -
Private sector savings e
deposited with the , S
National Saving Fund 5.3 5.5 5.,5. . 5.2 " 4.6 5.3

61 ) 73

Source: Data provided by the Malagasy authorities.

(1) Credit to the private sector from the Treasury in the form of customs receipts to be
collected. ‘

}
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Annex B

Overview of Policy Reform and Conditionality

Economic Reforms

This Annex presents an overview of policy reform in
Madagascar, beginning with a historical perspective and following
on through the most recent reforms and proposed next steps, Also
included is a discussion of the institutional constraints facing
the reform effort, which is intended to give the reader a more
complete picture of the zontext within which the reform are taking
place. The section concludes with the presentation in matrix form
of the GDRM's policy reform program as set forth in the Policy
Framework Paper, as well as the policy conditionality found in the
IMF and IBRD structural adjustment programs in Madagascar,

1. Historical Perspective

The following synopsis of Madagascar's political-economic history
is presented to provide an understanding not only of the economic
situation that led to the current movement for economic reform,
but also of the social-economic and institutional context in which
these reforms operate and which will determine their long term
success,

Originally inhabited before the Christian era, Madagascar has been
the recipient of successive waves of immigrants beginning with
rice cultivators of Indonesian origin in the 5th - 7th centuries,
who were followed by East African cattle-herding peoples in the
following centuries and Arab traders in the 9th century. After
the lé6th century, European traders, pirates and missionaries
arrived in Madagascar. At the beginning of the 19th century,
contemporaneous with increasing Anglo-French political and
commercial competition in the Indian Ocean, King
Andrianampoinimerina of the High Plateau Mer‘na group established
a somewhat fragile but clear hegemony over many of the small but
competing kingdoms that occupied nearly two thirds of the island.
Besides his military conquest, the King's most enduring
contribution was the establishment of an administrative hierarchy
extending in theory from the "Fokonolona" (people recognized as
descending from a common ancestor and occupying a recognized area
of control called the "Fokontany") to the King, which in practice
was used primarily as a means to exercise central control and to
collect taxes. His successor Radama I in 1810 began a period of
modernization by welcoming to the island European missionaries and
traders who introduced modern education and technologies. A
consequence of this policy was a reduction in the power of the
traditional governing noble class and a rise in power of the
higher commoner class, who on the basis of education and
competency filled new roles in military and commerce.

Radama I was succeeded in 1828 by his wife Ranavalona who in
collaboration with the traditional ruling class, instituted a
traditionalist reaction that included persecution of Christians,

~O
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expulsion of Europeans and the imposition of a royal monopoly on
external trade. A feudal economy reemerged in which officials at
all levels imposed taxes on the movement of goods. Queen
Ranavalona's son who acceded to the throne in 1861 had been
educated by missionaries, and in a reversal of traditionalist
policies he reopened the island to outsiders and granted major
economic concessions to Europeans in return for projected
investments in the island's development. However, Radama II was
strangled two years later by discontented members of the noble
class,

Following the death of Radarm~ II, de facto power was usurped by
his Prime Minister, Rainilaiarivony, who ruled as the husband of
the three succeeding queens. Rainilaiarivony attempted to follow
a middle road of increasing trade with Europeans without
threatening the position of the traditional ruling class. He also
sought to counterbalance the increasing pressure of the Catholic
French with their coastal base by favoring the English Prutestant
presence in the Highlands. This policy failed in the 1890's,
after the English abandoned their claims in Marlagascar in return
for French recognition of British interests in Zanzibar, and when
French pressures for turthec commercial concessions resulted in
war and finally annexation of Madagascar to France in 1896.

The colonial pericd saw some efforts at infrastructural
development (rail:oad, roads, health services), yet it also
witnessed the alienation of land for plantations of export crops,
the reintroduction of forced labor (some of it for work on the
plantations), and the increasing domination of government and
commerce by the French The French not only replaced the
traditional Malagasy ruling class, but they also replaced the
merchant class with Indians and Chinese, and continued to favor
the coastal Catholic peoples over the Highlanders.

The first decade after independence in 1960 under the pro-French
coastal leadev Tsiranana, saw a continuation of the French role in
government and the economy, as evidenced by large numbers of
French technical advisors at the highest levels of the government,
military, and the educational system. A liberal investment code
encouraged foreign investment and stimulated an import-
substitution based industrialization that led to an impressive
rate of real growth of 3% per year over the decade. However,
agricultural production did not keep pace, and by 1965 food
imports were needed. Furthermore, the industrial sector relied
heavily on imported inputs and did little to stimulate growth in
other sectors of the economy. A 1972 revolt by southern
pastoralists was violently suppressed, but trigerred widespread
strikes in Antananarivo by students disgruntled over the failure
of the government to Malgachisize and expand the educational
system (which remained dominated by French teachers - 200 of 250
at the university level, and which had not grown rapidly enough to
satisfy student demand), and workers calling for social and
polltical change. These strikes culminated in the downfall of the
president.
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The new government headed by a military coalition that came to
power in 1972 aimed to rid the country of its foreign control. It
left the franc zone in 1973 and inaugurated a new investment code
that prescribed an active role for the state in the economy. The
new government nationalized many private commercial, industrial
and agricultural enterprises and imposed strict controls over new
investments. It established close ties with Eastern bloc nations,
and replaced French technical advisors. However, dissatisfaction
mounted over the slow progress made in realizing the objectives of
the 1972 revolution, and following a coup attempt in 1975
President Ramanantsoa resigned. His successor was assassinated by
an unknown assailant just six days after coming into office.

Following a brief period of rule by a military council, the
foreign minister Didier Ratsiraka came to power and further
extended the socialist policies introduced in 1972. The December
1975 Charter of the Malagasy Socialist Revolution, of which he was
the primary author, espoused state control over the economy in
order to consolidate national independence and to ensure an
equitable economic and social development. This state control was
translated into monopolies in many key economic sectors - rice
collection and marketing, banking, energy, insurance, imports and
exports - and the expansion of public enterprises.
Decentralization of government to the fokontany structure
originally introduced by King Andrianampoinimerina 175 years
earlier was reintroduced, and free education and free health care
were decreed.

Following several frustration years of low growth, the Government
in 1978-80 launched an all-out effort to rapidly industrialize and
diversify the economy. This program relied heavily on external
commercial borrowing. Unfortunately, many of the projects begun
at this time were insufficiently studied, undercapitalized, poorly
managed, and burdened with heavy financing charges due to high
interest rates, and proved to be financially and economically
unviable. Instead of contributing to gross domestic product and
exports, they became a heavy drain on the state for debt servicing
and operating losses.

As the jecade of the 1980's opened, the Government of Madagascar
found itself in an untenable position. The economy was in serious
disequilibrium as u result of the 1978-80 investment program's
debts, a sharp deterioration in the terms of trade, and an
overvalued exchange rate. The central government budget deficit,
which had averaged 2.5% of GDP between 1970 and 1978, reached 18
percent of GDP in 1980. Of this, approximately half was financed
through the domestic banking system. As a result, inflation
(measured by the urban consumer price index for traditional
households) reached 30 percent in 1980. The balance of payments
deteriorated sharply while the debt service ratio rose from 4% in
1977 to 30% in 198). An overvalued exchange rate and low producer
prices from marketing parastatals discouraged exports, while a
neglected agricultural sector was unable to meet the food needs of
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a growing population. The standard of living of much of the
population had deteriorated. It was under these circumstances
that Madagascar turned to the International Monetary Fund(IMF) and
the other multilateral institutions for assistance.

2. Reforms to Date

Beginning in 1982, the GDRM began to take strong and effective
measures to restore equilibrium in its fiscal and external
accounts. Following the cancellation of its first Standby
Agreement with the IMF in 1981, the Government entered into and
has successfully complied with the conditions of five successive
Standby Agreements. 1In addition, a series of sectoral reform
programs have been initiated with the support of the World Bank.
The primary objective of these programs has been to restore
financial stability and, subsequently, to adopt structural
policies which would set the stage for a revival of economic
growth by rehabilitating economic infrastructure, improving price
incentives, and restoring international competitiveness. The
major areas of reform are discussed separately in the following
paragraphs,

Public Finance - The success that has been realized in
stabilizing public finances is illustrated by the table below
which shows trends in key indicators from 1981-87. That these
gains were made during a period in which the burden of external
debt servicing was rising and parastatal operating losses were
accumulating is all the more remarkable.

Percent of GDP 1981 1983 1985 1987 ;;;g.
Gov't Current Expenditures 17.1 13.1 13.6 13.3 13.2
Gov't Cash Deficit 15.0 6.7 4,7 4.4 3.1 %
(Domestic Bank Financing) 7.4 3.0 1.3 -0.5 -0.,6 |

* For comparative purposes the US Gov't cash deficit was estimated
at 3.5% of GDP in 1987,

Money and Credit - Improvements in the functioning of
the monetary system were introduced in 1986 when controls over the
structure of interest rates were relaxed and when limits were
imposed on new credit to financially troubled public enterprises.
As a result of these measures, and a reduction of the inflation
rate, most lending and borrowing real ‘nterest rates turned
positive and the volume of credit available to the economy
increased.
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Prices - In 1982, the Government began the process of
dismantling the comprehensive system of price controls at each
stage of the production and marketing process that had been
introduced in the late 1970's. The first step in 1982 was to
streamline the procedure by which price controls could be
adjusted. By the end of 1987, ex-factory price controls were
eliminated for all but 5 manufactured products which accounted for
about 4 percent of value added in manufacturing. Controls on
retailing margins have been liberalized more slowly. However,
margin controls on all but 16 products were removed in April of
1987, and the Government is committed under the terms of the
Industry and Trade Credit Adjustment Program (French acronym
CASPIC) with the World Bank to eliminate controls on eight of the
remaining products in early 1988. 1Inflation (as measured by low
income consumer price index for Antananarivo) was reduced from
30.5 percent per annum in 1981 to 10.5 percent in 1985 before
rising again in 1987 to 15 percent as a result of price
liberalization and exchange rate adjustments.

External Policies - Madagascar's balance of payments
has been under considerable pressure throughout the 1980's. 1In an
effort to improve external balances, measures have been taken to
adjust the exchange rate, to improve the allocation of foreign
exchange, and to stimulate exports.

Although adjustments in the nominal exchange rate began as early
as mid-1980, the initial adjustments failed to offset accelerating
inflationary pressures. 1In April 1982, the Malagasy franc peg to
the French franc was replaced by a peg to a basket of currencies
reflecting actual trade patterns, and in 1984 quarterly
adjustments were initiated in line with changes in the consumer
price index; the cumulative adjustments from May 1982 to end 1986
totalled 62.5 percent in foreign currency terms against this
currency basket. A substantial devaluation in June 1987 (57% in
FMG terms) resulted in a real effective exchange rate of 60
percent of its 1978 value.

In addition to adjusting the exchange rate, the Government has
also taken deliberate steps to move to a system where foreign
exchange is freely available rather than administratively
allocated. An export retention scheme introduced in 1983 allowed
exporters to retain a portion of their foreign exchange earnings
abroad to permit them to impoit needed inputs and consumer goods
more easily. This scheme was broadened in 1985, when a modest
liberalization of a small group of imports was also introduced.
At the beginning of 1987, a "liberalized import regime" (LIR) was
instituted for the importation of raw materials, spare parts and
consumer goods, excluding those financed by donors. The LIR was
designed to eliminate the discretionary aspect in the allocation
of import licenses and foreign exchange authorizations. Under
this system, an importer applied for a fixed amount of foreign
exchange and paid a non-refundable deposit equal to ten percent of
the tctal requested. The total amount of foreign exchange
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available was then divided by the total value of applications, and
each applicant received the resulting percentage of the original
request. The LIR was extensively modified in July 1987 to reduce
the deposit to 5% and to increase the total amount of foreign
exchange made available under the system each month, as well as to
add capital goods and to unify allocations for all types of
imports.

Despite the improvements in efficiency and transparency that the
LIR represented, the uncertainties associated with the
allocations, the need to accumulate foreign exchange over several
months to finance bulk imports, and administrative delays in
granting import licenses have made it a less than optimal
mechanism, and the Government of Madagascar decided in December of
1987 to move forward the timetable for introducing an Open General
License system (OGL). Under the OGL, importers have essentially
unlimited access to foreign exchange at the prevailing exchange
rate, and the procedures for obtaining it have been greatly
simplified. Commercial banks handle all administrative
formalities and import licenses are no longer needed. The
Government is committed to adjusting the exchange rate if foreign
exchange reserves fall below a predetermined target level. The
OGL will be introduced in phases: in February 1988 imports of raw
materials and spare parts will be put under the OGL; in May of
1988 equipment goods will be added; and on July 1 the OGL will be
extended to all other imports. Until July 1988 the LIR will
continue to operate for those goods outside the OGL.

The depreciation of the exchange rate was a significant measure to
improve the competitiveness of Madagascar's exports. Other
measures to stimulate exports have included: 1) the easing of
administrative procedures, including easier access to exporters
cards, the elimination of minimum export values, and the abolition
of the system of trial periods for new exporters, all taken in
1987; 2) the extension of the maximum time limit within which
foreign exchange earnings have to be repatriated from 30 to 90
days; 3) increases in official producer prices for the
traditional export crops (coffee prices were increased by 52% in
1986 and again by 33% in 1987, and prices for vanilla and pepper
were also increased); and 4) the elimination of government
monopolies on the export of the traditional crops of pepper and
cloves, which was announced on February 18, 1988. 1In addition,
the government has removed export taxes on all but the four
traditional export crops.

Agriculture - Although some progress has been made in
reform of export crop production and marketing, as well as in the
rehabilitation and maintenance of irrigation infrastructure, by
far the most far-reaching and controversial of the reform
measures taken to date has been the liberalization of the
commercialization of rice. Reform began in 1982 with an increase
of 82% in official retail rice prices which eliminated an explicit
consumer subsidy and improved producer price . In 1983, the
Government ended the monopoly on rice marketing in all but two
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geographic areas which accounted for 25 percent of marketed rice
production. In the same year, it placed quantity restrictions on
rice imports. In June 1985 the legally established ceiling price
for rice was abolished. As a result of these messures, regional
price differentials fell substantialiy, many new traders entzred
the rice market, state trading companies broadened their
participation in wholesale trade, rice millers created new
distribution networks, and many small private milis came into
operation (90 in 1985 as compared with 11 in 1983).

However, the initial production response to these measures was
disappointing. Consequently, as part of its 1986 Agricultural
Sector Adjustment Operation (French acronym CASA) with the World
Bank, the Government agreed to more far-reaching measures. In
April 1986, the two remaining regional monopsonies were
eliminated. The Government sharply curtailed below-market price
official distributions and announced their elimination altogether
in April 1987. To prevent unacceptably high price rises during
annual periods of shortage, the Government with donor assistance
established a "buffer stock” whose operation would be governed by
a retail level trigger price. Higher rice prices led producers to
expand the area planted and to greatly increase utilization of
modern inputs, which together with good weather ccnditions
resulted in an exceptional harvest in 1987.

The buffer stock succeeded in holding consumer prices within the
agreed range in 1986-87. However, retail and farmgate prices fell
dramatically in 1987 when the exceptional harvest came in on top
of large holdover stocks from high imports in 1986 (the GDRM
exceeded the limit on rice imports originally agreed with the
World Bank for 1986). As rice storage costs mounted and impnrted
stocks deteriorated, the donors proposed to the GDRM's Director of
Food Security a swap arrangement in which paddy would be exchanged
for the donated rice, which in turn would be sold in outlying
regional markets at auction so as not to disrupt the normal
functioning of the market. The paddy would consitute the buffer
stock when the stock reopened. As the donors waited for a
government response to this proposal, sacks of donated rice began
to appear in the Antananarivo and Tamatave markets priced at FMG
360/kilo, below the prevailing market price of FMG 420-460 and
substantially below the FMG 460/kilo price at which the buffer
stock in those two cities was to operate. Signs indicated that
this rice was "buffer stock” rice.

Members of the government gave donors contradictory explanations
of what was happening. The President himself announced on two
occasions that the buffer stock was open, and that he would not
allow rice prices to rise above FMG 370/kilo. A spokesman from
the Ministry of Agriculture reported that the buffer stock had not
yet opened, and that the GDRM planned to keep to the previous
agreement with donors on the operation of the buffer stock. What
was clear, however, was that donated rice was being sold in late
1987 and in early 1988 at below market prices in various places
both by parastatal trading companies and by a new private operator
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on the scene - PROCOOPS, a commercial organization associated with
the ruling AREMA political party. PROCOOPS began its involvement
with rice with the sale of a large shipment of rice donated by
North Korea, and used the profits fsom this sale to purchase
domestic rice and sell it on local markets for FMG 360 per kg.
PROCOOPS' non-market driven operations threaten to seriously
damage the private sector distribution system which has developed
since 1983, and to depress farm-gate prices, thereby undermining
farmer incentives to increase production.

A World Bank mission concluded in February 1988 that the GDRM had
not, strictly speaking, violated the letter of its agreement on
rice, although it had clearly violated its spirit. 1In discussions
in Washington in mid-March, a new agreement was worked out between
the World Bank and the Minister for Agriculture, which in effect
salvages the rice reform program while taking account of the fact
thal in a pre-election year it will not be possible to prevent
political parties from distributing free or cheap rice to
supporters, no matter how adverse the effects on producers or the
marketing system. Under this agreement, official 1988 imports
will not exceed 60,000 MT; official stocks will be held until the
next "soudure"(hungry period) when they will be sold to traders at
weekly auctions in Tamatave at a minimum price of FMG 400/kg, in
order to support a producer price of FMG 180/kg; and the GDRM has
undertaken tn ensure that private rice donations will not perturb
the market and that the freedom of commercial operators will be
maintained. This agreement allowed for the sale to peripheral
markets on an exceptional basis of some 6,000 MT of donor rice
(including the remainder of Food for Progress stocks) which would
otherwise deteriorate.

This experience with rice reconfirms the fact that the
availability and price of rice is the most politically sensitive
issue in Madagascar, and that political imperatives can easily
overtake economic objectives, especially in a pre-election year.
It also serves as a reminder that the road to reform is seldom
smooth, and that setbacks are to be expected. What is important
is that overall forward progress be maintained, which means that
donors should adopt a flexible approach that permits the
Government of Madagascar to adjust the timing of reforms to
political and social, as well as to economic, realities.

Transport -~ With its rugged topography and long
distances both between principal cities and between agricultural
areas and urban centers, Madagascar suffers from certain inherent
transport difficulties which have been compounded in the past by
extensive and ill-conceived government intervention. The national
government has intervened extensively in triasport by restricting
routes, controlling entry, setting tariffs, and imposing selective
controls on commodity movements. 1In addition, local authorities
could and did tax road transport and impose both ad hoc and
systematic restrictions on collection and interregional movement
of commodities.
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The Government has now deregulated the road transport industry by
liberalizing tariffs and eliminating restrictions on transport
sector entry. A priority program for rehabilitating 10,000 km of
roads has been undertaken and rehabilitation programs for the
national airlines, the railway,cggg ports have been initiated.

Public Enterprises - The first steps to address the
substantial problems of the public enterprises have been the
rehabilitation of utilities (water supply and electricity, rail
transport, airlines) and of certain productive enterprises in
subsectors where Madagascar has actual or potential comparative
advantage (cotton production and processing, sugar). In addition,
a program to restructure 16 public enterprises which represent a
substantial drain on the banking sector is underway and diagnostic
studies of still others have been initiated. A.I.D. has provided
the assistance of Coopers and Lybrand under the MARS project
(687-0101) to identify the most promising candidates for
divestiture among the parastatals in the agricultural sector, and
to prepare divestiture plans for these firms. The Government has
increased prices and service charges to reflect the devaluation of
the currency.

3. Next Steps

This review shows that since 1982 the Government of Madagascar has
moved forward rapidly with a wide-ranging program of reforms.

What have these efforts achieved? The Policy Framework

Paper (IBRD/GDRM, 1987, p.5) summarizes the situation well:

Overall, the economy has been successfully stabilized and
domestic and external imbalances have been reduced to
manageable proportions. Nevertheless, after a cumulative
decline in GDP of 11.3 percent in 1981 and 1982, growth has
averaged only 1.6 percent per year since 1983. Real GDP per
capita is now estimated at 20 percent below the level of
1980. Largely because of the heavy debt service burden and
the stagnation of exports, import volumes have been severely
constrained since 1980. Yields in agriculture are still
well below potential, while industrial production remains 40
percent below levels reached at the end of the 1970's. Road
and maritime transport bottlenecks persist, and most of the
parastatal sector still faces numerous difficulties.
Commercial bank portfolios contain a large amount of
doubtful loans to public enterprises, compromising the
financial sector's ability to meet the credit needs of the
economy.

In short, despite seven years of bitter medicine, the patient has
yet to get back on his feet. The most important constraints that
impede realization of the country's proauctive potential are a
vastly inadequate infrastructure, lack of credit, governmental
overregulation, a high population growth rate, accelerated

1
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environmental degradation, and a deterioration in social
services. Much more needs to be done to nove the economy to the
point where real growth can be sustained. Concerns have grown
over the short term negative impact of striictural adjustment
measures on the less advantaged segmenis of the population,
resulting in a call for special programs to meet their needs. The
difficulties of proceediug with reforms that are often not well
understood and that produce no immediate benefits become even
larger as the national elections scheduled for 1989 approach.
These difficulties are well illustrated by recent events in the
rize sector.

Despite the inherent political difficulties of continuing with
reforms, the Government of Madagascar has made it clear that it
not only intends to proceed with the comprehensive program of
reforms agreed to in the Policy Framework Paper (PFP) (see the
matrix at the end of this Annex for a summary), but will
accelerate the implementation of several key measures in 1988,
Some planned measures will, in fact, go beyond the steps agreed to
in the PFP. The next steps to be taken by the Government of
Madagascar in 1988 and 1989, which follow a

logical progression in the effort to put the ccuatcy on the path
of sustainable growth, are summarized below. These measures are
the result of a carcful analysis of the remaining constraints to
growth, and will be undertaken with the assistance of the IMF and
the IBRD as well as the bilateral donors.

External Policies - 1988 will be a year marked by major
efforts to liberalize external trade and to stimulate export
production. As previously discussed, the Open General License
system will be introduced on an accelerated schedule with full
implementation planned for July 1988. 1Initial experience with the
OGL has been one of low demand for foreign exchange. This appears
to reflect the transition from a system where exchange was applied
for in advance of needs, to one in which foreign exchange is
applied for only when needed since receipt of the full amount is
assured and since full payment in local currency must be made at
the time of application. Also, a large percentage of foreign
exchange obtained under the LIR in 1987 is still unused. Thus, it
is difficult for the Central Bank to anticipate actual demand for
foreign exchange under the OGL, and concerns remain that a large
sudden demand will push reserves below the target and force a
large devaluation. The Central Bank is therefore increasing
reserves, tightly controlling credit, and encouraging donors to
disburse the balance of payments assistance promised at the
January 1988 Consultative Group, which to date has been slow in
coming. The GDRM remains committed to an active exchange rate
policy, adjusting the rate as needed to maintain an appropriate
level of foreign exchange reserves so as to assure the smooth
functioning of the OGL system.

Liberalization of the export sector has also been accelerated. 1In
mid-February 1988, the Government ended the state trading company
monopoly on exports of pepper and cloves, and freed internal trade

/ G
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and prices in these products, leaving only coffee and vanilla
subject to management by the Stabilization Funds. Taxes on pepper
will be eliminated, although a flat tax on cloves will continue to
be collected. Pending the planned April completion of a study
commissioned by the World Bank, coffee exports will continue to be
carried out by the state trading company. Under the terms of
structural adjustment agreements, recommended changes in the
marketing arrangement for coffee are to be made prior to the
1988/89 coffee season which beginns in May, while the producer
price for coffee will again be raised substantially to bridge the
gap Lthat remains between producer price and f.o.b. export price,
Coffee is the crop that holds the greatest potential for
increasing export earnings in the short run, although
non-traditional exports such as fruit and seafood also show
promise.

Other steps will further lighten administrative export

procedures. The Government will abolish requirements for cards,
licenses, and prior authorizations for internal trade (collection,
processing and storage) and export of all of the major export
crops and will extend the maximum period for repatriation of
foreign exchange earnings from 30 to 90 days. Full implementation
of these measures at the local level is dependent on the outcome
of the review now underway of the conclusions of a study on
alternative sources of revenue for local governments, which until
now have been heavily dependent on revenues from taxes on crop
collection and commodity movement. Alsc, in 1988 the Government
will publish an exporters' guide to support the export sector, and
will activate plans for free trade zones to stimulate investment.

The success of these measures in achieving a viable balance of
payments position will be dependent on favorable movement in the
terms of trade (in particular a reversal of the sharp
deterioration in coffee prices of 1987), and imaginative solutions
to the debt problem. While Madagascar will continue to depend on
exceptional sources of financing in the medium term to cover
balance of payments deficits, if vigorously implemented, these
trade promotion measures could prove to be a turning point in the
country's economic performance.

Agricultural Production - As noted in the background
section to this paper, Madagascar has enormous potential for
agricultural production. Why then, has food production not kept
pace with need and has production of the major export crops
stagnated at levels below those reached in the 1970's? The
answers are complex, and no doubt vary from crop to crop, yet a
whole range of constraints can be identified: macroeconomic and
sectoral constraints (shortage of foreign exchange, resulting in a
shortage of inputs, vehicles, equipment and spare parts;
deteriorating and inadequate infrastructure, including the
transport network, storage and marketing facilities); external
market constraints (slow growth or stagnating demand for some
export crops such as coffee; strong and increasing competition
from other producing countries for coffee and cloves, and from

0
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artificial substitutes for vanilla; inadequate skills to promote
exportable crops in new markets); production constraints (low
standards of on-farm technology in traditional agriculture,
leading to generally low yields and deteriorating product quality;
lack of incentive pricing, input supplies, and wage goods with
associated lack of maintenance and investment; inadequate support
from research and extension services); and marketing and
processing constraints (inefficient collection operations and
distorted pricing, weaknesses in public sector marketing and
processing organizations; unproductive administrative controls on
marketing). To these constraints are added those related to the
governmental agencies that have responsibilities for production,
pricing, and marketing of agricultural produce. A particular
problem in the past on the export crop side has been the
unofficial "reservation" of lucrative non-traditional export crop
markets for such products as butter beans and lichees to only a
few firms or individuals through discrimination in the issuance of
export licenses.

The GDRM has already taken significant action to reverse the
situation, particularly with respect to rice pricing and internal
marketing. Major new actions are planned for 1988 and 1989 to
remove pricing and marketing constraints on the agricultural
export crop side, as discussed above. 1In addition to these needed
policy and procedural changes, the Government will also initiate a
number of major new projects intended to address production
constraints. A national research plan is now being finalized
which will assign priorities to overall research needs; a World
Bank project will fill any significant gap in financing this
research plan. Likewise on the extension side, a major new
project will be funded by the World Bank to revitalize and
redirect extension services. The rehabilitation of productive
infrastructure will continue, including major work on irrigation
infrastructure funded by a number of donors (FED, FAC, IBRD,
Germans). Perhaps most importantly, a $200 million program to
rehabilitate the road network focussed on agricultural areas and
farm to market links will be inaugurated in 1988, while a French
project tc rehabilitate roads in the coffee producing area will be
continued.

These efforts should bear fruit in the near to medium term. On
the export crop side, the likely first response to vroposed
liberalization will be an improvement in the maintenance of
existing investments (coffee, cloves and vanilla are all perennial
crops whose production is very much a function of care). A
renewed attention to export crop production will offer increased
opportunities for employment for women, who have traditionally
been employed for such tasks as pollination of vanilla plants,
weeding, and harvesting. Coffee exports have some room for
expansion since levels in past years have been below the agreed
quota. 1Increases in exports of vanilla and cloves will require a
much more aggressive marketing strategy and/or the development of
processed products which might find new market opportunities.
Export prospects for other non-tcaditional products such as
seafood, peppers and some fruits are deemed to be very promising.
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Financial Sector - Plans for 1988 include the opening
in April of the financial sector to Malagasy private sector and
foreign financial institutions, which will be able to operate
independently or in participation with the three existing
state-controlled banks. Needed revisions in the legislation to
support this reform will be made. Central Bank supervision of
banks will be strengthened, while banking system credit to high
risk public enterprises was ended beginning in January 1988,

These measures should improve the availability of credit to the
private sector, which remains a critical constraint on economic
activity at all levels in Madagascar. Monetary policy will aim to
control inflation and ensure that deposit and lending rates remain
positive.

Public Finance/Fiscal Policies - The GDRM will continue
efforts to improve the efficiency of public sector resource use
and to reduce the government budget deficit, both by controlling
expenditures and by increasing tax revenues. If foreign
assistance exceeds expectations, the Government will
correspondingly reduce its indebtedness to the banking system,
thus increasing the availab.lity of banking system resources to
the rest of the econcmy.

Expenditure control will focus on the categories of personnel,
transfers and subsidies to cover the losses of public enterprises
(these will appear in a transparent manner in the government
budget), and capital spending. The GDRM will take strong action
to address the problems of the public enterprise sector: it will
select 5 enterprises for liquidation in early 1988, and by the end
of June will reach agreement with the World Bank on those

enterp :ises which will remain under state control, be partially or
totally privatized, or be liquidated following a classification of
all enterprises according to their viability. A timetable for
actions will also be established.

In January 1988 a comprehensive tariff reform took effect. It
significantly reduced the number of rates and established a
maximum rate of 80 percent and minimum rate of 10 percent
(although certain essential imports and all imports under the
Investment Code will be subject to a 5 percent tariff rate).
These revisions should support the efficiency gains resulting from
the liberalized import regime. Efforts to improve the tax
structure will also focus on broadening the hase of the turnover
tax(TUT) and the income tax, shortening the time lag between
assessment and collection, and increasing the penalty rate for
late payment in FY 1988.

Public budgetting reform will be extended in several important
ways. First, program budgetting, which has been introduced in the
Ministry of Agriculture and the Ministry of Public Works, will be
extended to several new ministries to improve the formulation of
expenditure priorities and to ensure that investment programs and
recurrent expenditures are adequately funded. Second, work will
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begin on the integration of all revenues and expenditures into a
consolidated budget which is expected to be introduced in 1989.
(Currently, most donor assistance, the revenues of the
Stabilization Funds, and many expenditures which account for a
sizeable proportion of total revenues and expenditures, remain
off-budget.) Third, a new regulation in 1988 will make the Public
Investment Program (PIP) preparation cycle mandatory for all
public administrations, thereby enforcing economic and financial
selection criteria for the inclusion of projects in the program.
To support public expenditure reforms, the Treasury will adopt a
new more transparent public accounting system in 1988. This
system will strengthen expenditure control and integrate
extrabudgetary resources and expenditures into the accounts.

Population Policy - In January 1988, a detailed plan
and timetable for the development of a national population policy
was drawn up and approved under the leadership of the Population
and Development Unit (FDU) in the General Planning Directorate.
Activities are well underway and are expected to result in the
presentation of a policy to the National Popular Assembly in the
spring of 1989 for adoption in July of 1989. Meanwhile, in May
1988 during the upcoming session of the National Assembly the
Parliamentary Group on Population and Development is expected to
propose the repeal of a 1920 law prohibiting the sale and
advertisement of contraceptives. Finally, plans are underway to
expand the provision of family planning services in health clinics
throughout Madagascar, for which NGO and donor assistance has been
requested.

Environmental Policy - In December of 1987 a major
effort was initiated to develop an Environmental Action Plan for
Madagascar. With the support and participation of several
bilateral donors and leadership uy the World Bank, eight Malagasy
working groups and their technical advisors are now drafting the
Plan which should be ready for discussion at a national conference
to be held in November of 1988. Pilot projects and studies in
support of the plan will begin in mid-1988, and donor support will
be sought to implement Plan recommendations.

Social Programs - The Government of Madagascar has
become increasingly concerned about the impact of structural
adjustment policies upon the poor, especially since several years
of attempts to restructure the eccnomy have thus far seen a
deterioration in living standards, increases in infant mortality
and malnutrition, and a growing number of abandoned children and
homeless. The Government has attempted to lessen the impact of
declining living standards by distributing inexpensive rice, and
by maintaining the share of aggregate public expenditures on
health at a reasonable level. The Government has also approached
donors for assistance in the areas of low cost housing, essential
drug supply, malarial eradication programs, and targeted feeding
programs.

A UNICEF consultant is now working with the GDRM to develop
targeted feeding programs, and the Swiss have promised assistance

/0%
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with the anti-malaria campaign. These measures and others wi’l be
included under the proposed program designed by the World Bank --
PASAGE (Economic Management and Social Action Support Project)
which will address several priority needs. PASAGE will become
effective in US FY 1989 pending receipt of other donor support.
This program will include a component intended to monitor closely
the impact of adjustment measures on the population. The World
Bank is also preparing major projects to support the health and
education sectors which will begin in 1990.

Summary - The program of reform envisioned is
ambitious. While it is necessary to move forward with new
reforms, it is perhaps more important to consolidate the measures
already announced or made in the past. It has become evident that
translating the adoption of specific measures into meaningful
structural changes calls for sustained implementation, which
extends down from the center to local administrations, as well as
to a deepening of policy at the sectoral level. The persistence
of roadblocks and local interference in agricultural marketing is
only one example of an inconsistency between announced reforms at
the national level and actual results at the local level. As many
commentators on Madagascar have noted, commitment to the reform
program remains weak. For the spirit as well as the letter of the
reforms to be adopted, an educational effort starting at the
highest level of government is needed. Finally, the
implementation of reforms must pay careful heed to political
realities and to mitigating the possible adverse impacts on
economically disadvantaged groups.

4, Institutional Constraints

The major question concerning the reform program in Madagascar is
whether the present trend towards economic liberalization
represents a real change in direction, or is only an opportunistic
or forced response to the immediate economic erisis and donor
demands. It is certainly true that there is a widespread
perception that the reforms have been imposed by the IMF and the
World Bank in return for much needed financial assistance. It is
also true that understanding of the measures and popular support
for them are notably lacking. During an assessment of the reform
program conducted in June of 1987, an American economist Elliot
Berg noted that he found little intellectual support for the free
market idea outside the U.S. Embassy and the World Bank office
("Report on the Economic Reform Program in Madagascar", 1987).
This raises the equally serious question as to what the outcome of
the liberalization policies will be, regardless of government
intentions, in the face of an uncommitted majority and well
positioned groups that stand to lose from the changes that are
occuring. Although there are many groups and institutions whose
cross-cutting and changing interests enter into the equation, the
answer to these questions is likely to depend on the response of
the following three sets of socio-institutional structures:
family/clan, regional, and government institutions.
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a, Family ("Fianakaviana"), Clan ("Foko") and Community
("Fokonolona"),

Malagasy political organization officially begins at the
level of the "Fokontany" (village) and moves up to the "Firaisana"
(sub-district), the "Fivondronana" (region), and the "Faritany"
(province) to the National Assembly and the President. This
structure, developed by the King Andrianampoinimerina 175 years
ago, grouped together a clan recognizing descent from a known
ancestor into a geographic community called "Fokonolona". 1In
offical political and ideological thinking the "Fokonolona"
remains an idealized basis for building a united country.
However, there is a critical contradiction between the political
ideal and practical reality. With the geographical dispersal and
intermixing of peoples, the offical community *Fokontany" no
longer encompasses the "Fokonolona" or the extended family and it
is in fact to the family that the Malagasy owe primary loyalty
(known as "fihavanana"). This loyalty extends to the members of
the clan or lineage that recognize common descent from a known
ancestor. The importance of this family grouping explains in
large part the extreme importance placed on ancestor worship and
family tombs that exists today in Malagasy society.

The result is that behind the official facade of community unity
lies an inherent factionalism that divides people into competing
family groups through all levels of the society. This family
partisanship is of direct relevance in the process of economic
liberalization, because of the pronounced tendency for family
groups to position themselves to the extent possible to benefit
from the changes. Although certain ethnic groups are frequently
accused of seeking monopolistic exploitation, in fact this
strategy of family maneuvering is widely shared, especially among
the families in the elite. This structure is in potential
conflict with the notion of an open, competitive and
administratively neutral system which is needed for {:e effective
functioning of a market economy.

b. Regions

Madagascar's lack of regional economic integration is reflected in
the continuing tension between peoples of the coast and peoples of
the highlands. This lack of integration stems in large part from
continuing isolation due to poor transportation and other
communication links. Ethnic group separation is linked to this
regional separation, since the main ethnic groups were originally

named for the areas where they were located, e.g. Tanala - "people
of the forest", Merina - "those from the country where one can
see far",

Such regional/ethnic distinctions have been and will remain
significant in the area of external trade, since Highland/Coastal
competition has traditionally been between those located where the
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action is (on the coast) and those who administer the trade (in
the Highlands). This distinction is of particular importance for
agricultural exports since nearly all of Madagascar's main export
corps are grown in the coastal areas. As Madagascar liberalizes
its economy and revitalizes export trade, the groups who are
perceived to have a disproportionate advantage in exploiting the
opportunities are the Indians and Chinese who have existing
overseas business connections, and the Merina, who are located in
the capital where foreign business connections are centralized.
In a government that is sensitive to equitable regional
distribution of resources (the President is from the east coast),
such inequities could influence the outcome of policy decisions.

¢. Political/administrative institutions.

There are two major sources of opposition to economic
liberalization in the official structures of the state. Within
the political structure, several of the political parties within
the National Front for the Defense of the Revolution espouse
marxist/scientific socialist political ideologies that are opposed
to the principle of a free market economy. Tt has been noted that
disagreements over policy in this body and in the Supreme
Revolutionary Council, which is the summit of the political
structure, have increased since the reform program began in 1980.
Representatives of political groups, including the President's own
AREMA party, who are opposed to the change in direction away from
the socialist path charted in 1972 and 1975 can be found
throughout the government.

Another major source of opposition within the government are those
state employees whose livelihood is directly threatened by
liberalization, particularly employees of public enterprises which
are likely to be closed and administrations whose functions have
been abolished.

If those who stand to gain are more influential than potential
losers, and the government can take effective action to
financially or otherwise compensate those who are disadvantaged,
the liberalization program has a better chance for success.
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14. Social adjustment
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vulnerable groups, partic:
cularly in regards to
food security & shelter
Initiate longer-term

on social adjustment
assistance of intern.
community
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Madagascar

:FY88'Agricultural Export iiberalization Program

LOGFRAME

GOAL

MEASURES OF THE GOAL

MEANS OF VRERIFICATION

ASSUMPTIONS AND LINKAGES

To increase
rural incomes.

-Increased farmgate prices.
-Increased availability and
purchase of incentive consumer
goods in rural areas.
~Improved housing, nutrition
and health status in rural
areas.

-Increased production of
tradeable crops.

-National income statistics.
—Rural household income and
expenditure survey.

-Health, nutrition and
mortality statistics.

~Agricultural production
statistics.

-External markets for
traditional and non-
traditicnal agricultural
exports remain stable or
expand.

-Transportation and
infrastructure rehabili-
tion programs continue.

~No severe cyclones or
droughts.

~Known difficulties of
the state banking system
will not impede the
activities of private
operators in collection
processing, transport
and export of ag. crops.

~Collusion among above

Private operators will
not prevent the trans-
mission of higher border
prices to producers.

7 xXauuy



MAE1LP LOGFRAME

PURPOSE END OF PROGRAM STATUS MEANS OF VERIFICATION

ASSUMPTIONS AND LINKAGES

~Liberalized agricultural export -Evaluations conducted to measure

To reduce policy
and procedural
impediments to
liberalized
Malagasy external
markets.

markets for the principle export
crops (coffee, cloves, pepper):

1) free entry for private
operators.

2) differential between FOB
export parity and farmgate
prices reflect marginal cost
of transport & processing.

~Streamlined administrative

procedures for all agricultural

exports.

~Continued operation of a market
clearing foreign exchange
allocation system.

-Existence of a framework for
continued discussions with the
GDRM on the implementation of
agricultural market
liberalization.

progress on following indicators:
(1) share of export volume of
traditional crops marketed by
private operators has increased.
(2) No. of private operators
involved in export marketing has
increased.

(3) export volume of non-
traditional crops has increased.
(4) time required to process an
export shipment has decreased.

-Sustained commitment to
the policy reform program
by the GDRM.

~-Sufficient foreign
exchange is available
from GDRM and other
donor contributions
to finance imports.

(5) No. of administrative approvals,

clearances and fees for export
transactions has decreased.

(6) export guide has been published
which provides a complete and céncise»
summary of all export regulations in -

effect.
(7) non-discriminatory access to
foreign exchange under the OGL.

(8) OGL system operates as planned with .
respect to receipt of full amount of FX

within the 6 day time period.

—-Central Bank reports.

—-Export and Customs Statistics.
—Rural household and income
expenditure survey.



MAELP__ LOGFRAME

OUTPUTS

MAGNITUDE OF OUTPUTS

MEANS OF VERIFICATION

-Policy and
procedural changes
which facilitate
exports.

Increased business
and marketing
skills of Malagasy
entrepreneurs.

Strengthened
institution for
business
training -
INSCAE.

O
R

-Monopolies on export of
at least two traditional
crops ended.

-Requirements for cards,
licenses and/or prior
authorizations for internal
trade and export of agri-
cultural products abolished.

—-Export guide published.

~Free trade zones created.

-30 participants receive
specialized business training
in U.S. of academic or
practical (on-the-job) nature.

-15 businesses receive T.A.
in developing export
marketing programs.

-Minimum of 75 private
entrepreneurs participate
in business seminars at
INSCAE.

~-MBA and part-time evening
business programs developed
as well as business English
program.

-4 faculty members and
language training coordinator
trained.

~INSCAE Director visit to U.s.
graduate business schools.

~Minimum of 3 business
seminars organized for
private entrepreneurs.

-0fficial decrees.
-Published reports.
-Project evaluations.

-Malagasy Parliament
approves decrees for
policy changes.

-Training complet1on ,
reports. A
—-Contractor’'s reports.

-Malagasy entrepreneu s
willing and able: to ,'“
participate in tra;nlng.'

_INSCAE ‘program brochure. .

~Training completion'reports..

-Seminar - report.:

ASSUMPTIONS AND LIHKAGESJ'w



OUTPUTS MAGNITUDE OF OUTPUTS MEANS OF VERIFICATION ASSUMPTIONS AND LINKAGES

-Recommendations -Minimum of 3 technical

for policy changes
in rural input,
financial and
consumer goods
markets needed to
further the liberal-
ization of rural
agricultural market
operations.

studies and 3 policy
studies completed.

-3 study tours and
follow-on seminars.

-Written reports.

Q—Pabticiﬁéﬁté“féﬁbftﬁi

INPUTS

LEVELS

MEANS OF VERIFICATION

-Cash transfer
-Training

~Technical Assistance
-Studies
-Evaluation/Audit
—Other

el

$16.000 million
$ 1.200 million
$ 0.800 million
$ 0.435 million
$ 0.100 million
$ 0.200 million

-Project Implementation Reportsf

~Contractors Reports.
~Study Documents.
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SUBJECT: ECPR GUIDANCE CABLE - MADAGASCAR ECONOMIC
POLICY REFORN PROGRAH (687-p102)

REF: (A) STATE 14024 (B) NAIROB) 15644

1. TNE SUBJECT PAAD WAS CHAIRED AND APPROVED BY DAA
LARRY SAJERS OM JUNE 1S AND ATTENDED BY afR‘PD, WFR/OP,
AFR/EA, AFR/TRYARD, FPC/PB, WFR/EPS, WPR/DP/PuR, ZTAIE
ER/IFO/OUF, GC/uFR AND DONMA STHUFFER OF

OAR/MRDAGASCAR.  THE FOLLOWING ECPR GUIDMNCE 5 PROVIOED
BELOV.

2. HULTI-YEAR AUTHORIZATION: FCPR RECOMMFHNDED THAT THE
HESSION PLAN TO PROVIDE ADDITIONAL SUPPORT tN FY 89 10
CONSOLIDATE THE REFORNS INITIATED UNDER THIS PROGRAN IH
FY 88. IN ACCORDANCE MITH ABOVE RECOMMENDATION, THE
PAAD SHOULD CLEARLY REFLECT THE ON-GOING NATURE OF THE
PROGRAN. ECPR HOTED THAT ADDITIONAL FUNDING FOR THE
PROGRAM IN FY 83 Witt REQUIRE AN ANENDHMENT TO THE PARD.
HISSION HOVEVER SHOULO NOT HEGOTIATE OR PROGRAM FY 89
PROGRAN FUHDS UNTIL SUCK THME AS THE INTERIM EVALUATION

N SSIFIED

(SCHEDULED FOR OCTOBER 1989) HAS BEEN CONOUCTED ANG CAN
CONF IRH THAT THE PROGRAM 15 ACHIEVING POLICY REFORN
OBJECTIVES., ASTUMING THAT AN £Y 39 INCREASE IS
AUTHORIZED, THE PAAO WILL PROBABLY REQUIRE NEW
CONDITIONS PRECEDCHT OR COVENANTS, OR FINE TUNING OF
EXISTING CONDITIONS PRECEDENT AND COVENANTZ. (N THIS
REGARD, ECPR SUGGESTED THAT HISSION MIGHT WISH 10
CONZIDER BROADENING OUT-YEAR COMDITIONALITY IN THE PAAD
TO INCLUDE OTHER TRADITIONAL EXPORT CROPS.

3. CONDITIONS PRECEDENT: ECPR RECOMMLLDED THAT CP TO
DISBURSEMENT OF FIRST DOLS & HILLION TRANCKE (1), BE
REVISED 10 REQUIRE THAT THE GORM PROVIDE EVIDENCE THAT
IT_HAS CARRIED_OUT THE FOLLOWING:

I, ON THE BASIS OF PRIOR DISCUSSTONS AND AGREEMENT WITK
A 1.0., OPENED EXPORT MARKET'NG OF THE TRADITIONAL
EXPORT CROPS (COFFEE, CLOVES AND PEPPER) TO THE PRIVATE
SECTOR AND CONTINUES TO PERMIT PRIVATE OPERATORS 10
OPERATE ON AN EQUAL BASIS WITH PUBLIC SECTOR FIRHS;

i1, INSTITUTED THE OGL OR AN AGREED ALTERNATIVE SYSTEM
10 ALLOCATE FOREIGN EXCHANGE IN AN OPEN AND
HARKET-CLEARING HANNER; AND

0UTGO ING
TELEGRAM

STATE 204394 ANNEX D

100, SUBHITTED A LEDTER 10 USAID WHICH OUTLINES THE
GDRH'S PROPOSED SCMLYILE FOR HEETING THE CONOITIONS
PRECEDERT TO TME SLCTND DISBURSEHENT.

AS PROPOSED BY REDSO/ESA AND AGREED TO BY THE HISSION,,
CONDITION {1113 HAS GSEM INCLUDED #5 A CP To INITIAL
DISBURSEHENT,

4. DOLLAR TRACKIWG: Wi ECPR DETERMINED THAT THE
PROJECT NEED NOT TRACK 1€ OOLLWRS; AND THEREFORE, A
SEPARATE DOLLAR ACCOUNT '3 NOT REQUIRED. FY1: UNDER
CURRENT DRAFT BURLAU GUIL8NCE, TRACKING OF OOLLARS |$
NOT REQUIRED UWDER THE DEVELOPHENT FUND FOR AFRICA (DFA)
PROGRAM AND, THEREFORE, :MOULD NDT BE TRACKED UNDER THIS
PROJECT.  THIS DETERMINATION, HOWEVER, 1S SUBJECT 10
CHANGE AS AGENCY POLICY 44 THIS RECHRD 1S CURRENTLY
UNDER REVIEW. ON THE OTHR HAND, IHE USE OF LOCAL
CURRENCY SHOULD Ef THACKID WNDER T+f PROJECT. ECPR
RECOMMENDS THAT FULL WNOWIT LOCAL CURRENCY BE GEMERATED
INMEDIATELY FO.LOWING DOILAR RELEASE IF THIZ IS WITHIN
THE CAPACITY OF GORH AND CONSISTENT WiTH GORM
REGULATIONS/LANS.  IF NOP, LOCAL GENERATION CHOULD BE
TIED TO A PERCEMTRGE OF THE OPEN GEHERAL LICENSING (06L)
SYSTEN FOR IMFORTL.  UNGIR THIS LATTER SECOND-BEST

ARRANGEMENT, FULL AHOUNT OF LOCAL CURRENCY SHOULD BE

* GENERATED ON & PERIODIC aSH5 WITH THE FIR3T PAYHENT

PROVIDED uF TER THREE MONTHS AND ZUt SEQUENT FAYMENTS EACH
HONTH THEREAFTER

5. NANAGEMENT: &L HOTEI DURING THE PAIP REVIEM PER REF
A, PHR& 8, [CFR REMAa$NS IONCERNED +BOUT MI1Z.10H CAPACITY
TO NANAGE THE PROPOZED WITIVITY. 1T WaS NOTED THAT . ME
PRINARY RESPONLIGILITY FIR THE LHITIAL TWO-YEAR
HANAGEHENT OF THE PROGRHY WILL RL31 WITH A PERSONAL
SERVICES CONTRACIGK/ECONOMIST WHO 15 YET T0 BE
RECRUFTED. ECPR RECOMMEIDS THAT THE HISSIOM NONITOR
CAREFULIY 175 CAPACITY IO MKNAGE ThiS PROGRAN. IF
HANAGEHENT BURDEN INTEHIIFIES BLYOLO HISSION ABILITY 10
SERVICE THE PPOGRAN REQURENENTS AS CURRENTLY
STRUCTURED, MISSION 1S BMCOURAGED Y0 ZEEK WAYS TO MODIFY
IFPLEHENTATION ARRANGEMENSS.

6. PROJECT TITLE: ECPR RECOMHENDED THAT THE SUBJECT
PROJECT TiTLE BE CHANGEO TO REFLEC) THE SECTORAL NATURE
OF THIS DFA PROGRAM RATIER THAK OF THE MACROECONONIC
FOCUS INPLIED BY CURRENT TITLE,

Tme NEMSIEPL. o e

A THE ABOVE REVIZIONS 4RE BEING 1NCORPORATED INTO THE
AAD [N AID/V.  REQUEST *MSSION COMCURRENCE WiTN ABOVE
*ROPOSED REVICIONS,

J. THE AUTHORIZATION PAINAGE AND CN WitL BE PREPARED L
[17:72 5%

i AID/W VILL PROCEED T AUTHORIZATION WHEN PAAD AND
\UTHORIZAVION PACNAGE COWPLETE, - SHULTZ
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1, TEE FCPR FOR THE SUBJECT PROGRAM WAS CHAIRED RBY
AA/AFR LARRY SAIERS ON JANUARY 14, 1988 AND ATTENDED 3BY
AFR/PD, AFR/DP, AFR/FA, GC/AFR, AFR/TR, PPC/FA,

STATF/A E AN DONNA STAUFFER OF AID/MADAGASCAR. THFE
FOLLOVIN GUIDANCE IS PROVIDED FOR THE PAAD DESIGN.,

2. PROGRAM PURPOSE AND FOCUS: THE ECPR MOTED THE

PROGEAM PURPOSE IS UNCLEAR AND NEEDS TO RF BETTER

DEFINED AND FOCUSED., OF TME FOUR POTENTIAL RETORM AREAS
DISCUSSED IN TEE PAIP, ECPR RECOMMENDS MISSION FOCUS ON
AGRYCULTTRAL LIBERALIZATION AND, PERHAPS, POPULATION POLICY
TO BY CONSISTENT WITH THE CURRENT A.I.D. STRATEGY ¥OR
MADASASCAR., SINCE TEIS PROGRAM WILL BE FUNDED FROM THE

NEW DEVELOPMENT FUND FOR AFRICA (DFA) INCLUDED IN THE FY
19€8 CONTINUING RESOLUTION, THE PAAD MUST CLYARLY

DIMONSTRATZ HOW THE THIS PROGRAM AND ITS POLICY REFORM
AGINDA WILL ACCOMPLISH DEVFLOPMENT PURPOSES. . THE ECPR
EXPECTS THE PAAD PURPOSE TO PE CONSISTENT WITH TUE
MACAGASCAR PROGRA™ STRATEGY AS APPROVED AFTER THE
FFRRUAFY 23, 1928 REVIEV,

3. OPEN GFNERAL LICENSING SYSTEM (OGL): AS NOT®D
ABOVE, TRE ECPR BELIEVES TEAT THE PROGRAM SFOULD SUPPORT
SPFCIFIC SECTORAL REFORMS. THE OGL SEOUILD RT VIEVWTD AS
TH¥ PPOSRAM’S DISPURSING MVCHANISM; AND NOT BE REGARDED
AS TEE PRIMARY REFORM SOUGTNT BY THE PROGHAM (ALTHOUG R
A.I.D°S ASSISTANCE WILL HAVE THE EFFECT OF SUPPORPTING
THF OGL AS WELL). THE PAAD SHOULD, HOWEVER, DESCRIPE
HOW TEF OGL’S SUPFORT FOR FOREIGN EXCFANG® AND IMPORT
LITERPALIZATION ART IMPORTANT TQ THE SUCLTSS QOF THE

PROG PAMS PITRPOSE AND SPECIFIC POLICY RFFORM AGEN DA,

4. ROLLIN® DESIGN : THE FCPR DOES NOT APPROVE TIE
OP¥N "END™D  ROLLING DWSIGN PROCFSS PROPOSFD IN TEE PAIP
WHIRIRY TEF  OLICY RFFORM AGENDA WOULD RE MODIFIED (IN
PAAD AMENDMZ TS) IN YEARS TWO AND THREER T0 REFLECT
PPOGRFSS MADE IN ™HE YFAR. 1IF THF MISSION WANTS "
RPPROVAL OF A 3 YEAR PROGRAM, THE PAAD SHOVLD SET TORTH B
A CLFAR STATEMENT OF POLICY REFORM ORJECTIVES AND YEARLY l C)"
. : LY
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BENCEMARKS TO MEASTRE PROGRAM PERFORMANCE, AND PROVIDE A
FIRM FUNDING LEVEL FOR ALL YEARS. SPECIFIC BENCHMARAS
FOR POLICY REFORM MEASURES TO BE SUPPORTED IN YZARS 2
AND 3 COULD BE MODIFIED, AS LONG AS THE OVERALL ‘
OBJECTIVE OF TBE PROGRAM REMAINED THE SAME., FUNDING FOR
YFARS 2 AND 3 WOULD BE AUTEORIZED IN PAAD FACESEEERT
AMENDMENTS.

5. PROGRAM TRANCHING: IN VIEW OF THE UNCERTAINTY
REGARDING THE GDRM’S CONTINUED COMMITMENT TO THE OVERALL
LIBERALIZATION PROGRAM, ECPR CONCURS WITE REDSO

SUGG ESTION PER REFTEL THAT PERFORMANCE ON THE AEPRP BE
CAREFULLY MONITORED. TRANCEING DISBURSEMFNTS, INCLUDING
FIRST YEAR LEVELS IF APPROPRIATE, WITH A PROGRAM REVIEW
AT EACE STAGE, IS ONE WAY TO DO TEIS. WE ARE OPEN TO
OTHER APPROACHES., TFYI: TEE BUREAU SEES NO COMPELLING
NFFT FOR EARLY DISBURSEMENT IN ORDER TO SUPPLY TXE OGL, -
GIVEN IBRD ASSURANCES ON INITIAL AVAILABILITY OF FUNDS.
END FYI.

6. CONDITIONALITY: THE BUREAU WOULD LIKE YOU TO
CONSIDER £ SOMEVHAT MORE FLEYIBLE APPROACH THAN WE HAVE
USED IN OTHER AEPRP’S IN THE PAST. THIS APPROACH YOULD
AVOID TYING DISRURSEMENT IRREVOCABLY TO A SPECIFIED
POLICY MEASURE YHICE MAY OR MAY NOT TURN OUT TO BE

ACEIYVABLE, AND INMSTEAD, EMPBASIZE REFORM OBJECTIVES,
ECPR SUGGESTS YOU CONSIDER THE FOLLOWING:

A, DEFINE A SET OF REFORM OBJECTIVES (E.G., FOR

AGRI CULTURE LIBERALIZATION, TO INCREASE THE VOLUME OF
DOMESTIC MARKETING EY THE PRIVATE SECTOR; TO IMPROVE
AVAITABILITY OF INPUTS); :

B, DEFINE POTERTIALLY ACBIEVARLE RBUT ILLUSTRATIVE
BENCEMARGS FOR EACH OBJECTIVF (E.G. RFDUCTION IN NUMBER
OF RURAL ROADRLOCKS; INCREASE IN REGIONAL CONSUMER PRICE
DIFFERENTIALS; OVERALL RFDUCTION IN COMMODITY PRICW
LEVEL; INCREASE IN NUMBER OF PRIVATE TRADERS; PERCENTAGE
INCRTASE IN INPUT SALES);

C. FUILD INTC THE DESIGN A MONITORING SYSTEM TO ASSESS
PROGRESS TOWARD TYF OBJECTIVE AFTER A SPECIFIED TIME
PERIOD (F.G. 6, 9, 12 MONTES). IF TEE BENCHMARKS ART
ACFIEVF¥D, FIME, I¥ NOT, THE MONIORING PROCFSS SHOULD
FLUCIDATE WEY TEROUGE A JOINT AID/GDRM RFVIFW OF
RELEVANT ¥VIDENCE AND TATA. THE PURPOSE OF ASSESSMENT
15 7O DECIDE WHETFER SUFFICI®YNT PROGRESS EAS REFN MADF
TOWYARD THE OPJECTIVE, 0% WEETHFR THIRE IS RFASON TO WOLD

1/2 | UNCLASSIFIVD ~ STATE @R4024
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UP THE NEXT PLANNED DISBURSEMENT. 3BENCHMARXS MAY RE

MODIFIED, BUT THE OBJECTIVES THEMSELVES SHOULD BE HELD
T0 FIRMLY.

7. SPECIAL ACCOUNT: ALTHOUGH THE DFA DOFS NOT REQUIRE
THE FSTABLISHMENT OF A SPECIAL ACCOUNT FOR THE TRACKING
OF DOLLARS, THE ATPICA RUREAU IS PREPARING GUIDANCT
CONCERNING SPECIAL ACCOUNT AND TRACKING PROCFDURES TO BE
FOLLOWED IN ONNECTION WITH DFAFUNDED ACTIVITI®S. THE
MISSION WILL BE ADVISED OF SUCE PROCFDURES BY SFPTEL.

8. SECTION 110 CONTRIBUTION REQUIREMENT: SINCE THE
SUCCXSSFL OPERATION OF THF OSL IS ASSUMED TO RE
IMPORTANT TO THE ATTAINMENT OF THE PROGRAM’S SPECIFIC
SECTORAL RFFORM GOALS, AND THUS PART OF TYE OVEFRALL
ACTIVITY SUPPORTED BY THE PROGRAM, GC/AFR RELIEVES THAT
THE PROPOSFD CONTRIBUTIONS BY THE GDRM TO THE 0GL WOULD
SATISFY THE HOST COUNTRY CONTRIBUTION REQUIREMENT OF FAA
SECTION 110. THE PAAD SHOULD DEMONSTRATE TEE LINXAGES
BETWFEN THEE OGL AND THE PROGRAM’S SPECIFIC SECTORAL
REFORM GOALS AND A.I.D, MUST RECEIVE THE ASSURANCE OF
TEX 5DRM TEAT IT INTENDS TO CONTRIBUTE SUCHR FUNDS REFORE
A.I.D. MAY OBLIGATE THE GRANT.

9. MISSION MANAGEMENT CAPACITY: ECPR EXPRESSED CONCERN
THAT MISSION MANAGEMENT OF THIS PROJECT AT CVRRENT
STAFFING LEVEL WOULD NOT BE ADEQUATE FOR PROJECT
IMPLEMENTATION. WHILE THT PAAD WOULD ALIOW FOR
FLEXIBILITY IN THE POLICY DIALOGUE AND IN LOCAL CURRENCY
PROGRAMMING, HIS VERY FLEXIBILITY WILL IMPOSE STRINGENT
DEMANDS ON THE MISSION IN TERMS OF ANALYTICAL AND
IMPLEIMENTATION CAPACITY. AID/W WILL STRIVE TO INSURE
THE FARLIEST ARRIVAL OF A PROGRAM ECONOMIST TO GUIDE AND
IMPLEMENT THIS PROGRAM.

10. EFFECTS OF POLICY REFORM ON HUMAN WELFARE AND THE
INVIRONMENT: THERE IS GROWING DONOR CONCERN FOR THE
SOCIAL IMPACT OF THE STRUCTURAL ADJUSTMENT PROCESS. THE
YORLD BANK EAS EMPEASIZED TEAT MADAGASCAR AND THZ DONOR
COMMUNITY SHOULD STEPUP EFFORTS TO SOFTEN THE IMPACT OF
ECONOMIC ADJUSTMENT ON THE POOREST AND MOST VULNERABLE
GROUPS OF SOCIETY. HE HOWSE APPROPRIATIONS COMMITTEE
RAS RAISED SPECIFIC CONCERNS REGARDING THE NEED TO
SAFEGUARD EUMAN WELFARE AND LONG TERM ENVIRONMENTAL
INTERESTS AS PART OF ANY PROGRAM OF POLICY REFORM, AND
A.I.D. HAS BEEN ASKED TO REPORT TO CONGRESS HOY WE HAVE
RESPONDED TO THESE CONCERNS. THE PAAD SHOULD IDENTIFY
POTENTIAL NEGATIVE EFFECTS OF THE EPRP O HUMAN WELTARE
AND THY FNVIRONMENT AND RECOMMEND STEPS WHICH CAN BE OR
ARF BEING TA4EN TO MITIGATE THESE PROBLEMS.

11. EVALUATION: THE BURFAU IS PLACING INCREASTD

FMPHASIS ON EVALUATION OF POLICY REFORM EFFORTS. 1IT IS

IMPORTANT THAT VE MFASURE PROGRESS AND IMPACT OF THEESE

REFORM EFFORTS. CONSEQUENTLY, MONITORING AND EVALUATION

PLANS SHOULD BE INCORPORATED IN THE PAAD, INCLUDING A

BULGET TO PROVIDE SUFFICIENT FINANCIAL SUPPORT TO : ;) »

;/
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MONITORING AND FVALUATION DURING THE COURSE OF
IMPLFMENTATION OF THE PROGRAM. GIVEN OUR RATHER FOCUSED
OBJECTIVES IN MADAGASCAR ON INCREASING RICE PRODUCTION
AND RURAL INCOME, TEE MISSION MAY WANT TO EXPAND THIS
EVALUATION - EFFORT TO EXPLORE OVERALL COUNTRY PROGRAM
IMPACT, NOT JUST IMPACT UNDER THIS AEPRP,.

12, STUDIES: TEE IMF AND WORLD BANK STUDIES WHICH ARE
CURRENTLY UNDERWAY WOULD PROVIDE AN ADEQUATE BASIS FOR
DESIGNING THY PAAD. FOWEVER, AS NOTED IN REF ABOVE, TO
RFELY ON THESE STUDIES COULD DFLAY THE PAAD DESIGN IN THE
EVENT THE GDRM DOES NOT ADHERE TO THE IMF/IBRD TIMRTABLE
FOR COMPLETING THEM.

13. LOCAL CURRENCY UTILIZATION: ECPR SUPPORTS THE PAIP
VECOMMENDATIONS TEAT EPRP LOCAL CURRENCY GENERATIONS BE
PRUGRAMMED AS BUDGET SUPPORT IN VIEW OF THE MANAGEMENT
IMPLICATIONS OF CONTINUING TO PROJECTIZE GENERATIONS.
SUCE PROGRAMMING SEOULD BE CONSISTENT VWITE A MORE
SPECIFIC PROGRAM FOCUS (PER PARA 2).

14, TECHNTCAL ASSISTANCE/TRAINING COMPONENT: THE ECPR
BELIEVES TEAT TEE PORTION OF THE PROGRAM INVOLVING TA,
TRAINING AND STUDIFS SHOULD BE DESIGNED AS A :QUOTE
PRCJECT UNQUOTE IN ACCORDANCF WITH WANDBOOK 3. THE
NECESSAXY DOCUMENTATION MAY 3E INCLUDETD AS PART OF TEE
PAAD AND AUTHORIZATION OF TEF NON-PROJTCT AND PROJECT ;
COMPONENTS OF TEIS ACTIVITY MANY OCCUR AT THE SAME TIME.

15. -INITIAL ENVIRONMENTAL EYAMINATION (IEE): THE IEE
FO® THIS PROGRAM EAS BEEMN APPROVED BY THE BUREAU
ENVIRONMENTAL OFFICER. SHULTZ

BT
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Annex E
HUMAN WELPARE AND ENVIRONMINT

A, HUMAN WELFARE

At a recent (March 88) Uhifed Nations conference on the fHuman“Diméﬁsionétdf‘
Africa's Iconomic Recovery and Development” the situation of Madagascar was presented as
a case in point,

In fact, however, the situation in Madagascar is somewhat unique and filled with
seeming contradictions. The island's productive potential is quite high, and unde»
systems of intensive cultivation of rice and other crops it could easily support a
significantly greater population, (In fact higher population densities are needed in
some areas to provide the labor force that more intensive irrigated rice cultivation
demands,)

Madagascar's problems on the human welfare dimension stem from the conjuncture of
several adverse economic and social trends, First, are past economic and administrative
policies that greatly reduced economic efficiencies and production incentives. Once
self-sufficient in food production, Madagascar now imports its staple - rice. ports
of the crops that most effect small producer's incomes suffered large drops: from 1970
to 1985, exports of coffee dropped from 51,956 tons to 44,780 tons; of rice from 67,923
tons to O tons, of pepper from 2,227 tons to 2,610 tons, and of meat and conserves from
9,616 tons to 1,010 tons., In addition to production declines, Madagascar hzs been
effected by falling prices for its commodity exports, and generally rising prices for
its imports. Government expenditures for social services in the face of austerity
measures could not be increased to match population growth, resulting in a decline in
the quality and availability of services.

Evidence that the problem exists in the administration of the economy and not at

the producer level is the fact that Madagascar is one of the few countries where more
people leave urban areas than flow to them in times of economic difficulty (s generally



2:1 proportion). The reason is that there is subsistence potential in rural areas at
times when there is neither employment nor alternative sources of support in urban
areas, When to this is added the fact that on average it costs three times more for a
family to live in an urban than in a rural area, the direction of migration is easily
understandable.

However, although rural areas are productive, they, too, are now under pressure.,
The amount of land available per capita for producers decreases annually due to high
population growth and loss to erosion. At the same time, the material and labor inputs
and technical knowledge required for more intensive production are not in place and will
take time to be effectively established.

To the above two problems one must add the periodic, though generally localized,
natural disasters that have chronically placed the population at risk (e.g. drought,
especially in the south, and cyclones in general). Urban migration generally seems to
stem from such natural catastrophies as well as from personal catastrophies of which
(for women and their children) divorce and widowhood are among the most prominent.

It is upon this reality that the effects of structural adjustment are imposed,
including a substantial decrease in effective public spending per capita in critical
areas of health, education, infrastructure etc., and devaluations that have reduced the
effective non-agricultural minimal wage by 36% and civil servant wages by 60% over the
last seven years, Since these two categories make up a majority of urban populations,
their reduced purchasing power has not only decreased the goods and services at their
disposal, but has in turn reduced internal markeis for rural nroducers.

The above factors correlate with disturbing social statistics. Mortality in child
birth has increased 400% from 1978-1984, While the number of students has increased
with population, the number passing exams at all levels has fallen by 25% and more.
Child malnutrition, depending on the season, seems to be on a steady increase of 5-10% a
year. VNot surprisingly, there has been a corresponding rise in mortality in all
categories of disease - respiratory, intestinal, parasitic - due both to reduced care
and to reduced resistance, although attribution of cause between these factors is

difficult to assess,

It is almost a tautology to say that in hard times the most marginal suffer most
since the very reason they are marginal is that they lack economic, social or political
resources to mobilize to meet their needs., Logically, it follows that increasing the
resources of these people is the key to any long term improvement in their situations,
The sad fact is that structural ad justment programs to date have concentrated mainly on
the macro-economic goal of gettingz the economy back in order rather than on the more
complex and often more pol:tically charged question (both nationally and between
borrowers and lenders) of who is going to pay the price of reform and who is ultimately
going to btenefit most from it, In the case of Madagascar, for example, funding has been
provided to increase the number of physicians, while funds for providing them with the
minimally necessary supplies to work have gone down. Thus, macro-economic structural
adjustments at the level of the public budget do not appear to have been accompanied by
much if any strategic thinking as to exactly how to reorder public spending priorities
and to distribute expenditure cuts.



It would be foolish to think that the MAELPby itself is going to be a major
factor in reorienting the way structural ad justment and policy reform is carried out,
However, it certainly can begin to demonstrate a concern for the social and human
consequences of the policy reform process, not only in terms of what is presently
happening but also in shaping how things will look after the economy is properly
reconstituted., In two ways the MEPRP reflects such concerns. First, despite the
ultimate importance of rice to the national economy, the program has decided to address
the improvement in efficiency of agricultual export markets. Rapid rises in rice prices
without specific actions to provide small and marginal farmers(who are often net buyers
of rice, and thus are hurt by rice price increases) with the capability to respond,
would almost certainly result in an appreciation of land value, and raise the prospect
that these farmers would be forced off the land by landowners or more efficient farmers
with access to modern inputs. To some extent this phenomenon is inevitable, but its
effects can be mitigated if price rises are coordinated with the introduction of needed
goods and services, as for example, through the creation of responsive rural financial
institutions., (The MEPRP provides funds to examine the question of rural financial
services.) For these reasons a "go slow on rice" strategy really does make sense.

The export crop sector, at least initially, offers a greater chance than does the
rice sector for increasing production and rural incomes without negative consequences on
nmarginal producers, while presenting a good opportunity for small producers to
participate. This is due to the fact that marginal people are not net buyers of these
crops. The history of colonial times demonstrates that the small plantation production
that is 1likely to arise is not incompatible with small producer activities in the same
domains., (An example, in fact, now exists in increasing grape production both on
plantation style operations and neighboring small plots.)

B. ENVIRONM ENT

The severe nature of environmental degradation in Madagascar has long been
recognized, and in particular the massive deforestation due to slash and burn
agriculture., In the 1914 French "Bulletin Fconomique de Madagascar", L. Caltie wrote:

"It is our opinion that the practice of "Tavy" (slash and burn agriculture) should be
completely outlawed and suppressed by whatever means possible. It is incontestable that
this practice, even when it provides two successive harvests is anti-economic",

In fact, it is not slash and burn agriculture per se that causes degradation, but the
fact that increasing population pressure has over time resulted in shorter and shorter
periods of rotation and decreasing land fertility, to the point that new forest land is
burnt rather than recycling secondary growth areas, Regardless of the primary factor,
however, the hard fact remains that despite desires and attempts to do so, even the
colonial authorities were unable to suppress the practice, which provides the principal
means of subsistence for a substantial portion of the population. While one can project

that the system will eventually burn itself out, those who depend on tavy will continue
to engage in it until they find alternative sources of revenue or subsistence .

Practically speaking, the only solution to environmental degradation resulting
from slash and burn agriculture is to make the existing areas used for agricultural
production more productive on a sustainable basis, This solution would almost certainly
require the introduction of more permanent tree crops, such as coffee, cloves, and

/%



vanilla which are among Madagascar's major exports, Such crops give value to protection
of the land, and even now one can find people who have given up "tavy" on land above
tree crops precisely for fear of not being able to control the burn and possibly

damaging their tree crops.

Theoretically speaking, therefore, increased export markets for such tree crops
and a resulting expansion in agricultural areas under their production should be
beneficial to envirommental preservation or environmentally neutral. The same might not
in fact be true for very rapid increases in rice or other annual crop production,
especially if in response to a significant market boom. If increased prices encouraged
an extension of non-tree crop production onto lsarginal lands, the impact in terms of
environmental degradation could be highly negative, Those without basin land for rice
production would be most likely driven to try to increase hill rice production through
slash and burn for the sake of quick if unsustainable profit. The eventual creation of
a labor intensive irrigated rice production system would present an attractive
alternative to slash and burn; however, such a system is not quickly achievable, and
the area of forest remaining is limited. An alternative solution would be for the
government to introduce policies which raise the private costs of cultivating marginal
lands to cover social costs, for example by introducing high land taxes or fines for
forest clearing; however, the government's capacity to enforce such policies remains
limited, and therefore such an approach is unlikely to achieve the desired effect in the
near future,

Despite the attractiveness of increased export tree crop production
environnentally, one strong cautionary note needs to be made. While lands planted with
tree crops are protected, past experience in Madagascar has been that in areas where
large export crop plantations were created, and in the process pushed people from the
land, those displaced populations then turned to increased hill side cultivation. The
possibility of such a reoccurrance is a strong argument why, in addition to the question
Sroddetitn BE o SRViIQMentally fngortant that a stratosy BP0l iosnt SXEOLE I Becess to
new technologies and markets. At present, almost all export crop production is in the
hands of these producers, since the old plantation system was largely destroyed during
the 1970's. However, donor and government action in the future will be critical
determinants of what form a revitalized export crop production system takes. The donors
should be prepared to assist the GDRM in preparing policies and plans for rational land
use, The Envirommental Action Plan, which will soon be completed with the assistance of
USAID, the Swiss and the World Bank, is a major step in the direction of addressing
environmental concerns in the development process in Madagascar,
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INITIAL ENVIRONMENTAL EXAMINATION:

Project Country: ﬁadagascérﬁl
Project ritle: Mad&géécaf:Ecdﬁomic;pglicy Reform Program’

Punding: $17 million PY: 1988

-IBE Prepared by:jfpodnévsfiq:fér{‘ptbjectfnevelqp@enﬁﬂofﬁiﬁég

EnvironmentalpAction?ﬁééaﬁhéﬁdédi'”Cétegoricai éiéldedﬂf

Discussion: The proposed Madagascar Economic Policy Reform Program meets
the criteria for Categorical Exclusion under Section 216, 2(c) of
Regulation 16, A cash grant of $15.0 million will be provided to support
the Government of Madagascar's reform of the foreign exchange allocation
System and will be used to finance imports under an open general
licensing system. The use of cash grant funds is not tied to either
specific commodities or a specifically identifiable project and thus may
be considered as an "Action which does not have an effect on the natural
or physical environment®", This, according to Section 216.2(c)(1)(i), is
a criterion for categorical exclusion. The balance of program funding,
$2.0 million, will be used to finance technical services, studies and
training in support of policy reform measures. This portion of the grant
meets the criteria for categorical exclusion provided in Section
216.2(c)(2)(xiv).

Bureau Gi OnhentalkOEfic r's Decision:
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ANNEX F

Implementation Schedule

Activity

REDSO/ESA PAAD Review

Submission of PAAD to A.I.D./W

A.I.D/W PAAD approval

Grant Agreement Signed

Advertise PSC Economist Position

First Tranche Released

Issue PIO/T for Baseline Survey Design

Issue PIO/T for Training Contractor

Advertise FRP for Training Contractor

IQC Work Order for Baseline Survey
Design

Review applications for PSC Economist

Baseline Survey Design begins

Negotiate Economist PSC

Review Responses to Training RFP

Issue PIO/T & RFP for Baseline Survey

Negotiate Training Contract

Baseline Survey Begins

PSC Economist Arrives

Develop Training Plan

Develop Program of T.A. for Exporters

PIO/T and IQC Work order for Study Tour
on Coffee Marketing

INSCAE Director to U.S.

Issue PIO/T for macro-economist visit

Prepare Grant to IESC for T.A. for
Exporters

Study Tour on Coffee Marketing

Develop Studies Agenda

Prepare SOW for Assessment of CPs

IQC Work Order for macro-economist visit

Finalize Plan for INSCAE strengthening

Workshop on Coffee Marketing
alternatives

Macro-economist visit

Assessment of CPs for 2nd Tranche
release

Prepare SOW for first policy study &
first technical study

Candidate Selection for first trainees

Advertise RFP for first policy study

Issue IQC order for first technical
study

Review Responses to RFP for policy
study

First Technical Study begins

First training participants to U.S. :

Negotiate contract for first policy
study o

First Policy Study begins

Timing

5/88
5/88
6/88
7/88
7/88
7/88
7/88
8/88
8/88

8/88
8/88
9/88
9/88
9/88
9/88
10/88
10/88
11/88
11/88
11-12/88

11788
12/88
12/88

12788
01/89
01/89
01/89
01/89
01/69

02789
02789

02/89
03/89
03/89
03/89
04/89

04/89

05/89
06/89
06/89

06/89
07/89

Responsible Party

REDSO/ESA
USAID
AID/W
AA/AFR

Contracting Off,

AID/W
USAID
USAID
Contracting Off.

Contracting Off.
Bvaluation Comm.
IQC Contractor
Contracting Off.
Evaluation Comm.
USAID
Contracting Off.
Contractor
Contractor .
USAID/GDRM/Cont.
USAID

USAID
Contractor
USAID

USAID/Cont. Off.
Contractor
USAID/GDRM
USAID

Contracting Off. -

Contractor

Contracto; /INSCAE
IQC Contractor

REDSO/Contractor
AID/W

USAID/GDRM
Contractor/INSCAE
Contracting Off.

Contracting Off.
Evaluation Comm.
Contractor '

Contractor

Contracting Off.
Contractor



Activity

PIO/T for design of 2nd policy study
Disseminate results of technical study
IQC order for 2nd policy study design
Plan second study tour
Jeminar on results of 1st policy study
IQC work order for financial review
Design of second policy study begins
Financial Review
Advertise RFP for second policy study
Candidate selection for 2nd group
Review responses to RFP for 2nd policy
study
Mid-Term Evaluation
Negotiate Contract for 2nd policy study
Second study tour
Second policy study initiated
Second group of participants to U.S.
Workshop on second study tour
T for macro-economist 2nd visit
Seminar on results of 2nd policy study
work order for macro-economist
Candidate Selection for 3rd group
Macro-Economist 2nd visit
PIO/T for design of 3rd policy study
PIO/T for 2nd technical study
IQC work order for design of 3rd policy
study
IQC work order for 2nd technical study
Design of 3rd policy study
3rd group of participants to U.S.
2nd technical study initiated
Advertise RFP for 3rd policy study
Plan third study tour
Review responses to RFP for 3rd
policy study
Negotiate contract for 3rd policy study
Candidate selection for final group
Third study tour
Initiate third policy study
Workshop on third study tour
PSC Economist Departs
Seminar on results of 3rd policy study
PIO/T for final macro-economist visit
Final participants to U.S.
IQC work order for final macro-economist
visit
Final macro-economist visit
Prepare PIO/T for final evaluation
PIO/T for final financial review
IQC work order for financial review
Advertise RFP for evaluation
Financial Review
Review response to RFP/select PSCs
PACD
Final Evaluation

Timing

07/89
08/89
08/89
08/89
08/89
09/89
09/89
10/89
11/89
11/89

12/89
11/89
12/89
12/89
01/90
01/90
02/90
02/90
03/90
03/90
03/90
04/90
04/90
05/90

05/90
06/90
06/90
06/90
07/90

) 07/90

08/90

08/90
09/90
09/90
10/90
10/90
11/90
11/90
12/90
12/90
01/91

01/91
02/91
04/91
04/91
05/91
05/91
06/91
06/91

06/91

08/91

"Responsible Party

USAID

USAID/GDRM
Contracting Off.
USAID/GDRM
Contractor/INSCAE
USAID/RFMC
Contractor
Contractor
Contracting Off,
Contractor/INSCAE

Evaluation Comm.
USAID/REDSO
Contracting Off.
Contractor/USAID
Contractor
Contractor
Participants/INSCPIO/
USAID
Contractor/INSCAEIQC
Contracting Off.
Contractor
Contractor

USAID

USAID

Contracting Off.
Contracting Off.
Contractor
Contractor
Contractor
Contracting Off.
USAID/GDRM

Evaluation Comm.
Contracting Off.
Contractor
Contractor
Contractor
Participants/INSCAE
USAID

Contractor

USAID

Contractor

Contracting Off.
Contractor
USAID/GDRM
USAID
Contracting Off.
Contracting OfF.
Contractor
Evaluation Comm,

Contractor/GDRM/USAID
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5C(1) - COUNTRY CHECKLIST

Listed below are statutory criteria applicable
to: (A) FAA funds generally: (B)(l) Development
Assistance funds only: or (B)(2) the Economic
Support Fund only. ‘

A. GENERAL CRITERIA FOR COUNTRY
ELIGIBILITY

1. FY 1988 Continuing Resolution Sec. 5.6.
Has the President certified to the
Congress that the government of the
recipient country is failing to take
adegquate measures to prevent narcotic
drugs or other controlled substances
which are cultivated, produced or
processed illicitly, in whole or in part,
in such country or transported through
such country, from being sold illegally
within the jurisdiction of such country
to United States Government personnel or
their dependents or from enterlng the
United States unlawfully?

2. TFAA Sec., 481(h). (This prov151on app11es
to assistance of any kind provided by
grant, sale, loan, lease, credit,
guaranty, or insurance, except assistance
from the Child Ssurvival Fund or relating
to international narcotics control,
disaster and refugee relief, or the
provision of food or medicine.) “I1f the
recipient is a "major illicit drug
producing country" (defined as a country
produ01ng during a fiscal year at least
five metric tons of opium or 500 metric
tons of coca or marijuana) or a "major
drug-transit country" (defined as a
country that is a significant direct
source of illicit drugs significantly
affecting the United States, through
which such drugs are transported, or
through which significant sums of
drug-related profits are laundered with
the knowledge or complicity of the
government), has the President in the
March 1 International Narcotics Control
Strategy Report (INSCR) determined and
certified to the Congress (without

No

By
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Congressional enactment, within 30 days
of continuous session, of a resolution

disapproving such a certification), or

has the President determined and
certified to the Congress on any other
date (with enactment by Congress of a
resolution approving such certification),
that (a) durii 3y the previous year the
country has cooperated fully with the

‘United States or taken adequate steps on

its own to prevent illicit drugs produced
or processed in or transported through
such country from being transported into
the United States, and to prevent and
punish drug profit laundering in the
country, or that (b) the vital national
interests of the United States require
the provision of such assistance?

Drug Act Sec. 2013. (This section
applies to the same categories of
assistance subject to the restrictions in
FAR Sec. 481(h), above.) 1If recipient
country is a "major illicit drug
producing country" or "major drug-transit
country" (as defined for the purpose of
FAA Sec 481(h)), has the President
submitted & report to Congress listing
such country as one (a) which, as a
matter of government policy, encourages
or facilitates the production or
distribution of illicit drugs; (b) in
which any senior official of the .
government engages in, encourages, Or
facilitates the production or
distribution of illegal drugs; (c) in
which any member of a U.S. Government '
agency has suffered or been threatened
with violence inflicted by or with the
complicity of any government officer; or
(d) which fails to provide reasonable
cooperation to lawful activities of U.S.
drug enforcement agents, unless the
President has provided the required
certification to Congress pertaining to
U.S. national interests and the drug
control and criminal prosecution eiforts
of that country?

LA,

;
‘ 7 !/

L/
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FAA Sec. 620(c). 1f assistance is to a
governmant, is the government liable as

.debtor or unconditional guarantor on any

debt to a U.S._citizen for goods or
services furnished or ordered where (a)
such citizen has exhausted available
legal remedies and (b) the debt is not
denied or contested by such government?

-FAA Sed. 620(e)(1). If assistance is to

a government, has it (including any
government agencies or subdivisions)
taken any action which has the effect of
nationalizing., expropriating, or
otherwise seizing ownership or control of
property of U.S. citizens or entities
beneficially owned by them without taking

steps to discharge its obligations toward

such citizens or entities?

FAA Secs. 620(a), 620(f), 620D; FY 1988
Continuing Resolution 3ec. 512. Is
recipient country a Communist country?

If so, has the President determined that
assistance to the country is vital to the
security of the United States, that the-.
recipient country is not controlled by
the international Communist conspiracy,
and that such assistance will further
promote the independence of the recipient
country from international communism?
Will assistance be provided directly to
Angola, Cambodia, Cuba, Iragq, Libya,
Vietnam, South Yemen, Izan or Syria?

Will assistance be provided to

" Afghanistan without a certification?

FAA Sec. 620(1). Has the country
permitted, or failed to take adequate
measures to prevent, damage or
destruction by mob action of U.S.
property?

FAA Sec. 620(1). Has the country failed
to enter into an investment guaranty '
agreement with OPIC?

o'

“HNo

5

No

No/

)

A

£
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11,

lz.

FAA Sec. 620(0); Fishermen's Protective
Act of 1967 (as amended) Sec. 5. (a) Has
‘the country seized, or imposed any
penalty or sanction against, any U.S.
fishing vessel because of fishing
activities in international waters?

(L) If so, has any deduction required by

the Fishermen s Protective Act been made?

FAA Sec. 620(q); FY 1988 Continuing
Recsolution Sec. 518. (a) Has the
government of the recipient country been
in default for more than six months on
interest or principal of any loan to the
country under the FFAA? (b) Has the
country been in default for more than one
year on interest or principal on any U.S.
loan under a program for which the Py
1988 Continuing Resolution appropriates
funds? '

FLL _Sec. 6?0(~1 If contemplated
assistance is development loan or to come
from Economic Support Fund, has the
Administrator taken into account the
percentage of the country's budget and
amount of the country's foreign exchange
or other resources spent on military
equipment? (Reference may be made Lo the
annual "Taking Into Cousideration" memo:
"Yes, teken into account by the
Aﬂministrator at time of approval of
Agency OYD. This approval by the
rdministrator of the Operational Year
Budget can be the basis for an

affirmative answer during the fiscal yedrﬁ

unless significant changes in
circumstances occur.)

FAA Sec. 620(t). Has the country severed
diplomatic relations with the United
states? If so, have relations been
resumed and have new bilateral assistance
agreements been negotiated and entered
into since such resumption?

o

Mo

Heh



13, FAA Sec. 620(u). What is the payment

14.

15.

16.

17.

18.

status of the country's U.N.

obligations? If the country is in
arrears, were such arrearages taken into
account by the A.I.D. Administrator in
deternining the current A.I.D.
Operational Year Budget? (Reference may
be made to the Taking into Consideration

-MeMOo. )

FAA Sec. 620A. Has the President
determined that.the recipient country
grants sanctuary from prosecution to any
individual or group which has conmitted
an act of international terrorism or
otherwise supports international
terrorism?

FY 1988 Continuing Resolvtion Sec. 576.
Has the country been placed on the list
provided for in Section 6(j) of the
Export Administration Act of 1979
(currently Libya, Iran, South Yemen,
Syria, Cuba, or North Korea)? :

ISDCA of 1985 Sec. 552(b). Has the
Secretary of State determined that the
country is a high terrorist threat
country after the Secretary of
Transportation has determined, pursuant
to section 1115(e)(2) of the Fecderal
Aviation Act of 1958, that an airport in
the country does not maintain and
adninister effective security measures?

FAA Sec. 666(b). Does the country
object, on the basis of race, religion,
national origin or sex, to the presence
of any officer or employee of the U.S.
who is present in such country to carry
out economic development programs under

the FAA?

FAA Secs. 669, 670, Has the country,
after August 3, 1977, delivered to any
other country or received nuclear
enrichment or reprocessing equipment,
materialc, or technology, without

specified arrangements or safeguards, and

without special certification by the
President? Has it trausferred a nuclear
explosive device to a non-nuclear weapon
state, or if such a state, either

received or detonated a nuclear explosive
device? (FPAA Sec. 620F permits a apeclal

walve. of Sec. 669 for Pakistan.)

The A.I.D.. Administrator
has taken--Madagascar's'
zrrearqges into dccount.
n.determining the current
0.Y.B.(see 2/1/88 Memo).

No:

No.
‘No..
No '

No

Mo $>
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21.

22.

23,

-6 -

. FAA Sec. 67u. If the country is a
non-nuclear weapon state, has it, cn or

after August 8, 1985, exported (or
attempted to export) illegally from the
United States any material, equipment, or
technology which would contribute.
significantly to the ability of a country
to manufacture a nuclear explosive device?

‘ISDCA of 1981 Sec. /20. Was the country

represented at the »eeting of Ministers
of Foreign Affairs and Heads of
Delegations of the iNon-Aligned Countries
to the 36th General Assembly of the U.N.
on Sept. 25 and 28, 1981, and did it fail
to disassociate itself from the
communique issued? If so, has the
President taken it into account?
(Reference may be made to the Taking into
Consideration memo.) .

FY 1988 Continuing Resolution Sec, 528.
Has the recipient country been determined
by the President to have engaged in a
consistent pattern of opposition to the
foreign policy of the United States?

FY 1988 Continuing Resolution Sec. 513.
Has the duly elected Head of Government
of the country been deposed by military
coup or decree? If assistance has been
terminated, has the President notified
congress that a democratically elected
government has taken office prior to the
resumption of assistance?

FY 1988 Continuinq Resolution Sec., 543.
Does the recipient country fully
cooperate with the international refugee
assistance organizations, the Unitead
States, ‘and other governments in
tecilitating lasting solutions to refugee
situations, including resettlement
without respect to race, sex, religlon,
or national origin?

Ko

Madagascar's
participation's dn
the 36th UNGA meeting
and subsequent
communique has been
taken into account

by the President.

No

Nb]

Yes

[



B. EUNDING SOURCE CRITERIA FOR COUNTRY

ELIGIBILITY

1.

Development Assistance Country Criteria

FAA Sec. 116. Has the Department of

State determined that this government has

engaged in a consistent pattern of gross o
violations of internationally recognized .Ndﬁ
human rights? 1If so, can it be R
demonstrated that contemplated assistance

will directly benefit the needy?

FY 1988 Continuing Resolution Sec. 538.
Has. the President certified that use of
DA funds by this country would violate
any of the prohibitions against use of
funds to pay for the performace of.
abortions as a method of family planning,
to motivate or coerce any person to
practice abortions, to pay for the
performance of involuntary sterilizatioan
a8 a method of family planning, to coerce
or provide any financial incentive to any
person to undergo sterilizations. to pay
for any biomedical research which
relates, in whole or in part, to methods
of, or the performance of, abortions or
involuntary sterilization as a means of
family planning?

‘No

Economic Support Fund Country Criteria

FAA Sec. 502B. Has it been determinead

that the country has engaged in a

consistent pattern of gross violations of
internationally recognized human rights? No .
If so, has the President found that the ’
country made such gignificant improvement

in its human rights record that

furnishing such assistance is in the U,S,

national interest?

FY 1988 Continuing Resolution Sec. 549.
Has this country met its drug eradication
targets or ctherwise taken significant

steps to halt illicit drug production or N;A;”

trafficking?

Y



'§C(2) - PROJECT CHECKLIST

Listed below are statutory criteria ¢y plicable
to projects. This section is divided into two
parts. Part A includes criteria applicable to
all projects. Part B applies to projects funded
from specific sources only: B(l) applies to all
projects funded with Development Assistance;
B(2) applies to projects funded with Development
Assistance loans; and B(3) applies to projects
funded from ESF.

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO

DATE? HAS STANDARD ITEM Yes,
CHECKL1ST BEEN REVIEWED FOR. o
THIS PROJECT? Yes
A. GENERAL CRITERIA FOR PROJECT
1. FY 1988 Continuing Resolution Sec. 523;
FAL Sec. 634A. If money is sought to be
obligated for an activity not previously
justified to Congress, or for an amount
in excess of amount previously justified
to Congress, has.Congcress been properly
notified?
2. FAA Sec. 611(a)(1). Prior to an No construction is planned.
g obligation in excess of $500,000, will Other planning and cost
there be (a) engineering, financial or estimates appear to be
other plans necessary to carry out the reasonably firm and are
assistance, and (b) a reasonably firm .. based on past experience
estimate of the cost to the U.S. of the with similar project element
assistance?
3. FAA Sec. 6l1(a)(2). If legislative
action is required within recipient ~ No further legislative
country, what is the basis for a action is required.

reasonable expectation that such action
will be completed in time to permit
orderly accomplishment of the purpose of
the assistance?

o,



FAA Sec. 611(b); FY 1988 Continuing
Resolution Sec. 501, If project is for
water or water-related land resource
construction, have benefits ...d costs
been computed to the extent practicable
in accordance with the principles,
standards. and procedures «stablished
pursuant to the Water Resources Planning
Act (42 U.S.C. 1962, et seq.)? (See

‘A.I.D. Handbook 3 for guidelines.)

FAA Sec. 611(e). 1f project is capital
agsistance (e.g., construction), and
total U.S. assistance for it will exceed
$1 million, has Mission Director
certified and Regional Assistant’
Adnministrator taken into consideration
the country's capability to maintain and
utilize the project effectively?

FAA Sec. 209. 1Is project susceptible to
execution as part of regional or
multilateral project? If so, why is
project not so executed? Information and
conclusion whether assistance will
encourage regional development programs.

FAA Sec. 601(a). Information and
conclusions on whether projects will
encourage efforts of the country to:
(a) increase the flow of international
trade; (b) focter private initiative and
competition; (c) encourage development
and use cf cooperatives, credit unicns,
and savings and loan associations:

(d) discourage monopolistic practices;
(e) improve technical efficiency of o
industry., agriculture and commerce; and
(1) strengthen free labor unions. '

FAA Sec. 601(b). Information and
conclusions on how project will encourage
U.S. private trade and investment abroad
and encourage private U.S. participation
in foreign assistance programs (including
use of private trade channels and the
gservices of U.S. private enterprise).

FAA Secs. 612(b), 636(h). Describe steps
taken to assure that, to the maximum
extent possible, the country is
contributing local currencies to meet the
cost of contractual and other services,
and foreign currencies owned by the U.S.
are utilized in lieu of dollars.

N.A.

NI‘A‘.‘

No. However, the -
project closely complement
and reinforces the efforts
of other donors in the
same field, and has been
designed in full collabor-
ation with them.

‘Project is designed to

support liberalization of
external asricultural
markets, including the

_ending of Government

export monovnolies, encour-
agement of an expanded
private sector role, and
increased exvorts.

U.S. private firms will be
employed to provide
technical services and
training to Malagasy
entrepreneurs.

The Host Country will
contribute in excess of
$6,000,000 to finance
imnorts in the context of
this program. Local
currencies will be nrovide
throueh a Trust Fund to
supnort local cosfs,oifth'

nrogram.
117
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11,

12.

13.
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FAA Ssc. 612(d). Does the U.S. own
.excess foreign currency of the country
and, if so, what arrangements have been
made for its release?

FY 1988 Continuing Resolution Sec. 521.
If assistance is for the production of
any commodity for export, is the
commodity likely to be in surplus on
world markets at the time the res:lting
product1ve capacity becomes operative,
and is such assistance likely to cause
substantial injury to U.S. producers of
the same, similar or competing commodity?

FY 1988 Continuing Resolution Sec. 553.
Will the assistance (except for programs
in Caribbean Basin Initiative countries
under U.S. Tariff Schedule "Section 807,"
which allows reduced tariffs on articles
assembled abroad from U.S.-made ‘
components) be used directly to procure
feasibility studies, prefeasibility
studies, or project profiles of potential
investment in, or to assist the
establishment of facilities specifically
designed for, the manufacture for export
to the United States or to third country
markets in direct competition with U.S.
exports, of textiles, apparel, footwear,
handbags, flat goods (such as wallets or
coin purses worn on the person), work
gloves or leather wearing apparel?

FARA Sec. 119(Q)(4)-(6). Will the
assistance (a) support training and
education efforts which improve the
capacity of recipient countries to
prevent loss of biological diversity;
(b) be provided under a long-term
agreement in which the recipient country
agrees to protect ecosystems or other
wildlife habitats; (c) support efforts
to identify and survey ecosystems in
recipient countries worthy of
protection; or (d) by any direct or
indirect means significantly degrade
national parks or similar protected areas
or introduce exotic plants or animals
into such areas?

No

Although the program is
intended to liberalize
agricultural export markets
it does not directly suppor
the production of any
commodity. Madagascar's
major exvort crops - coffee
cloves, .and vanilla - do
not compete with U.S.
production.

No.

No

No

No

No. Other AID programs in
Madagascar are directly
targetted on biodiversity
preservation and conserva-

tion education.
/I 5 Z/A |
il



14.

15.

16.

17.

- 18,

19.

-1 -

FAA 121(d). If a Sahel project, has a
‘determination been made that the host

government has an adequate system for
accounting for and controlling receipt
and expenditure of project funds (either
dollars or local currency generated
therefrom)?

FY 1988 Continuing Resolution. 1If
assistance is to be made to a United
States PVO (other than a cooperative
development organization), does it obtain
at least 20 percent of its total annual
funding for international activities from
sources other than the United States
Government?

FY Continuing Resolution Sec. 541, 1f
assistance is being made available to a
PVO, has that organization provided upon
timely reguest any document, file, or -
record necessary to the auditing
requirements of A.1.D., and is the -PVO
registered with 2.1.D.7?

FY 1988 Continuing Resolution Sec, 514.
If funds are being obligated under an
appropriation account to which they were
not appropriated, has prior approval of
the Appropriations Committees of Congress
been obtained?

FY Continuing Resolution Sec. 515. If
deob/reob authority is sought to be
exercised in the provision of assistance,
are the funds being obligated for the
same general purpose, and for countries
within the same general region as
originally obligated, and have the
Appropriations Committees of both Houses
of Congress been properly notified?

State Authorization Sec. 139 (as
interpreted by conference report). Has
confirmation of the date of signing of
the. project agreement, including the
amount involved, been cabled to State L/T
and A.I1.D. LEG within 60 days of the
agreement's entry into force with respect
to the United States, and has the full
text of the agreement been pouched to
thcse same offices? (See Handbook 3,
Appendix 6G for agreements covered by
this provision).

N.A.
N.A{

N.A.

N.A.

Cabled confirmation of
grant signature and a
nouched copy of the full
text will be sent to the

aporopriate offices within

the time specified, . f
/ > ) 3
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B. FUNDING CRITERIA FOR PROJECT

1. ‘Development Assistance Project Criteria

FY 1988 Continuing Resolution:- Sec.
552 (as interpreted by conference
report). If assistance is for
agricultural development activities
(specifically, any teésting or _
breeding feasibility study, variety
‘improvement or introduction,
consultancy, publication, conference,
or training), are such activities (a)
specifically and principally designed
to increase agricultural exports by
the host country to a country other
than the United States, where the
export would lead to direct
competition in that third country
with exports of a similar commodity
grown or produced in the United
States, and can the activities
reasonably be expected to cause
substantial injury to U.S. exporters
of a similar agricultural commodity;
or (b) in support of research that is
intended primarily to benefit U.S.
producers?

FAA Secs. 102(b), 111, 113, 281(a).
Describe extent to which activity
will (a) effectively involve the poor
in development by extending access to
economy at local level, increasing
labor-intensive production and the
use of appropriate technology,
dispersing investment from cities to
small towns and rural areas, and

Although the project is
directed at improving
agricultural export market
operations, no funding is
intended to promote exports
of commodities that compete
in third countries with U.S.
products or crop research.

The goal of the program is
to increase rural incomes
by removing policy and
procedural impediments to
liberalized external agri-
cultural markets. Small
producers dominate export
crop production in Madagasce
Technical studies will
address the need for
improved technologies in
crop processing to expand
markets for agricultural
products, and should
eventually stimulate invest-
ment in both production and
processing.

/)



. encourage regional cooperation by

insuring wide participation of the U.S. ‘institutions will be
poor in the benefits of development used for training of
on a sustained basis, using Malagasy entrepreneurs.
appropriate U ©, institutions; '
(b) help develop cooperatives,

especially by technical assistance,

to assist rural and urban poor to

help themselves toward a better life,

and otherwise encourage democratic

private and local governmental

institutions; (c) suppu~t the

-self-help efforts of developing

countries; {d) promote the Women will benefit from
participation of women in the increased emnloyment
national economies of developing
countries and the improvement of
women's statuc; and (e) utilize and

tion and processing of
agricultural products, and
will be targetted for the

FAA Secs. 103, 103A, 104, 105, 106, entrepreneurs.
120-21. Does the project fit the -
criteria for the source of funds
(functional account) being used?

Yes

FAA Sec., 107. 1s emphasis placed on
use of appropriate technology
(relatively smaller, cost-saving,
labor-using technologies that are
generally most appropriate for the
small farins, small businesses, and

"small incomes of the poor)?

FAA Secs. 110, 124(d). Will the
recipient country provide at least 25
percent of the costs of the program,
project, or activity with respect to
which the assistance is to be

furnished (or is the latter

cost-sharing requirement being waived
for a "relatively least developed" Yes
country)? : .

FAA Sec. 128(b). If the activity
attempts to increase the

institutional capabilities of private
organizations or the government of

the country, or if it attempts to
stimulate scientific and

technological research, has it been
designed and will it be monitored to
ensure that the ultimate ;
beneficiaries are the poor majority? Yes

opportunities in the produc-

assistance to be provided to
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g. FAA Sec. 281(b). Describe extent to

which program recognizes the
particular needs, desires, and
capacities :i the people of the
country: utilizes the country's
intellectual resources to encourage
institutional development; and
supports civil education and training
in 6kills required for effective
participation in governmental
processes essential .o
self-government.

FY 1988 Continuing Resolution Sec.
538. Are any of the funds to be used
for the performance of abortions as a
method of family planning or to
motivate or coerce any person to
practice aborticns?

Are any of the funds to be used to
pay for the performance of .
involuntary sterilization as a method
of family planning or to coerce or
provide any financial incentive to
any person to undergo sterilizations?

Are any of the fuads to be used to
pay for any biomedical research which
relates, in whole or in part, to
methods of, or the performance of,

"absrtions or involuntary

sterilization as a means of family

planning?

FY 1988 Continuing Resolution. 1Is
the assistance being made available
to any organization or program which
has been determined to support or
participate in the management of a
program of coercive abortion or
involuntary sterilization?

If assistance is from the population

functional account, are any of the
funds to be made available to

.voluntary fezmily planning projects

which do not offer, either directly
or through referral to or information
about access to, a brcad range of
family planning methods and services?

The program aims fo
benefit the rural
producer in Madagascar,
who represents 857 of

the population, &.will us
country's intellectual
resources to the extent
possible, throueh hiring
local consultants and
firms to undertake studie
and using a local
institute for training.

.Nb;

No

No‘

AL
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FAA Sec. 6Vl(e). Will the project

utilize competitive selection
procedures for the awarding of
contracts, except where applicable
procurement rules allow otherwise?

FY 1988 Continuing Resolution. What -

portion of the funds will be
available only for activities of
economically and socially
disadvantaged ente-prises,
historically black colleges and
universities, colleges and
universities having a student body in
which more than 20 percent of the
students are Hispanic Americans, and
private and voluntary organizations
which are controlled by individuals
who are black Americans, Hispanic
Americans, or Native Americans, or
who are economically or socially
disadvantaged (including women)?

FAA Sec. 118(c). Does the assistarnce
comply with the environmental
procedures set forth in A.I1.D.
Regulation 16? Does the assistance
place a high priority on conservation
and sustainable management of
tropical forests? Specifically, does

the assistance, to the fullest extent:
‘feasible: (a) stress the importance

of conserving and sustainably
managing forest resources; (b)
support activities which offer
employment and income alternatlves to
those who otherwise would cause
destruction and loss of forests, and
help countries identify and implement
alternatives to colonizing forested
areas; (c) support training
programs, educational efforts, and
the establishment or strengthening of
institutions to improve forest
management: (d) help end destructive
slash-and-burn agriculture by
supporting stable and productive
farming practices; (e) help conserve
forests which have not yet been
degraded by helping to increase
production on lands already cleared

Small and disadvantaged
businesses, black
universities, and PV0Os
will be encouraged to
bid on any contracts to
be awarded under this
project.

Yes

Yes

The conservation of
natural resources/forests
1s a high priority of

the AID program in
Madagascar. Other
projects specifically
address these concerns.,

.;‘ ,H//
/55
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. or degraded; (f) conserve forested

watersheds and rehabilitate those
which “-ve been deforested; (g)
support training, research, and other
actions which lead to sustainable and
more environmentally sound practices
for timber harvesting, removal, and
processing; (h) support research to
expand knowledge of tropical forests
and identify alt>rnatives which will
prevent forest destruction, loss, or
degradation; (i) .conserve biological
diversity in forest areas by
supporting efforts to identify,
establish, and maintain a
represuntative network of protected

- tropical forest ecosystems on a

worldwide basis, by making the
establishment of protected areas a
condition of support for activities
involving forest clearance or
degradation, and by helping to
identify tropical forest ecosystems
and species in need of protection and
establish and maintain appropriate
protected areas; (j) seek to
increase tlie awareness of U.S.
government agencies and other donors
of the immediate and long-term value

.of tropical forests; and (k)/utilize

the resources and abilities of all
relevant U.S, government agencies?

FAA Sec. 118(c)(13). If the
assistance will support a program.or
project significantly affecting
tropical forests (including projects
involving the planting of exotic
plant species), will the program or
project (a) be based upon careful
analysis of the alternatives
available to achieve the best
sustainable use of the land, and
(b)/take full account ¢of the

environmental impacts of the proposed N.AL

activities on biolougical diversity?

57,
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FAA Sec.
.be used for (a) the procurement or

- 17 -

118(c)(14). Will assistance

use of logging equipment, unless an
environmental assestment indicates
tha. all timber harvesting operations
involved will be conducted in an
environmentally sound manner and that
the proposed activity will produce
positive economic benefits and
sustainable forest management
systems; or (b) actions which will
significantly degrade national parks
or similar protected areas which
contain tropical forests, or
introduce exotic plants or animals
into such areas?

FAA Sec. 118(c)(15). Will assistance
be used for (a) activities which
would result in the conversion of
forest lands to the rearing of
livestock; (b) the construction, i
upgrading. or maintenance of roads
(including temporary haul roads for
logging or other extractive :
industries) which pass through
relatively undegraded forest lands;
(c) the colonization -of forest lands;
or (d) the construction of dams or
other water tontrol structures which
flood relatively unl@legraded forest

-lands, unless with respect to each

such activity an environmental
assessment indicates that the
activity will contribute
Bigniticantly and directly to
improving the livelihood of the rural
poor and will be conducted i an
environmentally sound manner which
supports sustainable development?

FY 1988 Continuing Resolution If
assistance will come from the
Sub-Saharan Africa DA-account, is it
(a) to be used to help the poor
majority in Sub-Saharan Africa
through a process of long-term
development and economic growth that
is equitable, participatory,
environmentally sustainable, and
self-reliant; (b) being provided in

The local currencies to

be generated by the cash
grant will be used to
support a major program
for the rehabilitation

and maintenance of roads
in agricultural areas.
USAID will verify that
appropriate environmental
impact assessment has, been
carried out for any roads
passing through relatively
undegraded forest lands.

Yes

/
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. accordance with the policies <

- contained in section 102 of the FAA; vyes.
- (c) being provided, when conistent :
with the objectives of such

assistance, through African, United
States and other PVOs that have
demonstrated effectiveness in the
promotion of local grassroots

activities on behalf of long-term
development in Sub-Saharan Africa; N.A.
(d) being used to help overcome
shorter-term constraints to long-term
development, to promote reform of
sectoral economic policies, to
support the critical sector
priorities of agricultural production
and natural resources, health,
voluntary family planning services,
education, and income generating
opportunities, to bring about
appropriate sectoral restructuring of
the Sub-Saharan African economies,. to
support reform in public
administration and finances and to
establish a favorable environment for
individual enterprise and
self-sustaining development, and to
take into account, in assisted policy
reforms, the need to protect
vulnerable groups; (e) being used to
increase agricultural production in
‘'ways that protect and restore the
natural resource base, especially
food production, to maintain and
improve basic transportation anad
communication networks, to maintain
and restore the natural resource base
in ways that increase agricultural
production, to improve health
conditions with special emphasis on
meeting the health needs of mothers
and children, including the
establishment of self-sustaining
primary health care systems that give
priority to prewventive care, to
provide increased access to voluntary
family pianning services, to improve
"basic literacy and mathematics
especially to those outside the
formal educational system and to
improve primary education, and to
develop income-generating
opportunities for the unemployed and
underemployed in urban and rural
areas? ' : Yes

Yes

\
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3(a)2 - NONPROJECT ASSISTANCE CHECKLIST

The criteria listed in Part A are applicable
generally to FAA funds, and should be used
irrespective of the program's funding source.
In Part B a distinction is made between the
criteria applicable to Economic Support Fund
assistance and the criteria applicable to
Development Assistance. Selection of the
criteria will depend on the funding source for
the program. =

CROSS REFERENCES: IS éOUNTRY CHECKLIST UP TO

DATE? HAS STANDARD ITEM Yes.

CHECKLIST BEEN REVIEWED? Yes
A. GENERAL CRITERIA FOR_NONPROJECT ASSISTANCE

1. FY 1988 Continuing Resolution Sec. 523;
FAA Sec. 634A., Describe how
authorization and appropriations
committees of Senate and House have
been or will be notlfled concerning
the project.

2. FAA Sec. 6J)1(a)(2). If further
legiglative action is required within
recipient country, what is basis for
reasonable expectation that such action
will be completed in time to permit
orderly accomplishment of purpose of the
assistance?

3. FAA Sec. 209. Is assistance more
efficiently and effectively provided

through regional or multilateral Mo

organizations? If so, why is assistance
not so provided? Information and
conclusions on vhether assistance will
encourage developing countries to
cooperate in regional development
progranms.

No further leglslatlve
~action:is- requlred.
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‘4. FAA Sec. 601(a). lInformation and Project 'is designed to

' conclusions on whether assistance will support liberalization of
‘encourage efforts of the country to: . external agricultural marke
‘=) increase the flow of international including the ending of
trade; (b) foster private initiative ana Government monopolies on
competition; (c) encourage development export of major commodities
and use of cooperatives, credit unions, encouragement of an expande
an¢ savings and loan associations: private sector role, and
(d) discourage monopolistic practices; increased exports.

(e) improve technical efficiency of
industry, .griculture, and commerce; and
(f) strengther, free labor unions.

5. FAA Sec. 601(b). Information and
conclusions on how assistance will
encourage U.S, private trade and
investment abroad and encourage private
U.S. participation in foreign assistance
programs (including use of private trade
channels and the services of U.S. private
enterprise).

U.S. private firms will be
employed to provide
technical services and
training to Malagasy
entrepreneurs,

6. FAA Secs. 612(b), 636(h); FY 1988
Continuirg Resolution Secs. 507, 509.
Describe steps taken to assure that, to
the maximum extent possible, foreign N.A.
currencies owned by the U.S. are utilized '
in lieu of dollars to meet the cost of
contractual and other services.

7. FAA Sec. 612(d). Does the U.S. own
excess foreign currency of the country
and, if so, what arrangements have been
made for its release? No

8. FAA Sec. 60l(e). Will the assistance.
utilize competitive selection procedures
for the awarding of contracts, except
where applic.le procurement rules allow
otherwise? Yes. -

9. FAA 12)(d). 1If assistance is being
furnished under the Sahel Development
Program, has a determination been made
that the lost government has an adequate
system for accounting for and controlling :
receipt and expenditure of A.I.D. funds? NA. -
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B. FUNDING CRITERIA FOR NONPROJECT ASSISTANCE

1.

Nonproject Criteria for Economic Support :
Fund N.A

a. FAA Sec. 531(a). Will this
assistance promote economic and political
stability? To the maximum extent
feasible, is this assistance consistent
with the policy directions, purposes, and
programs of Part I of the FAA? :

b, FAA Sec. 531(e). W111 assistance
under this chapter be used for military
or paramilitary activities?

c. FAA Sec. 531(d). Will ESF funds made
available for commodity import-programs

or other program assistance be used to
generate local currencies? If so, . w111

at least 50 percent of such local
currencies be available to support
activities consistent with the objectives:
of FAA sections 103 through 1067 :

d. FAML _Seg. 609. If commodities are to
be granted so that sale proceeds will
accrue to the recipient country, have
Special Account (counterpart)
arrangements been made?

e, FY 1988 Continuing Resolution. If
agsistance is in the form of a cash
transfer: -(a) are all such cash
payments to be maintained by the country
in a separate account and not to be
commingled with any other funds? (b)
will all local currences that may be
generated with funds provided as a cash
transfer to such a country also be
deposited in a special account to be used
in accordance with FAA Section 609 (which
requires such local currencies to be made
available to the U.S. governnent as the
U.S. determines necessary for the
requirements of the U.S. Goverament, and
which requires the remainder to be used
for programs agreed to by the U.S5.
Government to carry out the purposes for
which new funds authorized by the FAA




would themselves be available)? (c¢) Has
Congress received prior notification
providing in detail how the funds will be
used, including "*e U.S. interests that
will be served by the assistance, and, as
appropriate, the economic policy reforms
that will be promoted by the cash
transfer assistance?

f. FY 1988 Continuing Resolution. Have
local currencies generated by the sale of
imports or foreign exchange by the
government of a- country in Sub-Saharan
Africa from funds appropriated under
Sub-Saharan Africa, DA been deposited in
a special account established by that
government, and are these local
currencies available only for use, in
accordance with an agreement with the
United States, for development activities
which are consistent with the policy
directions of Section 102 of the FAA and
for necessary administrative requirements
of the U. S. Government?

Nonproject Criteria for Development

Assistance

a. FAA Secs. 102(a), 111, 113, 281(a).
Extent to which activity will (a)
effectively involve the poor in
development, by expanding access ‘to
economy at local level, increasing
labor-intensive production and the use of
appropriate technology, spreading .,
investment out from cities to small towns
and rural areas, and insuring wide
participation of the poor in the benefits
of development on a sustained basis,
using the appropriate U.S. institutions;
(b) help develop cooperatives, especially
by technical assistance, to assist rural
and urban poor to help themselves toward
better life, and otherwise encourage
democratic private and local governmental
institutions; (c) support the self-help
efforts of developing countries; (d)
promote the participation of women in the
national eccnomies of developing
countries and the improvement of women's
status; and (e) utilize and encourage
rzgional cooperation by developing
countries?

The goal of the program is
to increase rural incomes
by removing policy and
procedural impediments to
liberalized external
agricultural markets.
Small producers dominate
export crop production in
Madagascar. Technical
studies will address the
need for improved technol-
ogies in crop processing
to expand markets for
agricultural products, and
should eventually stimulate
investment in production
and processing. U.S.
institutions will be used
for training of Malagasy
entrepreneurs. Women will
benefit from increased
employment opportunities in
the nroduction and proces-
sing of agricultural
products, and will be
targetted for the

training and T.A. to be
provided by the nroject.

/0.0



b, FAA Secs. 103, 103A, 104, 105, 106,
120-21. 1Is assistance being made
available (include only applicable
paragraph which corresponds to source of
funds used; 1f more than one fund source
is used for assistance, include relevant
paragraph for each fund source):

(1) [103] for agriculture, rural
development or nutrition; if so

(a) extent to which act1v1ty is
spec1f1ca11y de51gned to increase
productivity and income of rural poor;
[103A) if for agricultural research,
account shall be taken of the needs of
small farmers, and extensive use of
f1e1d testing to adapt basic research
to local conditions shall be made; (b)
extent to which assistance is used in
coordination with efforts carried out
under Sec. 104 to help improve
nutrition of the people of developlng
countries through encouragement of ’
increased production of crops with
greater nutritional value; iriprovement
of planning, research, and education

with respect to nutrition, particularly

with reference to improvement and
expanded use of indigenously produced
foodstuffs; and the undertaking of
pilot or demonstration programs
explicitly addressing the problem of
malnutrition of poor and vulnerable
people; and (c) extent to which
activity increases national food

security by improving food policies ‘and

management and by strengthening

national food reserves, with particular

concern for the needs of the poor,
through measures encouraging domestic
production, building national food
reserves, expanding available storage
facilities, reducing post harvest food

losses, and improving food distribution.

Activity is intended to
liberalize external
agricultural markets in the
belief .that the ending of
government monopolies and
regulation of trade will
increase prices paid to
producers and thus rural
incomes,



[104]) for population planning
104(b) or health under Sec.
extent to which acti--ity
‘emphasizes low-cost, integrated
delivery systems for health, nutrition
and family planning for the poorest
people, with particular attention to
the needs of mothers and young
children, using paramedical and
auxiliary medical personnel, clinics
and health posts, commercial
distribution systems, and other modes
of community outrearch. .

(2)
under Sec.
104(c); if so,

[105] for education, public
administration, or human resources
development; if so, (a) extent to which
activity strengthens nonformal
education, makes formal education more
relevant, especially for rural families
and urban poor, and strengthens
management capability of 1nst1tut10ns
enabling the poor to participate in
development; and (b) extent to which
assistance provides advanced education
and trainlng of people of developing
countries in such disciplines as are
required for planning and
implementation of public and private
development activities.

(3)

(4) [106) for technical assistance,
energy, research, reconstruction, and
selected development problems; if so.
extent activity is:

(i)(a) concerned with data collection

and analysis, the training of skilled
personnel, research on and
development of suitable energy
sources, and pilot projects to test
new methods of energy production; and
(b) facilitative of research on and
develorment and use of small-scale,
decentralized, renewable energy
sources for rural areas, emphasizing
development of energy resources which
are environmentally acceptable and
require minimum capital investment:

Assistance will be provide:
to strengthen a local
institution in the provisic
of business training, both
for degree and non-degree
programs, and part-time
programs for private
entrepreneurs. Some
funding will also be
provided for intensive
short-term training (on-
the-job as well as academi¢
in business management and
public policy for private
sector development:, ,in the
1m.S.

N.A.

/L{C_



(i1) concerned with technical
cooperation and development,
especially with U.S. private and
voluntary, or regional and
international development,
organizations;

(iii) . research into, and evaluation.

of, economic development processes
and techriques;

(iv) - reconstruction after natural or

manmade disaster and programs of
disaster preparedness;

(v) for special development
problems, and to enable proper
utilization of infrastructure and
related projects funded with earlier
U.S. assistance;

(vi) for urban developnent,

especially esmall, labor-intensive
enterprises, marketing systems for
small producers, and financial or

other institutions to help urban poor

participate in economic and social
development.

(5) [120-21) for the Sahelian region;
lf so, (a) extent to which there is
international coordination in planning
and implementation; participation and
support by African countries and
organizations in determining
development priorities; and a

long-term, multi-donor development plan

which rcalls for equitable
burden-sharing with other donors; (b)
has a determination been made that the
host government has an adequate system
for accounting for and controlling
receipt and expenditure of projects
funds (dollars or local currency
generated therefrom)?

¢. FAA Sec., 107. 1ls special emphasis
placed on use of appropriate technology
(defined as relatively smaller,
cost-saving, labor using technologies
that are generally most appropriate for
the small farms, small businesses, and
small incomec of the poor)?

Technical studies will
explore possibilities for
improved, appropriate
technologies for processing
agricultural products in
preparation for export.

o



‘d. FAA Sec. 281(b). Describe extent to
which the activity recognizes the
particular needs, desires, and capacities
of the people of the country. utilizes
the country's intellectual resources to
encourage institutional dcvelopment. and
supports civic education and training in
skills requlred for effective
participation in governmental and
political processes essential to
self-government.

e. FAA Sec. 10l(a). Does the activity
give reasonable promise of contributing
to the development of economic resources,
or to the increase of productive
capacities and self-sustaining economnic
growth?

The program aims to
venefit the rural producer
in Madagascar, who
represents more than 80 pes
cent of the population.
The country's intellectual
resources will be used to
the extent possible in
implementing studies and
training activities.

‘Yes

[N
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I. SUMMARY AND RECOMMENDATIONS

The prcposed Madagascar Agricultural Export Liberalization Program grows out
of a clear need to address policy impediments which limit the ability of
Madagascar's small agricultural producers to respond to the pattern of
improved incentives which they now face as a result of successful
stabilization measures implemented by the government. The program is intended
to stimulate the production of agricultural export goods so as to improve
rural incomes and employment. This is expected to broaden the domestic market
for mass consumption goods and provide a firmer basis for the expansion of
output and employment for the economy as a whole.

After growing at an average annual rate of about 3 percent per year in the
1960s, based largely on strong agricultural performance, the economy of
Madagascar underwent a drastic deterioration following the 1972 and 1975
revolutions. The socialist regime which came to power in 1972 emphasized
state control of the economy, nationalized most large private firms, and
established a government monopoly over the marketing of agricultural products
and inputs. These policies resulted in stagnating agricultural output,
steadily rising agricultural imports, and declining per capita output and
consumption for the economy as a whole. By 1982, real GDP per capita had
fallen by 28 percent from its 1973 level, external debt service obligations
had reached 72 percent of exports of goods and non-factor services, and
declining import capacity threatened still further declines in output,
employment, and consumption.

Beginning in 1982, the government began moving aggressively to reduce the
fiscal and balance of payments deficits. 1In all, the central government cash
deficit was reduced from 14.9 percent of GDP in 1981 to an estimated 3.1
percent in 1988. The government was somewhat slower to adjust the exchange
rate. Although adjustments of the nominal rate began as early as mid-1980,
the initial adjustments were inadequate to offset accelerating inflationary
pressures and the real effective exchange rate peaked in mid 1983. Subsequent
adjustments including two large devaluations in the second half of 1986 and in
June 1987 have left the real effective exchange rate at about half its 1978
value.

Although fiscal and exchange rate adjustments succeeded in restoring the
balance of payments essentially to zero in the 1984-87 period (albeit with a
great deal of debt rescheduling) while halting the decline in output,
stabilization by itself has not been sufficient to restore an acceptable rate
of growth. The reasons for this can be traced to a series of structural
distortions, primarily introduced during the 1970s, which have prevented
private sector producers, and producers of tradables in particular, from
respeiding to an improved generalized pattern of price and market incentives.
In some cases, these distortions were preventing an improved pattern of
incentives from being reflected at the producer level, as in the case of price
and markup controls at the retail level, price controls and regional marketing
restrictions for agricultural products, especially rice, and public sector
export monopolies (caisse de stabilization) for the country's principal export
crops. In other cases, the structural obstacles prevented producers from
responding effectively to the price signals that they received, as in the case
of cumbersome export licensing procedures, rigid and somewhat arbitrarily
administered exchange controls which blocked access to essential inputs and
spare parts, and finally an inefficient public sector banking system burdened
with a large volume of non-performing parastatal debt.
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Since 1985, the Government of Madagascar has entered into a series of
gsectorally oriented structural adjustment credits with the World Bank to
address this wide range ofstructural impediments to improved growth., The
details of these programs are beyond the scope of this summary but they have
attempted to deal in a systematic way with the structural impediments in each
sector. As a result of these reforms, the exchange regir. has been made more
predictable and automatic, most price controls have hn. - » tuainated, regional
transportation restrictions imposed at the national ..rel nave been eliminated
(although regional government taxation and ad hoc restrictions remain a
problem), and substantial progress has been made in the liberalization of the
rice market.

Rice market liberalization has been by far the most controversial aspect of
the reform program and the government's performance has been mixed. Prior to
May 1983, the Government had an absolute monopoly of the purchase and sale af
rice. Since that time, the government opened rice marketing to private sector
participation except in two geographic areas which accounted for 25 percent of
total production, abolished the legally established ceiling price for rice,
and finally eliminated the ramaining regional monopsonies. As a result of
these measures, regional price differentials fell substantially, many new
traders entered the market, and the number of private mills increased from 11
in 1983 to 90 by 1985.

Following a large increase in consumer rice prices in early 1986, the
government established a "buffer stock" to limit upward movements in retail
prices but the conditions for the release of buffer stock rice has been a
major point of controversy between the government and donors in the period
since 1986. Beginning in late 1987, PROCOOPS, an ostensibly private sector
organization with stiong political connections with the governing AREMA party,
began below-market sales of rice donated by North Korea in Antananarivo and
Tamatave. While not technically a violation of the agreement with the World
Bank and other donors, its actions are certainly a violation of the spirit of
those agreements.

The actions of the government and PROCOOPS are of considerable concern to

AID. Yet they should be kept in perspective: the government has not
reestablished price controls or restricted private sector milling or marketing
of rice; and 1988 imports by the government and PROCOOPS are estimated at 110
to 120 thousand metric tons, approximately the same volume of imports which
were undertaken in 1984 and 1985 and considerably less than the level of
imports of 1986 or the period before 1984.

The GDRM has never explained its reasons for the backtracking but they clearly
relate to concerns that the cumulative effect of exchange rate adjustment,
government spending cuts, and price liberalization have haéd a disproportionate
adverse impact on the living standards of the urban middle class. The
toleration of this group for policy reform in general is critical to the
success of the government's overall ecoriomic recovery efforts.

Because of the extreme political sensitivity of the rice pricing question, AID
has chosen not to attempt to achieve further gains on that policy front at
this time, but rather seeks to support further policy reforms in the area of
small-farmer-produced export crops. This is a policy area which addresses the
GDRM's immediate balance of payments concerns and furcthers AID's objectives of
improving small farmer income.

"1
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The Madagascar Agricultural Export Liberalization Program (MAZLP) has two
major components: (1) direct program assistance in support of policy reform
in the agricultural export area, and (2) a project component made up of
studies, technical assistance, and training which is designed to clarify and
develop support for a broader policy reform agenda. In addition to the policy
reforms to be immediately supported by the program, the policy studies will
examine policy impediments to the efficient operation of the full range of
markets in which small farmers transact, including rural financial markets,
agricultural input and product markets, and the markets for consumer goods in
rural areas. These are areas where needed changes are not yet clearly
defined, despite widespread recognition that problems exist. The results of
these studies and technical assistance will form the basis of future policy
dialogue, whether or not supported by additional policy-based assistance.

Of the total planned $18.735 million in AID contribution to MAELP in FY 1988,
$16 million will be disbursed in support of policy reform. Disbursements will
be made in two tranch:s. The first is expected to be made shortly after
signature of the grant agreement in July 1988, on the uasis of the substantial
dismantling which has already taken place - in part due to A.I.D.'s
encouragement - of government monopolies for three of the chief traditional
agricultural export crops. This action has already been announced by the
GDRM. The second disbursement, which could be made as early as January 1989,
will be based upon the performance of a small number of objectively verifiable
indicators of the effective implementation of these same reforms. The
performance of the GDRM, as reflected in these key indicators, will be
examined by an external review team, which will make a recommendation to
OAR/Madagascar concerning the release of the second tranche. This review team
will also be tasked with recommending whether AID should obligate additional
funds in FY 1989 under MAELP for agricultural market reform, and if so, what
conditions should be attached to that support. OAR/Madagascar intends t.o
continue to support the consolidation of the reforms identified in this
document - or ne-.ed reforms identified by the studies to be undertaken under
the MAELP - if such support is warranted.

The $2.735 million programmed for project assistance will support technical
and policy studies, tra..ing, and technical assistance. The study activities
will be designed both to clarify the remaining reforms needed in complementary
areas (rural finance, input and product markets) to sustain the momentum
gererated by liberalization of agricultural export markets, and to build a
constituency for the reform effort among a broad spectcum of academics,
businessmen, and government officials., The most important of the studies to
be undertaken early in the project is a baseline rural household income and
expenditure survey. This survey will provide badly needed basic informatios
on the components of small farmer real income and will guide future policy
dialogue efforts. Beyond this, if the program is successful, the survey and
subsequent follow-up surveys will demonstrate that success both to the
Malagasy and to us. On the other hand, if there should be a breakdown between
the program activities and the achievement of its goal and purpose, the
follow-up surveys will provide us with both an early warning system to
identify that breakdown and with suggestions for further study ereas and
corrective measures, either additicnal policy reforms or project interventions.

The MAELP comes at a time when the Government of Madagascar has shown its
commitment to moving ahead with a far-reaching program of economic reform that
extends to all key sectors so as to take adv.ntage of the improved
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while known sources of coal, uranium and oil-bearing tar sands remain
unexploited. Many years of exploration for oil in the south and west have
recently resulted in the discovery by Petrocansda of a promising site near
Morondava in the west. However, the most lucrative find to date is a deposit
in the southeast of the strategic metal titanium, said to be one of the
largest in the world. Plans for exploitation are underway despite the fact
that the site is now a nature reserve harboring some of Madagascar's many
unique plant and animal species. With extensive beaches along the coast and
of fshore islands, as well as its unique biological wealth, Madagascar also
possesses strong potential for tourism.

B. Economic Analysig

The following discussion outlines Madagascar's recent social and economic
history, from the revolutions of the early 1970s to the present, providing an
understanding of wiat problems the country has faced, how it has responded,
and what future actions need to be undertaken in order to further the
country's development. In this discussion, the principal objectives are to
describe the collapse of the economy in the early 1980s, the stabilization
efforts and their successes, the need for structural adjustment, and the
limits posed by social and institutional factors. The particular program
intervention is derived from this analysis. The Mission Strategy concludes
the discussion. A full discussion of the economic reform program and its
social and institutional context can be found in Annex B.

1. Centralization and Economic Gollapse

Madagascar is one of the world's poorest countries. With a population
estimated at 10.6 million in 1987, the country's annual gross domestic product
equals just $265 per person, a level which has been virtually stagnant for the
last several years. Rapid population growth of nearly 3 percent per year
compounds the problem, and has resulted in declining real per capita income.
The situation has not always been quite this bleak.

In the 1960s, during the decade following independence, the Malagasy economy
grew at approximately thres percent per year. This was faster than the then
vate of population growth, and produced small increases in real per capita
incomes. Frustrated with the slowness of the growthk, however, and disturbed
by the unequal distribution of the proceeds of that growth, the country
underwent socialist revolutions in 1972 and again in 1975. A principal
concern of esch revolution was reducing foreign, interpreted as French and
western, interference in the country, increasing the role of indigenous
Malagasy in the country's economy, and reducing individual control of and
profit from the exploitation of the country's natural resource base.
Specifically, the revolutions resulted in increasing state control over
various aspects of the economy, including the institution of parastatal
monopolies for marketing rice and other crops, banking, energy, insurance,
imports, exports, and the expansion of public enterprises in several
industries.

In addition, the centralized, rost-independence Government structure was
decentralized, allowing the fokontony, or local, government broad new rights
Lo impose and collect taxes as well as to provide services. Regulatory
intervention of the central and local governments also increased
substantially, price controls were generalized, and import restrictions and

(4
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exchange controls tightened. The net result of these actions was a general
neglect of the productive, agricultural sector, and a promotion of inward
looking production activities in a highly protected environment.

These changes did not produce the intended acceleration of growth which the
Government desired. As a result, the government attempted to reverse the
economic decline of 1972 to 1978 through a massive public investment program
designed to hasten industrialization through capital intensive technologies
while imposing further pricing and marketing policies which favored urban
consumers. This industrial expansion effort began in 1978,

These attempts to stimulate the expansion of Madagascar's stagnating economy
contributed to the economic crisis which begsn in 1980-81. The share of
investment in GDP had averaged 13 percent from 1970 to 1978, but mushroomed to
25 percent for 1978-79. The financing of this massive expansion contributed
to a large public sector deficit without adding to productive capacity. By
1980, the budget deficit equaled 18 percent of GDP, inflation grew at more
than 30 percent per year ir 1981 and 1982, and the debt service ratio
exploded, from just four percent of export earnings in 1978 to 90 percent,
before rescheduling, in 1985. This debt service burden has been responsible,
in part, for Lhe severe lack of foreign exchange in recent years, and has
itself further stalled economic growth.

Exacerbating the fereign exchange shortage was the greatly overvalued Malagasy
franc. This led to an unsustainable demand for imported goods while
simultaneously undermining the profitability of exported Malagasy agricultural
commodities and finished products. This, in turn, was translated back into
declining real producer prices for agricultural commodities, and a sharp
contraction of agricultural production for export.

By 1982, real GDP per capita had fallen by 28 percent from its 1973 level,
external debt service obligations had reached 72 percent of exports of goods
end non-factor services, and declining import capacity threatened still
further declines in output, employment, and consumption.

2. Stabilization

Faced with a clearly unsustainable resource gap, the government undertook a
series of strong and effective stabilization measures beginning in 1982.
These measures included reducing capital expenditures from 11.6 percent of GDP
in 1981 to 7.5 percent in 1982 (this level has been maintained in successive
years). Secondly, the government limited central government recurrent
expenditures, principally through a necar freeze in the number of civil
servants (their numbers increased by only 1.6 percent between 1983 and 1986),
and a significant compromising of real public sector salaries. 1In all, the
budget deficit was reduced from nearly 15 percent of GDP in 1981 to an
estimated 3.1 percent in 1988. Concurrent with this contraction of the
deficit, domestic bank borrowings by the central government. have been
substantially reduced from 7.4 percent of GDP in 1981 to a net repayment
position in 1988,

The government was somewhat slower to correct the exchange rate., Although
adjustments began as early as mid-1980, the initial adjustments were
inadequate to offset accelerating inflationary pressures, and the real
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effective exchange rate peaked in mid-1983. Subsequent adjustments have been
substantial, however, and have included two large devaluations in the second
half of 1986 and another in June of 1987. Combined, these devaluations have
left the real effective exchange rate for the Malagasy franc at just about one
half its 1978 value,

Among other measures taken to reduce aggregate demand were reductions in
consumer subsidies. The Government more than doubled the price of rice
distributed through official channels, and consumer subsidies on imported rice
were eliminated. 1In addition, tax measures were improved, price increases for
public enterprise produced goods announced, and imports were sharply
curtailed. Finally, tight bank credit ceilings were imposed to help reduce
inflation. These efforts were su~cessful and, during a time of devaluation,
inflation was reduced from 30 percent in 1982 to just 11 percent by 1985,

3. Structural Reform - the need

Although fiscal and exchange rate adjustments succeeded in restoring the
overall balance on the balance of payments essentially to zero by 1985, while
halting the decline in output, stabilization by itself has not been sufficient
to restore economic growth. There have been some responses that show that
economic areas unencumbered by market distorting controls and regulations have
indeed taken advantage of the stabilization efforts to date. Examples include
shellfish exports, which have increased dramatically over the last several
years to become the country's fourth largest foreign exchange earner.
Domestically, there are many producers and exporters of this perishable
commodity, and their volume of sales attests not only to their success but
also to the incentives offered by undistorted stabilization efforts. 1In a
second area, a look at the estimates of services receipts for 1988 compared to
1983 shows a projected increase of 76 percent over the earlier year,
demonstrating a clear response to price incentives in a relatively unregulated
field.

There are, unfortunately, more examples of how stabilization efforts
themselves have been insufficient for growth. The reasons for this can be
traced to a series of structural distortions, primarily introduced during the
1970s, which have prevented private sector producers, and producers of
tradables in particular, from responding to an improved generalized pattern
of price and market incentives. In some cases, these distortions have
prevented an improved pattern of incentives from being reflected at the
producer level, as in the case of price and mark-up controls at the retail
level, price controls and regional marketing restrictions for agricultural
products, especially rice, and public sector export monopolics (caisse de
stabilization) for the country's principal export crops.

In other cases, the structural obstacles prevented producers from responding
effectively to the price signals which they received, as in the case of
cumbersome export licensing procedures, rigid and somewhat arbitrarily
administered exchange controls which blocked access to essential inputs and
spare parts, and finally an inefficient public sector banking system burdened
with a large volume of non-performing parastatal debt.

The need for structural reform was discussed as early as the 1983 Consultative
Group meeling on Madagascar. At that meeting, the Group developed the first
phasc of reform, which included the following main points (as reiterated by
the World Bank, 1986):

|'/¢
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(a) promotion of private, smallholder production, and'de-eﬁphasis of
parastatals and collective production; : :

(b) concentration on investment in rehabilitation;
(¢) reliance on market prices;

(d) withdrawal of the agricultural ministries and parastatalé‘frdmf
direct-production and commercial activities; and, o

(e) improvement of essential public sector services.

Some progress has been made in moving toward these goals, and substantial =
agsistance for structural adjustment has come from the Bank itself.

Since 1985, the Government of Madagascar has entered into a series of
sectorally oriented structural adjustment credits with the World Bank to
address this wide range of structural impediments to improved growth. The
details of these programs are discussed in detail in Annex B. 1In sum, the
World Bank and the International Monetary Fund have attempted to deal in a
systematic way with the structural impediments in each sector. As a result
of these reforms, the exchange regime has been made more predictable and
automatic, most price controls have been eliminated, regional transportation
restrictions imposed at the national level have been eliminated (although
regional government taxation and ad hoc restrictions remain a problem), and
substantial progress has been made in the liberalization of the rice market.

Rice market liberalization has been by far the most controversial aspect of
the reform program and the government's performance in this area has been
mixed. Prior to May 1983, the Government had an absolute monopoly on the
nurchase and sale of rice. 1In 1982, the retail price of rice was raised 82
percent, eliminating an explicit consumer subsidy and improving producer
prices. 1In 1983, the government opened rice marketing to private sector
participation except in two geographic areas which accounted for 25 percent of
total production. 1In June 1985, the legally established ceiling price for
rice was abolished. Subsequently, the two remaining regional monopsonies were
eliminated. As a result of these measures, regional price differentials fell
substantially, many new traders entered the market and the number of privape
mills increased from 11 in 1983 to 90 by 1985.

Following a large increase in consumer rice prices in early 1986, the
government established a "buffer stock” to limit upward movements in retail
prices. AID and other donors contributed rice to establish that stock whose
release price was set at 40 percent above the average market price during the
previous post-harvest period. The conditions for the release of buffer stock
rice have been a major point of controversy between the government and donors
in the period since 1986. Beginning in late 1987, PROCOOPS, an ostensibly
private sector organization with strong political connections with the
governing AREMA party, began below-market sales of rice donated by North Korea
in Antananarivo and Tamatave. While not technically a violation of the
agreement with the World Bank and other donors, its actions are certainly a
violation of the spirit of those agreements. Moreover, PROCOOPS actions have
the potential for disrupting newly established private sector market channels,
and thus may, although there is as yet no solid evidence that they have,
reduce farm-gate prices.

[77



.

The actions of the government and PROCOOPS are of considerable concern to

AID. Yet they should be kept in perspective. The government has not
reestablished price controls or restricted private sector milling or marketing
of rice. The volume of imports to be undertaken in 1988 by the government and
PROCONPS is unclear but seems to be in the range of 110 to 120 thousand metric
tons. While this is higher than one would like to see, given that Madagascar
has the potential to be an exporter of rice, it is approximately the same
volume of imports which were undertaken in 1984 and 1985 and considerably less
than the level of imports of 1986 or the period before 1984%.

Not all reforms have been focussed on the rice sub-sector, however. The
government also responded to recommendations for improving export crop
marketing contained in major studies prepared by several international
donors. Incentives to diversify exports were provided, with the elimination
in 1984 of all taxes on agricultural exports, excluding the traditional
crops. Real producer prices for coffee were increased at the time, and
services to coffee growers strengthened. The government also removed market
and price controls for groundnuts, previously an important export as well as
edible oil source. Other reforms were undertaken with respect to edible oil
production, livestock, and cotton.

Although many “correct” policy changes have been announced, the implementation
of such reforms has been difficult for the government. An example of the
difficulties arising from the implementation of the reforms comes from an AID
financed study completed in October, 1987, by Elliot Berg. The report makes
the following observation:

Export marketing remains heavily controlled, with the traditional
exports "reserved" for parastatal trading firms. Progress is being
made in some non-traditional exports, where entry is easier; shrimp
exporters are numerous, and volumes have grown rapidly in the last
few years. According to some observers, a certain amount of informal
privatization or decentralization is taking place in minor exports
like lobsters and lychee nuts. But regulations remain endemic and
monopolization typical in marketing of major agricultural exports,

This observation corroborates World Bank reflections at the time that the
first phase of the adjustment process fell short of its goals due to a lack of
coherence in the spectrum of government policies. "Incentives were not
provided for all products, accentuating the preference of farmers for outputs
with high returns. Controls on prices and markets gave room for crop
retention, speculation, and black-marketing. At the same time, import
policies were not tailored to overcoming shortages, and acted as a
disincentive to production."

4, Structural Reform - the future

Despite the inherent political difficulties of continuing with reforms, the
Government of Madagascar has made it clear that it not only intends to proceed
with the comprehonsive program of reforms agreed to in the Policy Framework
Paper (PFP) (see Annex B for a summary), but will accelerate the
implementation of several key measures in 1988, Some planned measures will,
in fact, go beyond the steps agreed to in the PFP. The next steps to be taken
by the Government of Madagascar in 1988 and 1989, which follow a logical

Wi
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progression in the effort to put the country on the path of sustainable
growth, are summarized below. These measures are the result of a careful
analysis of the remaining constraints to growth, and will be undertaken with
the assistance of the IMF and the IBRD as well as the bilateral donors.

This year, 1988, will be a year marked by major efforts to liberalize external
trade and to stimulate export production. The Open General License system
will be introduced on an accelerated schedule with full implementation planned
for July 1988. 1Initial experience with the OGL has been one of low demand for
foreign exchange. This appears to reflect the transition from a system where
exchange was applied for in advance of needs, to one in which foreign exchange
is applied for only when needed since receipt of the full amount is assured
and since full payment in local currency must be made at the time of
application. Also, a large percentage of foreign exchange obtained under the
LIR in 1987 is still unused. Thus, it is difficult for the Central Bank to
anticipate actual demand for foreign exchange under the OGL, and concerns
remain that a large sudden demand will push reserves below the target and
force a large devaluation. The Central Bank is therefore increasing reserves,
tightly controlling credit, and encouraging donors to disburse the balance of
payments assistance promised at the January 1988 Consultative Group, which to
date has been slow in coming. The GDRM remains committed to an active
exchange rate policy, adjusting the rate as needed to maintain an appropriate
level of foreign exchange reserves so as to assure the smooth functioning of
the OGL system.

Liberalization of the export sector has aiso been accelerated. In
mid-February 1988, the Government ended the state trading company monopoly on
exports of pepper and cloves, and freed internal trade and prices in these
products, leaving only coffee and vanilla subject to management by the
Stabilization Funds. Taxes on pepper will be eliminated, although a flat tax
on cloves will continue to be collected. Pending the planned April
completion of a study commissioned by the World Bank, coffee exports will
continue to be carried out by the state trading company. Under the terms of
structural adjustment agreements, recommended changes in the marketing
arrangement for coffee are to be made prior to the 1988/89 coffee season which
begins in May, while the producer price for coffee will again be raised
substantially to bridge the gap that remains between producer price and f.o.b.
export price. Coffee is the crop that holds the greatest potential for
increasing export earnings in the short run, although non-traditional exports
such as fruit and seafood also show promise.

Other steps will further lighten administrative export procedures. The
Government will abolish requirements for cards, licenses, and prior
authorizations for internal trade (collection, processing and storage) and
export of all of the major export crops and will extend the maximum period for
repatriation of foreign exchange earnings from 30 to 90 days. Also, in 1988
the Government will publish an exporters' guide to support the export sector,
and will activate plans for free trade zones to stimulate investment.

In agriculture, the GDRM has already taken significant action to reverse poor
policies, as noted above. Sustained and thorough implementation of the
announced liberalization policies are now required. Major implementation
actions are planned for 1988 and 1989 to remove pricing and marketing
constraints on the agricultural export crop side. It is in this area where
AID/Madagascar will provide support.

'\‘\.\)
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c. Social and Institutional Constraints

A major concern among all donors has been the problem of political opposition
to the reform programs. It must be recognized that the various elements of
the stabilization and structural reform efforts have had the effect of
increasing the real incomes of rural smallholders at the expense of urban
residents in general and the urban middle class in particular. The reduction
in central government current expenditures has largely been accomplished
through wage compression for civil servants and a substantial decline in
employment on public infrastructure projects. The adjustments in the real
exchange rate have disproportionately reduced the real incomes of the middle
and upper class. (Imports, directly or indirectly make up 35 percent of the
market basket of urban "modern households" but only 12.9 percent of the
consumption of urban "traditional households" according to surveys underlying
the consumer price index and almost certainly a still smaller proportion of
rural consumption.) Similarly, the attempt to raise the farm-gate price of
rice represented an income transfer from urban (and some rural) rice consumers
to rural rice producers.

While it would be difficult to quantify the distributional impact of the
reforms, the cumulative effect, although undoubtedly *"favorable” in some
abstract sense, has the potential for seriously, and perhaps irretrievably,
undermining political acceptance of the reform effort among the urban
population.

Asked in another way, the major question concerning the reform program in
Madagascar is whether the present trend towards economic liberalization
represents a real change in direction, or is only a forced response to the
immediate economic crisis and donor demands. It is certainly true that there
is a widespread perception that the reforms have been imposed by the IMF and
the World Bank in return for much needed financial assistance. It is also
true that understanding of the measures and popular support for them are
notably lacking. During an assessment of the reform program conducted in June
of 1987, an American economist Elliot Berg noted that he found little
intellectual support for the free market idea outside the U.S. Embassy and the
Vorld Bank office ("Report on the Economic Reform Program in Madagascar",
1987). This raises the equally serious question as to what the outcome of the
liberalization policies will be, regardless of government intentions, in the
face of an uncommitted majority and well positioned groups that stand to lose
from the changes that are occurring.

The implementation of the reforms needs to take into account not only the
overall impact on the economy as a whole and the impact on AID's target group,
the rural and urban poor, but also the impact on those identifiable groups
whose opposition has the potential for blocking and even undoing the reforms.
This has two implications for donor programming. First, it may require that
we delay pressing the government to undertake reforms, such as complete rice
price liberalization, wbich further aggravate the position of urban consumers,
in favor of other reforms whose effect on those consumers is more neutral,
such as export market liberalization. Second, it may require that we
undertake assistance programs, such as the proposed Section 206 program, whose
primary beneficiaries are urban middle class consumers.
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D. Mission Strategy

The recently approved Concepts Paper for Madagascar states the goal of the
A.I.D. strategy for the 1988-90 period to be "to assist Madagascar to increase
rural incomes while improving nutritional levels and maintaining the country's
natural resource base." This builds on the agricultural sector emphasis of
the Mission's program to date.

The strategy outlined proposes an active role for A.I.D. in supporting the
overall liberalization program, because without elimination of tue constraints
which presently depress their incomes, the welfare of smallholders, who form
the backbone of the agricultural economy, cannot be improved in any
sustainable way. U.S. support to the 1987-90 structural adjustment program
entered into by the Government with assistance from the IBRD and the IMF will
come in two principal forms: Balance of payments support will finance needed
external resources; and local currency generated by BOP contributions will to
support reform objectives through attribution to the GDRM budget. A.I.D. will
be the first donor to take this approach, which is intended to reinforce the
ongoing effort to reform budgeting procedures by bringing off-budget revenues
into the budget. This approach will also guarantee adequate resources for the
programs in the government budget which are central to the achievement of the
objectives of the AID strategy, and to a sustainable growth path.

The U.S. will use food assistance to support the liberalization process by
helping to stabilize prices and markets under conditions of scarcity while the
GDRM implements agricultural policy reforms to stimulate domestic production.
In particular, the Section 206 program will supply vegetable o0il in order to
assume as adequate supply of a commodity that is critical to the welfare of
the urban population. A.I.D. remains prepared to support targeted feeding
programs for nutritionally vulnerable groups, particularly women and children,

The major new activity, however, is the Madagascar Agricultural Export
Liberalization Program (MAELP) which we present in detail in the next
section. The policy reforms supported will be liberalizing external
agricultural market operations. Given the current level of GDRM political
sensitivity regarding the rice subsector (originally proposed as the focus of
the MAELP), and in view of the need for time to allow recent reforms in the
subsector to take hold, the focus of the proposed reform agenda on external
agricultural markets offers the best opportunity for broadening the impact of
the structural reform process. Such a focus will also enable OAR/Madagascar
to maintain its dialogue with the GDRM on rural incomes. At the same time,
reforms in agricultural export marketing, import liberalization, and the
maintenance of a market determined foreign exchange rate will all directly
contribute to the continued reform of the rice sub-sector by facilitating
access by producers to imported inputs and by driving domestic producer prices
upward toward world market levels.

Rural incomes are strongly affected by the production of export crops, and the
importance of the export crop subsector, to the nations economy as well as to
the livelihood of its rural producers, cannot be cverlooked:
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Export crops are the main means of livelihood for almost one-third of
Madagascar's population, and the country's principal source of
foreign exchange. Coffee alone contributes an average 40 - 50
percent of annual export earnings. Cloves and vanilla are also
critically important to the economy. Together, these three account
for about B0 percent of export revenues. ... They are also important
for the future expansion of employment opportunities in agriculture,
Growth in this sector is, therefore, critical for social and economic
development. (World Bank, 1984)

Experience everywhere demonstrates that the key to improving rural incomes is
to raise producer prices. 1In Madagascar, the best way to achieve an increase
in producer prices is through liberalizing agricultural export markets.
Strict government control over prices and marketing margins along with a
monopoly by public enterprises on the export of the traditional export crops
have until now kept producer prices very low. For example, despite
substantial price increases in 1986 and 1987, the producer price for coffee
remains at 55% of the f.o.b. 2xport price. The removal of price controls and
restrictions on marketing will stimulate competition among a growing number of
traders to the benefit of the producer. This in fact has already happened
with cloves in the brief period since clove marketing was liberalized.

As previously discussed, there is scope for expansion of agricultural exports
even in the short term. 1Increases in agricultural export earnings which
already account for over 80% of total export earnings represent the most
promising means for Madagascar to increase overall export earnings in order to
finance the additional imports that are needed to fuel economic growth,
Additional export ecarnings are essential for assuring the smooth functioning
of the liberalized import system. A.I.D. bLalance of payments support for the
implementation of a liberalized import system will strengthen Government of
Madagascar resolve to proceed with another urgently needed reform at the same
time - a market-determined exchange rate - since the adjustment of the
exchange rate will depend upon the drawdown of foreign exchange reserves under
the Open General License System.

In sum, the MAELP is intended to reinforce GDRM commitment to implement the
substantial program of reforms already agreed to with the IBRD and the IMF and
to extend and reenforce the implementation of these reforms in an arsa which
will bring substantial benefits to the poor majority of Malagasy. The
provision of MAELP resources will depend upon the Government's sustained
implementation of these selected reform measures. At the same time, a primary
purpose of training, studies, and technical assistance wi’.l be to build a
public and private sector constituency in support of the structural adjustment
program and to sustain commitment to the reform process.

III. PROPOSED PROGRAM

A. Goal and Purpose

Within the general framework of the Migsion strategy the goal of the proposed
program is: ; Sl

to increase rural incomes.
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In order to meet this goal, the purpose of the program is:

to reduce policy and procedural impediments to liberalized Mélagaéy
external agricultural markets.

Both tl.2 goal and purpose of the program are well grounded in the Mission's
overall strategy. The concerns addressed remain focussed on the rural,
agricultural sector and in particular on the livelihood of the smallholder who
dominates in the production of export crops as well as food crops, It is
these millions of small producers of export crops(one-third of Madagascar's
population depends on export crop production for their main source of income)
who are the intended beneficiaries of the MAELP, as well as the numerous
private sector operators involved in the collection, processing, transport,
and export of agricultural products.

The program recognizes the substantial progress which the GDRM hac made in
extending the liberalization effort throughout the agricultural sector, while
also recognizing that reforms taken to date and those soon to be introduced
reed to be supported and consolidated before they can be regarced as a
success. Since many of the reforms have recently been adopted, the areas of
administrative and procedural resistance are just now becoming apparent.
Thzrefore, the MAELP propcses support for the consolidation of the GDRM's
reform agenda in the sector, while simultaneously exploring remaining problem
areas through careful monitoring of the progress of reforms and continued
policy dialogue based on a coordinated program of studies and technical
assistance.

Principal among the concerns and risks facing the GDRM's reform program are
political risks posed by segments of the population chiefly the urban middle
class, who have been adversely affected by the reform program. The ways in
which they are affected, and by which their conditions may be ameliorated, are
discussed in Annex E.

B. Policy Dialogue Agenda

The policy dialogue agenda extends beyond the program purpose, which is to
remove policy and procedural constraints which cauge Madagascar's external
agricultural markets to work inefficiently to encompass policy impediments
which inhibit the efficient functioning of markets which rursl producers
transact in. It consists of four areas which, when taken together, address
key constraints relevant to the Government's reform program in the
agricultural sector. They are:

1. Liberalization of agricultural export markets;

2. Improving the efficiency of rural input markets ;

3. Improving rural financial markets for both borrowers and savers;
4. Improving the availability and price of consumer goods in rural
markets.,

The first of these areas may be activaly pursued at this time; the other
three must be studied more closely to define interventions. For the first
area, our objective is as follows:

Export markets will be liberalized in order to improve market
opportunities and producer prices for the agrisultural producer and
to increase private sector participation in agricultural exports. . /:)
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Liberalization will consist, first, in freeing the foreign exchange market
through efforts which remove restrictions to the importation of commodities
and which maintain a market clearing exchange rate. Second, liberalization
will relax export controls on agricultural products, specifically the
principal export crops. This twin approach to export market liberalization
will ensure that the Malagasy franc provides an incentive to the current and
potential exporter, while removing administrative barriers which are often a
greater impediment to export growth than the exchange rate. Both aspects will
be addressed concurrently.

For the other three areas of the reform agenda -- input and product markets,
rural financial markets, and consumer good availability -- where there is
general agreement regarding the existence of problems but for which precise
interventions need to be definec¢. the Mission proposes a combined program of
studies and technical assistance to further identify the nature of the
problens and to outline policy or procedural reforms which would address
them. The key issues in each of these reform areas are:

Rural input and product markets - inefficiencies which increase costs of
commodities sold in rural areas and depress farmgate prices.

Rural finance - administrative and other barriers to rural financial
market development, and the constraints imposed on rural production by the
lack of credit and lack of opportunities to place savings in accounts which
earn a reasonable rate of interest.

Availability and price of consumer goods in rural areas — the reduced
supply of domestically produced consumer goods which result from monopoly and
cartel production protected by tariff and non-tariff barriers an.' import
controls.

These problems are explored in depth in section III.C.4. "Studies". The
objective for the Mission which emerges from this segment of the program is:

to establish, through studies and technical assistance, a framework
within which the Mission can continue discussions with the GDRM
regarding the implenentation of agricultural market liberalization.

This approach does not commit the Mission to future policy based assistance in
each area. Rather, the studies and technical assistance will provide the
Mission with a series of options for appropriate next steps, with an agenda
for sustained policy dialogue with the GDRM, and with a perspective on the
nature of the evolving reform agenda within the agricultural sector.

C. Description of Program Activities

1. Introduction

The Madagascar Agricultural Export Liberalization Program has two major
components: an agricultural sector grant conditioned on policy reform, and a
project component made up of studies, technical assistance and training linked
to the policy dialogue agenda which is intended to reinforce the
implementation of announced policy and procedural changes. Of the total
program funding of $18.735 million, $16 million has been targeted for policy
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reform support and $2.735 million for related project activities. Policy
reform support will be provided through a sector grant, whereas studies,
technical assistance, and training will be funded under a project grant. The
PACD of the program is June 1991. Each component is discussed in detail
below.

2. Policy Reform Conditioned Sector Grant

The first program component is a policy component, in which GDRM progress in
meeting policy reform objectives will be used as the basis for making dollar
disbursements which the GDRM is expected to use to finance imports under the
Open General Licensing System. The policy reform objectives are focussed on
the liberalization of agricultural export markets as the item on the policy
dialogue agenda where needed interventions are well defined, and where
progress can be expected to make a significant contribution to increasing
rural incomes and stimulating economic growth over the next three years.

a. Reform Objectives and their Progress Indicators:

The objectives of the policy component are presented below along with the
progress indicators that will be used to measure their achievement. The
policy objectives are:

1) Agricultural export markets for the principal export crops (e.g.
coffee, cloves, and pepper) will be liberalized.

2) Administrative requirements for the export of agricultural products
will be streamlined.

3) The Open General Licensing system (OGL), or an agreed equivalent
foreign exchange allocation mechanism, will continue speration, so
that producers and those who produce for their needs will have
adequate access to inputs and spare parts and so that a sufficient
supply of incentive goods will be available for the rural producer.

As with any reform objective, the difficult task is identifying ways in which
progress toward the objective can be measured. 1In the past, benchmarks have
often been established in an inflexible way which has failed to recognize that
objectives can be achieved by following more than one path. The emphasis in
this program will be on measuring the overall achievement of objectives, and
therefore performance will be assessed on a broad range of progress
indicators. The following progress indicators proposed here should be viewed
as illustrative rather than exhaustive, and are subject to modification during
the monitoring process.

There are essentially two tiers of progress indicators that will be used to
measure performance under the MAELP policy component. The first set of
indicators concerns actions or announcements by the Government of Madagascar
which indicate that policy or procedural reforms have been introduced. This
set of indicators will be used to determine whether conditions for first
tranche release have been satisfied. Examples of such indicators are:

- GDRM opens marketing of the traditional export crops: coffee,
vanilla, cloves, and pepper, to the private sector. Actions might
include the announcement that a government monepoly for export of a
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particular crop (cloves, coffee) has been aboliahed ‘or that
restrictions on the number of operators who may surchasa or axnart a
particular crop have been lifted.

- A system for allocating foreign exchange in an open and competitive
manner has been established.

However, fulfillment of these progress indicators alone will not ensure that
the objectives outlined are met. As a recent World Bank report on Madagascar
reminds us, "Administrative procedures are used to conceal a variety of
discriminatory practices with negative impacts on export performance."
("Administrative Constraints to Agricultural Exports', IBRD, January 1987),
Additional progress indicators which define the ways that implementation of
the liberalization effort can be assessed are required. Such "second tier"
progress indicators might include,

For agricultural export market liberalization:

-share of export volume of traditional crops marketed by private operators
has increased,

-number of private operators involved in export marketing has increased.
-export volume of non-traditional crops, particularly those formerly
subject to informally reserved markets, has increased.

~-export of new products or processed versions of traditional products has
been initiated.

~time required to process an export shipment has decreased.

-number of administrative approvals, clearances or fees for export
transactions has decreased.

-an export guide has been published which provides a complete and concise
summary of all regulations in effect for export operators.

-no new formal or informal disincentives or discriminatory procedures are
introduced at the level of production, purchase, transport, processing or
export sale.

-local government taxes on movement of agricultural commodities are
replaced with alternative revenue-generating measures.

For foreign exchange allocation:

-do people all over Madagascar have equal access to foreign exchange under
the OGL (i.e., do all existing bank brancher. including those in outlying
provinces, provide services to clients who have need of foreign exchange)?
-are applicants receiving the total amount of foreign exchange requested
within the six day period decreed for the OGL?

—-are any hidden or excessive charges being imposed which discriminate
against certain categories of applicants, or certain types of imports?

The referwnce points for these indicators will be established by a baseline
survey. These indicators will be used to measure whether the implementation
of announced reforms is proceeding, and it is upon the basis of sustained
implementation that the second tranche of the sector prant will be disbursed.

The concept of progress indicators is not appropriate for the objective of the
second segment of the reform agenda namely, to establish a framework within
which the Mission can continue discussions with the GDRM regarding the
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i. On the basis of prior discussions and agreement with A.I.D., opened
export marketing of the traditional export crops (coffee, cloves, pepper)
to the private sector and continues to permit private operators to operate
on an equal basis with public sector firms.

ii. Instituted the OGL or an agreed alternative system to allocate foreign
exchange in an open and market-clearing manner; and

iii. Submitted a letter to USAID which outlines the GDRM's proposed
schedule for meeting the conditions precedent to the second disbursement.

2. Prior to the dishursement of the second tranche of $8.0 million under this
Agreement, the Grantee shall, except as A.I.D. may otherwise agree in writing,
furn_sh, in form and substance satisfactory to A.I.D. evidence that (a) it has
met all the conditions set forth hereunder for the release of the second
tranche of $8.0 million, and (b) has successfully implemented policies and
procedures to promote liberalized agricultural export market operations, and
continued to allocate foreign exchange in an open and market clearing manner
through the OGL or an agreed alternative mechanism, as determined by
measurement of the following progress indicators:

i. The sharc of traditional crops marketed by private operators has
increased to at least 50% of total value for at least two of those
crops.

ii. There is free access to export markets for all non-traditional
export crops.

iii. The OGL system or an agreed equivalent mechanism operates as
planned with respect to receipt of the full amount of foreign
exchange applied for within the six working day time period specified
in the implementing regulations for the OGL.

iv. The number of administrative approvals, clearances and fees for
export transactions has decreased and the time required to process an
export shipment has been reduced to less than three days.

v. The Government will have published an export guide providing a
complete and concise summary of all export regulations in effect.

These progress indicators will be the subject of an Implementation Letter (IL)
to be issued following the signature of the Grant Agreement. The IL will
establish the baseline against which the progress indicators will be measured
as well as the performance targets to be met. Upon notification that the
conditions precedent to disbursement of the second tranche have been met,
A.I.D. will designate an externnl review team to assess the progress made and
to determine whether performance satisfies the conditions for second tranche
release. This assessment will be hels as soon as feasible after notification
is received, except that it shall be held no earlier than December 31, 1988.
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Covenants
Program Grant Agreement will contain the following covenants:
Grentee shall covenant that unles3 A.I.D. otherwise agrees in writing:

i. It will not in any way discontinue, reverse or otherwise impeda any
action it has taken under this Agreement in satisfaction of any condition
precedent to initial or subsequent disbursements except as the parties may
otherwise agree in writing.

ii. It will: (a) establish a Special Account and have deposited therein
local currency of the Democratic Republic of Madagascar in a sum
equivalent to the dollars disbursed to the Grantee under this Agreement.
The amount of the local currency to be deposited in the Special Account
shall equal each dollar disbursement, and will be determined by using the
highest exchange rate per US dollar which is not unlawful in Madagascar on
the date of disbursement of the corresponding dollar amount. Funds will
be deposited in three equal installments in the fourth, fifth, and sixth
months following disbursement of the dollars.

(b) Except as provided in subsection (c) below, or except as A.I.D.
may otherwise agree in writing, funds in the Special Account shall be used
to finance the local costs of the Seventh dighway Project and for such
olher purposes as may be mutually agreed upon by A.I.D. and the Grantee.

(c) Not less than US$ 600,000 from the Special Account over three
years shall be made available to the United States Government for the
requirements of operating the USAID program in Madagascar.

(d) The Grantee agrees to furnish A.I.D. with such reports and
information relating to sctivities financed with funds from the Special
Account and the performance of the Grantee's obligations with respect
thereto as A.I.D. may reasonably request. The Grantee will maintain, or
cause to be maintained, in accordance with generally accepted accounting
principles and practices consistently applied, such books and records
relating to the Special Account as are necessary to adequately show,
without limitation, the receipt and use of funds from the account by the
Grantee for agreed purposes. Such books and records will be audited
regularly and in accordance with generally accepted auditing standards,
and maintained for at least three ycars after the date of the last deposit
into the Special Account required under this Agreement.

(e) A.I.D. or any of its authorized representatives shall have the
right to inspect, at all reasonable times, the books ani records
maintained by the Grantee as required under this agreeinznt and to ingpect
the activities financed from the Special Account.

Project Grant Agrecement will contain the following additional covenant:
The Government of Madagascar agrees to abide by the criteria and
procedures outlined in the Amplified Project Description for the

selection of participants under the training programs funded by this
project, and for the provision of technical agsistanca, which are

19
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intended to benefit operators in bdtﬁ the public and private sectors
in Madagascar. : . :

c. Monitoring and Assessment

Finally, the question of monitoring and progress assessment needs to be
addressed. Since the reform program will be undertaken within the framework
of an evolving reform environment, and not incidentally during political
elections, a program of constant monitoring of the progress made toward
achieving the program objectives will be required. This regular monitoring
will be assurei by the economist who will serve as project manager for the
MAELP.

In addition to ongoing monitoring, a system of external review will be
established to assess whether sufficient progress has been made under the
program to fulfill the conditions for second tranche release. The review will
be external to ensure objectivity in the assessment. AID/washington,
REDSO/ESA, or a private consultant in conjunction with one of the above
offices, will be utilized as the external reviewer. Progress will be assessed
on the basis of the illustrative indicators presented above, to be
supplement ey by additional indicators if deemed appropriate by the external
review team, using as a baseline the situation at the end of 1987 as
established by a baseline survey to be completed within the first four months
of the project. After assessing reform progress, the reviewer will prepare a
report with findings, conclusions, and recommendations to the OAR/Madagascar
regarding progress, compliance, and the appropriateness of disbursement.

The Mission will then prepare an action memorandum for the AID Representative,
on the basis of the review report, which will outline the reasons for
recommending release, or refusal of release, of the funding tranche. The AID
Representative will approve or disapprove the recommended act.on with the
concurrence of the Director of REDSO/ESA in Nairobi. Only on the basis of the
approved memorandum will funds be released. Progress under the program will
also be measured by the program evaluations scheduled for October 1989 and
August 1991,

3. Policy Dialogue Linked Project Activities

The studies, training, and technical assistance activities presented below are
closely inter-related, and are intended both to consolidate the implementation
of reforms already undertaken, as well as to develop an understanding of the
reforms which are needed to overcome remaining constraints to efficient
agricultural market operations.

a. Studies

Given the evolving nature of Madagascar's overall liberalization program, this
component will be instrumental in shaping and refining the Mission's policy
agenda outlined in section B. Study activities and follow-on workshops will
be desigaed to analyze remaining constraints to the liberalization of
agricultural markets, and to recommend policy or procedural changes to address
them. A secondary objective will be to involve as broad a spectrum of
individuals as possible - academics, business, and local government leaders as
well as central governmeit representatives - to permit these people to feel a
sense of participation in shaping parts of the reform program and thereby,
hopefully to develop a commitment to seeing it implemented.

I
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Sensitivity and a low key approach will be used in developing this component:
although Malagasy recognize the issues and feel a need to understand them
better, they are also wary of outsiders' interference. This wariness stems
from two sources:

First, the government is moving from a socialist, very centralized stance,
to a more market-oriented one, without changing leadership. Thus, political
figures who were used to preaching one kind of market behavior, are finding
that this is suddenly inappropriate, but are unclear as to what is
acceptable. Political leaders feel it is their responsibility, and not that
of outsiders, to clarify new policies. For this reason, high donor visibility
in terms of technical assistance for economic policy related studies and
seminars is at this time particularly delicate.

Second, as mentioned elsewhere, the country is approaching presidential
elections in 1989, and the political leadership is reluctant to involve itself
with any controversial reform-related study or seminar which might lead to
loss of votes,

Three types of studies are envisaged:

--a rural household income and expenditure survey, which will first
establish the baseline and later be used to measure performance in achieving
policy reform objectives, as well as the project goal and purpose;

--technical studies to pursue issues directly associated with export
development and diversification; and

--policy studies, tn look at issues more broadlv related to the MAELP
program goal and policy dialogue priorities. It is this set of studies in
particular where an effort will be made to involve a broad gpectrum of
Malagasy representatives, some through direct participation in formulating
terms of reference, conducting research, reviewing drafts, etc., and others
through participation in workshops or seminars to discuss study results.

Both technical and policy studies will contribute to exploring ideas and
raising questions relevant to the development of the Mission's next CDSs,
scheduled for submission in 1990, as well as to refining the Mission's
strategic approach in the near term. The studies will build on the
considerable amount of work already done by the government and/or cther
donors. They will synthesize available information before exploring questions
of interest in more detail. Both sets of studies will include attention as
appropriate to important environmental issues, and be concerned with
identifying the social impact of alternative reform options that might be
proposed, including poussible adverse effects on women.

Rural household income and expenditure survey. A baseline survey will be
initiated as soon as possible after the signing of the Grant Agreement. This
vaseline survey will establish the status of the key indicators at the end of
1987 as the point of reference upon which progress under the policy reform
program will be measured. Given the importance of the baseline survey in
measuring the achievement of project objectives, special expertise will he
brought to bear on the design the baseline survey questionnaries and the
sampling framework. The services of a U.S. firm under an IQC will be sought
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for this task. This firm would then be responsible for supervising the work
of a local firm to be competitively selected to undertake the baseline

survey. This local firm will then be retained to do follow-up surveys prior
to project evaluations in order to monitor progress on the key indicators ove.
the life of the project.

Technical studies. These studies will be concerned with finding
soluticue to issues that affect the export marketing process in the "here and
now" -- i.e. in the context of the given policy framework. They will be
conducted in close cooperation with the Office of Exports of the Ministry of
Commerce and the Ministry of Industry, Energy and Mines. Insofar as possible,
local consulting firms will be used. The Chamber of Commerce and various
business associations will disseminate findings. There will be close linkages
with the technical assistance part of the program, in that technical
specialists will be made available to work directly with individual firms that
might be interested in exploring some of the possibilities suggested by the
studies,

The studies will look into such issues as the export prospects for specific
product lines (similar to the onion and garlic study undertaken to develop
information for the Niger AEPRP). They may also address questions of
processing and packaging technology. One of the coffee studies recently
completed identified a simple conveyor belt mechanism as a way of speeding up
and improving the sorting process without reducing the labor intensity of the
operation. It also suggested that sisal from the newly revitalized private
plantations in the South could be used to produce bags for shipping,
substituting for imports of jute from Asia. A final area in need of study is
alternative arrangements for marketing agricultural products to replace the
Stabilization Funds. The Kenyan auction model is an example of a system which
permits the free market to function while allowing the government to closely
monitor prices and sales of commodities.

Policy studies. By contrast with the former studies, this set of
studies is intended to identify specific policy constraints to improvements in
agricultural market dynamics that have implications for the liberalization of
external markets. Three study areas have been identified which address the
major constraints to medium and long term development of the agricultural
sector, without which export marketing of agricultural products will quickly
reach its limit. The studies will aim to help the GDRM understand the
constrainii that are operating in each of these markets and to identify the
conditions necessary for their removal. Recommendstions will serve as the
basis for future reform efforts.

—-Rural input and product markets.

This study area is intended to identify constraints in the production and
marketing processes. It will also explore the social impact and environmental
implications of reform-induced changes in these processes.

Inefficiencies exist in internal input and product markets which increase
costs of commodities sold in rural areas and depress farmgate prices. The
task identified here is to analyze the nature of these distortions and develop
an agenda for their removal. Efforts in this regard will be greatly assisted
by the nearly completed World Bank financed study of local governments and
their revenue situations, a study which is expected to recommend alternative
sources of revenue to the currently predominant tax on agricultural
commodities and commodity transport.
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The concern with distortions, however, goes beyond the revenue requirements of
local governments to include such issues as problems of vehicular registration
and licensing, administrative responsibility and availability of financing for
road maintenance and construction, availability of and demand for agricultural
inputs, distortions imposed by parastatals, and opportunities for the sale of
potential surplus production. Furthermore, in the case of agricultural
inputs, the terms under which donated inputs are disposed of is an important
concern. Finally, distortions exist between the social and private costs and
benefits of exploiting Madagascar's natural resource base, which are resulting
in the rapid degradation of the resource base for short-term private gain at
the expense of long-term public benefits. The Mission recognizes that
distortions exist in this sector which reduce the efficiency of domestic
markets, but also accepts that it is not now in a position to identify
specific interventions,

-~Rural financial markets.

Upcoming plans to reform the banking system are expressed in general terms and
remain limited, at this point, to questions of parastatal debt and the
introduction of private sector participation primarily in commercial banking.
While important, these questions do not touch on the constraints imposed on
rural production by the lack of credit and lack of opportunity for farmers to
place their savings in accounts which earn a reasonable rate of interest.
Consequently, the Government's reform agenda, as it is currently evolving,
does not directly consider removal of administrative and other barriers to
rural financial market development.

Another critical question is the availability of credit for purchases of
agricultural crops. A shortage of credit during the 1987 rice harvest reduced
the number of buyers substantially, and thus drove down the producer price.
The elimination of the Stabilization Fund role in the marketing and export of
cloves and pepper has removed the vehicle by which traders, processors and
warehousers of these crops had traditionally obtained credit, and generated
fears about future access to credit. These questions should be addressed as
part of the reform agenda to ensure that proposed reforms take into account
the particular problems of rural finance in Madagascar. Any studies
undertaken should take as a starting point the work that has already been done
on rural credit in Madagascar and the lessons learned in credit projects,
including the ongoing World Bank project in agro-industry credit with the
Agricultural Development Bank (BTM), and the experimental program in farmer
credit in the Lac Alaotra area.

--Availability of consumer goods in rural areas

Basic consumer goods provide an incentive for the rural farmer to produce a
marketable surplus. Thus, the adequate supply of consumer goods, and their
prices, are important considerations in sustaining the impetus to produce
marketable surpluses provided by the initial price and marketing
liberalization measures. Many of the impediments to the supply of consumer
goods to rural areas are addressed in the discussion of internal markets,
above. However, there are certain additional impediments to supply which
confront consumer goods.

One example of an additional constraint is the reduced supply of domestically
produced consumer goods resulting from monopoly and cartel production which

97
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characterizes much of the Malagasy economy. Protection offered by tariff and
non-tariff barriers assists in the establishment and maintenance of these
monopolies and cartels, and has the added negative effect of imposing higher
prices for consumer goods on one of Africa's poorest populations.
Administrative restrictions on imports, production, and distribution, are
additional factors that could result in further distortions to the supply of
domestically produced and imported consumer goods. The role of an open and
market determined foreign exchange system is clearly instrumental to
eliminating distortions in the supply of consumer goods.

This study will utilize domestic cost methodology to highlight the impact of
the tariff regime on the domestic production of manufactured goods and to
identify corrective policies. This study is important because it will lead to
a discussion of opportunities for efficient domestic transformation of
agricultural products for both internal and external markets, an issue likely
to be of central concern for growth prospects over the medium to long term.

b. Training and Technical Assistance

1) Introduction:

There are several important constraints now preventing announced policy
reforms intended to encourage a larger role for the private sector in economic
development from achieving their desired results which the training and
related technical assistance activities under MAELP are designed to address.
The first is a widely recognized lack of business skills which inhibits the
Malagasy from taking advantage of opportunities arising from economic
liberalization, particularly in export markets. A related constraint is the
inability of most Malagasy businesspeople to work in English, which limits the
number of countries to which Malagasy desiring to export can market their
products, and also the number of countries from which the Malagasy can obtain
needed imports of goods and services. Taken together, this language barrier
results in a less than optimal trade pattern .nd loss of potential revenue. A
final constraint is a lack of understanding of the policy changes needed to
remove remaining obstacles to the efficient operation of agricultural markets
and a corresponding lack of commitment to the economic liberalization

process. Training in all three areas is considered critical to the success of
the reform process. While the resources provided under the MAELP will not
address all the identified needs in these areas, they will make a substantial
contribution toward achieving this goal.

Business Know-How - is an area repeatedly mentioned by the Malagasy when
discussing what is needed in Madagascar for economic liberalization to succeed.

To address the lack of in-country business training programs, the World Bank
in 1983 established an accounting and business administration gschool, the
Institut National des Sciences Comptables et de 1'Administration d'Entreprises
(I.N.S.C.A.E.). This school was established on the North American model, with
Canadian faculty and technical assistance from an American professor.
Independent of the university system, the school is free to adopt innovative
programs. It has wide-ranging support through its board of directors, which
includes high level representatives from the public and private sectors, as
well as from political parties. INSCAE is under the supervision of the
Ministry of Finance. '
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Today INSCAE offers degree and non-degree, part-time and full-time courses.
In September 1988 a two year MBA program will be added with funding provided
by the World Bank and new French and Canadian faculty. 1In addition, to reach
private sector and professional people who cannot leave their jobs for
full-time training, INSCAE in 1989 plans to develop part-time, non-degree MBA
type courses.

MAELP will strengthen this new program in several ways: 1) by first sending
the INSCAE Director to the U.S. to visit schools with business programs that
could serve as models in developing INSCAE programs, and to investigate
resources for both the trainiig of INSCAE faculty and for technical assistance
in program development; 2) by providing short-term specialized business
training for four members of INSCAE's faculty; 3) by assisting the
establishment of a business English training program by training the future
director of this program; and 4) by providing technical assistance for
program development and possible in-country seminars. Likely program areas
for assistance to INSCAE include: marketing, particularly for agricultural
export; management information systems; and policies and strategies for
enterprise development, particularly within free trade zones. INSCAE's
facilities will be used as the site for in-country workshops and seminars
sponsored by MAELP, since its high-level backing and contacts with the private
sector will guarantee the desired broad spectrum of participation. INSCAE
will thus be the primary vehicle for in-country business skill development and
policy reform dialogue under MAELP.

A.I.D. under MAELP will contract with an American organization skilled in both
business gkill training and in developing business training programs in
francophone third world countries. This contractor will work with INSCAE's
Director to strengthen Lhe INSCAE program by arranging the Director's visit to
the U.S., by arranging the training progrsms for INSCAE faculty and business
English director, and by identifying and coordinating technical assistance for
program development. This contractor will also have primary responsibility
for organizing approximately thirty 3-6 month specialized business courses and
on-the-job training experiences in the U.S. for Malagasy, which is the second
means by which MAELP proposes to strengthen business skills and economic
policy formulation for private sector development. (Although the MAELP PAIP
recommended one year MBA degree training, the Ministry of Finance has argued
against this training because in the past, year long separations from work and
internationally marketable U.S. degrees have induced Malagasy participants to
remain indefinitely in the U.S.) 1INSCAE will work with the U.S. contractor in
the selection of candidates aind in the identification of training needs.
Although some candidates for this training in the U.S. will hail from
administrative offices and government parastatals, more than two-~thirds will
come from the private sector, and to the extent possible, will be women.

As noted earlier, a key impediment to the development of Madagascar's export
trade is the inability of Malagasy businessmen to negotiate in English.
Although the World Bank is in the pricess of setting up a language laboratory
for INSCAE, it will not provide assistance for the design and management of
language programs. MAELP will fund the training of a person to design and
manage the English language program at INSCAE and will use INSCAE for English
language training of participants to be sent to the U.S.
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Intellectual understanding of the policy reform program and support for
economic liberalization ~ were found to be notably lacking in a "Report on the
Economic Reform Program in Madagascar" prepared by Elliot Berg in October
1987. Although high government officials, particularly the Minister of
Finance, have begun the process of educating the population on the need for
reform and the reasons for the policies selected, much more needs to be done.

The obvious institution to transmit understanding of and leadership for
economic reform, as well as to provide training in business skills, is the
University of Madagascar, in particular the Faculty of Law, Economics,
Business and Sociology (E.E.S.D.E.G.S.). However, key ministers and
presidential advisors have cautioned that the GDRM is still deliberating over
major reforms of the university which must be in place before the university
will be in a position to benefit from donor assistance. They estimate that
these reforms will take effect around 1990,

While it is too early fur the MAELP project to provide direct technical or
other assistance to strengthen the business program in the E.E.S.D.E.G.S., it
is timely to send the Dean of the faculty and a senior staff member to the
United States to visit public policy and business education programs such as
those at Harvard's Kennedy School and at the University of Michigan which
could serve as models when plans to restructure the university with World Bank
assistance go forward. In addition, professors from this faculty will be used
to work on MAELP studies, as appropriate, and will be encouraged to
participate in seminars and workshops sponsored by the project. This
collaboration will enable USAID to explore where future training and TA to
strenglhen economic and public policy programs can be most effective once the
working environment at the university improves.

In the interim, the project's studies, study tours and workshops will be the
primary vehicles for increasing understanding of the policy changes now
underway and those still needed to remove remaining impediments to medium and
long~term development of the agricultural sector(in input supply, product,
financial and consumer goods supply markets in rural areas), without which
real growth cannot be sustained.

To summarize, MAELP training activities will include the following:

1 Strengthening in-country institutions to carry out training of
Malagasy entrepreneurs, particularly in marketing and other skills needed to
expand operations in export markets. This strengthening will be targetted
primarily to INSCAE and will include: U.S. visits for the E.E.S.D.E.E.G.S.
Dean and colleague, and the INSCAE Director to investigate resources available
to strengthen economic, public policy, and business programs in Malagasy
training institutions; U.S. business training for INSCAE teachers, who will
receive short-term training in preparation for launching the part-time MBA
type courses in 1989; and business English training, and other relevant
skills, in the U.S. for the Malagasy trainer hired to set up and manage the
business English language program at INSCAE.

2. U.S. classroom and on the job business programs: for an estimated
thirty Malagasy businessmen from the private and parastatal sectors. Training
programs will include business English(to be started at INSCAE prior to
departure for the U.S.), macro-economic planning, management, and on-the-job
training, as well as strictly business courses.

/,.,v'
I d

|75



-28-

Participants will hail primarily from private businesses, but some will be
selected from parastatals as well, for it is here that many Malagasy private
sector operators begin their careers. 1In addition, participants may include
the top graduates from INSCAE's accounting and business programs, Criteria
for participant selection will include academic background, English
proficiency, work experience and areas of interest for training,

3. Study tours, studies and workshops in support of external agricultural
market liberalization: The purpose of these activities is to let key Malagasy
policy-makers see for themselves how policies adopted in other countries have
contributed to economic development, and to discuss with colleagues from the
business and university communities as well as other government agencies in an
open forum the relevance of those experiences for Madagascar.

For example, one planned study tour will take Malagasy in various political,
technical and administrative roles to visit other coffee exporting countries
to learn about alternatives to a state monopoly marketing agency for handling
exports. Such a visit will be organized to Kenya, to observe the functioning
of its auction process. All of the MAELP studies outlined in the preceding
sections of this PAAD would benefit from the above study touvr/workshop
formula, namely: rural input and product markets, rural financial markets,
availability of consumer goods in rural areas, and improved techniques for
transforming and marketing agricultural expocts.

Participants in study tours will be expected to prepare reports that will
serve as discussion papers for the seminars, and to take an active role in the
discussions. A U.S. economist or technical expert will travel with study tour
participants, will assist them in report preparation, and will participate in
the seminars. The workshops will aim to inform, and not to produce

decisions. It will allow Malagasy to assimilate what they do understand, and
to identify what they need to learn, in order to formulate and implement
policies and programs conducive to Madagascar's economic development.

4. In-country seminars on such subjects as marketing, business start-up,
preparation of proposals for bank financing, and negotiation of export
contracts with foreign firms, for Malagasy businessmen. These seminars will
be held at INSCAE and be led primarily by the technical advisors who travel to
Madagascar to work on INSCAE program development.

5. USAID will contract with a U.S. institution experienced in business
training, either a business school association such ag the American Assembly
of Collegiate Schools of Business (AACSB) or a firm/consortium to manage the
training component of the project. This contractor will work in collaboration
with INSCAE on participant profile development, selection in Madagascar, and
placement and monitoring in the U.S. This contractor will also arrange the
visits to the U.S. of the INSCAE Director and university business school dean,
and the placement and monitoring of INSCAE faculty who will receive training
in the U.S. Finally, this contractor will have responsibility for assessing
with INSCAE its needs for program development, and for identifving and
coordinating technical assistance to meet thoge needs, The Entrepreneurs
International (EI) may prove helpful in assisting the contractor in planning
on the job training.

TN
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Technical Assistance:

‘Some of the technical assistance activities under the ﬁAELP are linked to the
training, studies and study tours discussed in preceding sections., This
technical assistance includes:

1) Technical assistance to INSCAE for developing its part-time business
management courses. This assistance is expected to pave the way for
short-term training in the U.S. for INSCAE faculty, and may well lead to
longer term exchanges of faculty and students between INSCAE and U.S.
institutions. Technical advisors who travel to Madagascar to work on program
development may also be utilized to lead short-term intensive seminars on such
subjects as marketing and setting up a business.

2) Economic reform related study tours, studies, and workshops: The
MAELP will assure technical assistance for combinations of study tour,
studies, and workshop activities focussed on economic liberalization policy
and technical issues, especially those related to export markets.

Other technical assistance is targetted to meeting specific needs of
entrepreneurs in expanding export operations, and in assessing the overall
progress of the economic reform program.

3) Business consultancies for the Malagasy private sector: Malagasy
businessmen have repeatedly emphasized to A.I.D./Madagascar staff the
difficulties they face in entering export markets simply because they don't
know where to start in identifying potential markets or buyers. Marketing
thus appears to be a major constraint to increased exports by private sector
operators. Under the MAELP, a variety of types of short-term technical
assistance will be provided to primarily small Malagasy businesses interested
in entering or expanding export trade.

One possible source of technical expertise for this program is the
International Executive Service Corps(IESC), which provides the services of
retired businessmen at no salary cost to private sector operators in
developing countries. The director of IESC's regional office in Nairobi
visited Madagascar in January of 1988 and informed A.I.D. that he saw many
opportunities for IESC to work with the Malagasy.

4) Asscssment of economic reform progress: Also included under technical
assistance will be annual assessments of economic reform progress (or lack
thereof) by a senior macro economist whose conclusions will be shared with
both the GDRM and the other donors. Frofessor Elliot Berg has performed this
function twice for A.I.D./Madagascar in the past.

5) Technical assistance for program management: An economist will be
hired under a personal services contract(PSC) to manage the MAELP program over
a two-year pcriod. The scope of work for this manager is discussed in Section
V below. This individual will be replaced at the end of his/her term by a
U.S. Direct Hire economist.
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- 4, Social, PoliticaI'éﬁdvEﬁVironmeﬁtéldimpliéétions

Perceptions

In assessing change in Madagascar's political economy, it is important to keep
in mind both the historical context (discussed in Section ITI B above and in
Annex B), and the fact that societies and institutions can both maintain their
continuity and change at the same time. In both personal and social behavior
in Madagascar, there is a historical pattern of accepting change until it
becomes too oppressive, when suddenly there is an explosive reaction that
requires compensatory action on the part of the political authorities. This
pattern has been evidenced in the country's historic swings between
introverted nationalism and extraverted acceptance of foreign ways; in the
explosive rebellion against the French in 1947; and in the rather unusual
phenomenon in late 1984 of the Antananarivo kung-fu clubs which beheaded
several members of a special youth organization (the TTS) of the ruling

party. This phenomenon of action and compensatory reaction can make
assessment of progress on the basis of a specific set of actions at any given
moment an inappropriate representation of long term processes. On the other
hand, tracking of processes can be a useful way of determining the direction
of current change.

At the moment, Madagascar is clearly swinging towards an open free market
economy; yet it is unclear where the extremes lie that would cause an
opposing reaction. There is a significant lack of understanding of, dialogue
on, and commitment to the new policies that are being advocated by, and blamed
on, the major donors, particularly the World Bank and the IMF. There is
little question that donor presence, behavior and involvement are not only
important elements in the ongoing process but are also critical factors in how
it will progress in the years to come. The perception of donor modus operandi
is likely to be particularly important. If strict and almost dictatorial
conditionality becomes too obvious for too long it might well prove the
undoing of the policies. The Malagasy have repeatedly demonstrated throughout
their history their respect for, and capability in, exercising power through
negotiation and controlled resource distribution, but they have also
demonstrated a strong resentment of foreign domination, particularly when it
usurps the Malagasy role in decision-making.

The present period can be characterized as one of socio-economic
disequilibrium, as the new policies that have been introduced, particularly a
larger role for the private sector, require a major readjustment in the way
resources are accessed and distributed. The population seems more divided
between those taking a wait-and-see attitude and those trying to position
themselves to take advantage of the changes, than between proponents and
adversaries of the announced liberalization policies. A pronounced fear is
that a small group of individuals or families now advantageously placed in
the public or private sector will use their positions to gain new and
anticompetitive positions in the evolving private sector. (A model of this
outcome is the Philippines, where opportunism and greed on the part of a few
strangled off the advancement of the majority.) There are bound to be winners
and losers in the liberalization process. However, a critical determinant of
a positive outcome to the policy changes will be the extent of participation
by all elements of the population. It is essential that the number of winners
is expanded and far exceeds the number of losers. For this reason it will be
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important - as this program advocates - to monitor not just the macro-economiec
indicators that often hide the distribution curve of benefits, but also the
actual on-the-ground implementation of the policy changes, and to expand the
scope of this monitoring beyond the capital to the outlying regions. Also,
the Government and the World Bank should be encouraged to assess the social
impact of proposed structural adjustment measures, and, to the extent
possible, both to tailor the phasing of measures and to initiate compensatory
programs so as to mitigate adverse consequences for the least advantaged
segments of the population.

Realities

The two realities of the current situation that are of particular relevance to
the reform agenda proposed in this program are rural insecurity and the
ability of participants in the agricultural export sector to benefit from the
new opportunities presented. These issues are discussed separately below.

a. Increasing rural insecurity is one of the most puzzling dimensions of
socio-economic change in Madagascar. Very high and growing losses of crops,
but particularly cattle, to theft and banditry are being reported throughout
an increasing area of the country. To some extent this phenomenon, which
began in the 1970's, and has gathered momentum in recent years, can be
attributed to increased impoverishment and a lack of legitimate economic
opportunities. However, the fact that official exports of cattle are
extremely low in the face of a known and expanding clandestine export of
cattle to Reunion indicates the collusion of at least some local authorities.
This phenomenon represents a perverted form of a growing private sector
economy.

One oft-heard criticism of the economic liberalization is that it is really a
way of legalizing the black market. In fact, this may in a very positive
sense be the ultimate test of its success; i.e., will the government be
willing and able through policy and administrative reforms to convert
clandestine economic activities into legitimate competitive market

operations? The regulation of foreign currency will be a major factor in
determining such an outcome, since it is the lack of readily available foreign
exchange and feacrs of continued devaluations that encourage illegal export and
the retention of profits overseas. An assurance that profits can be
legitimately made and that repatriated earnings will retain their value is a
prerequisite for the successful operation of an open market system.

b. Agricultural Export Sector

Due to its potential, the agricultural export crop sector has a critical role
to play in revitalizing Madagascar's economy. Numerous rural producers and
intermediaries are poised to respond to increased export opportunities, but
have been held back not only by lack of inputs and technology and poor
transport infrastructure, but also by rural insecurity and uncertainty over
government policy. Although progress will be difficult to measure over the
short term, the best indicators of progress toward or away from effective
liberalization are likely to be qualitative assessments of changing behavior,
strategies, and the spectrum of actors in the intermediary roles between
producers and exporters/importers (buyers, transporters, processors, and local
distributors of inputs and consumer goods).

7
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Another measure of the progress of liberalization will be the flow of
benefits. During more prosperous times before the socialist revolution, the
traditional movement of export goods was from the regions either directly to
external markets or via the capital, while the flow of benefits (primarily in
the form of imported goods) was predominantly to the capital, with extremely
low inter-regional exchange. 1If this pattern repeats itself or becomes even
more pronounced in a revised export-oriented economy the benefits will be
restricted and regional discontent and disparities may actually increase.
Efficient, prosperous and expanded internal markets may be a pre-condition for
increased general prosperity.

c. Environment

A categorical exlusion has been approved by the Africa Bureau Environmental
Officer. A discussion of the environmental implications of the policy reform
program supported by MAELP funds is presented in Annex E, which also contains
the Initial Environmental Examination. The environmental impacts of the
policy reform program will be monitored by the Natural Resources Advisor
expected to join the AID/Madagascar staff by the end of CY 1988.

5. Relationship with Other Donor Activities and Relevant
USAID Projects

Madagascar's structural reform program outlined in Section II and Annex B
has evolved since 1983 in close coordination with the World Bank and the IMF.
Without the Government's commitment to this program, A.I.D. would not have
decided to re-engage in Madagascar as it did in 1984. Since that time, A.I.D.
activities have been designed and conducted in direct support of the reform
program, and consequently, in close coordination with the World Bank.
Evidence of the unusually close working relationship between A.I.D. and the
World Bank in Madagascar abounds, but is most evident in the rice
liberalization and environmental action plan programs.

The MAELP builds upon lessons learned in the rice market liberalization
through the PL 480 Food for Progress program, lessons which have also been
applied in the development of a complementary PL 480 Section 206 reform
program intended to extend agricultural market liberalization to the edible
oils sector. The MAELP has alsc been designed to specifically complement the
ongoing World Bank Structural Adjustment operations in agriculture (CASA), and
Industry and Trade (CASPIC), as well as the proposed 1988 Public Sector
Structural Adjustment Credit (CASEP). Coordination will be continued when the
World Bank moves forward with a planned CASA II in 1989 or 1990 which will
focus exclusively on agricultural exports.

Support for the liberalization of the import (and foreign exchange rate)
systems in 1988 is expected to be provided by all of the major donors. To
date, pledges have been made by the World Bank ($65 million remaining from
CASA, and $60 million from CASEP), the African Development Bank ($20-30
million as part of CASEP), and the French (FF 230 million, or $45 million).
France has been providing program type assistance since 1982. However, the
French assistance for 1988 has been held up pending a review of GDRM credit
policy. The U.S. contribution of $16 million will cover about two weeks of
imports. Additional assistance may be provided by Germany, Switzerland and
the EEC. Total donor commitments to date cover $206 million, compared with
anticipated total requirements for imports of SDR 400 million per annum. zi)
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A number of donors provide assistance in support of the agricultural export
sector. World Bank structural adjustment programs have promoted policy and
procedural improvements in export administration, export crop pricing, tax
structures, credit systems and the role of public enterprises, while projects
support the rehabilitation of ecritical road and port infrastructure and the
lending program of the Agricultural Development Bank. France has provided
significant assistance for the rehabilitation of the coffee sector in the
South East (with some attention to cloves and pepper) as well as for cotton
and sugar production and processing. Other projects are directed at
livestock, maize and rice, all products with potential for increased export.
Both UNDP and the European Development Fund gave supported initiatives in
fisheries development, as have the Japanese. The African Development Bank
provides project assistance for infrastructure improvement, while the German
aid agency has been working with livestock development.

A.I1.D.'s proposed activities in technical assistance, studies and training in
the areas of rural credit, input and product distribution systems, export
market development, and export policies will build on earlier work dcne by
other donors (the French in coffee technology and input supplies, the World
Bank in rural credit and free trade zones) and complement planned initiatives,
particularly the development of in-country business training by the Canadians,
French and the IBRD. It will also build upon A.I.D.'s experience in
Madagascar under the centrally funded AFGRAD and AMDP training projects, as
well as the Madagascar Agriculture Rehabilitation Support Project (MARS).
Several successful MARS activities will be continued under MAELP, including:
visits and reports on policy reform progress by a senior and widely-respected
U.S. macro-economist, the study tour/workshop formula, and in-country seminars
organized by a local training institution.
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Bank. The GDRM has indicated its intention to use these dollars in suprort of
the Open General Licensing (OGL) system for imports. Grant funds for project
activities will be disbursed directly by A.I.D. primarily through the Regional
Financial Management Center in Nairobi, Kenya.

E. Local currency

1. Mechanics.

The mechanisms for generating and depositing local currency counterpart are
described in Section III.C.2.b. above. - : ' ‘

2. Use.

A small proportion of this counterpart will be reserved for the Mission's
Trust Fund. The bulk of the funds, however, will be allocated within the
government budget to support the rehabilitation of roads in key agricultural
areas under the Seventh Highway Project. A key consideration in the choice of
use of counterpart funds has been the Mission's limited management capacity in
the face of new local currency guidelines, which has necessitated the
selection of an option which will be the least management intensive, while
meeting a priority objective of the USAID development strategy.

a) Trust Fund

Local currency counterpart in the equivalent of $600,000 will be made
available to USAID to cover local currency costs of operating the A.I.D.
program in Madagascar over a period of three years. Disbursements of funds to
the Trust Fund will be made quarterly in accordance with existing procedures.

b) Budget Attribution

The Ministry which A.I.D. has selected to receive counterpart generations from
the MAELP is the Ministry of Public Works, MTP. Tt has become evident in
preparing the MAELP that one of the principal constraiuts to agricultural
marketing and exports, and thus an improvement in rural incomes, is the
abysmal state of road infrastructure. This hampers input delivery, the
collection and processing of crops, as well as transport to export centers.
The French-financed coffee rehabilitation project (ODASE) has found it
essential to give priority attention and resources to the repair and
maintenance of key rural and trunk roads in the coffee-growing areas. The
GDRM recognizes the magnitude of the problem and has sought donor assistance
for a well-thought out program to address the problem. The 7th Highway
Project is pow being negotiated with the World Bank for $200 million of
multi-denor financing and is expected to come onstream in 1988. This project
will address road rehabilitation and maintenance in key agricultural areas.
The local currency requirements of this project are estimated to be the
equivalent of $50.2 million. The GDRM's difficulty in meeting road repair
needs is illustrated by the fact that in 1988 only FMG 13.5 billion($11
million) was allocated to MIP for all its activities. An A.I.D. allocation of
$16 million in counterpart funds will thus make a substantial contribution to
the realization of this key program.
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Channeling counterpart funds through the budget will be a new undertaking for

the GDRM. This effort is being undertaken upon the recommendation of the IBRD
and the IMF in order to improve the efficiency of resource use by the GDRM and
the transparency of Treasury operations. Until now, counterpart funds arising
from donor balance of payments assistance have been used off-budget.

One of the objectives of the budget reform program now being carried out with
the IMF and the IBRD is to bring all items now off-budget into the budget, so
as to achieve a consolidated budget presentation by 1990. Using counterpart
funds for budget attribution will also reinforce the new program-based
budgeting approach which has already been introduced in MPARA (Ajricultural
Production) and MIP (Public Works), and is scheduled for introduction in the
Ministries of Health and Education in 1988, and the assessment of competing
priorities for Government resources which the new Public Investment Program
guidelines are intended to strengthen. Finally, the allocation of counterpart
funds will guarantee that funds will be available for identified priority
activities.

These MAELP resources will be integrated into the GDRM budget beginning in FY
1989(which starts in January).

¢. Reporting and monitoring

Section III.C., Conditions Precedent and Covenants, specifies certain
reporting requirements. On a quarterly basis, the Treasury will inform USAID
of deposits into the Special Account and of attributions of these receipts to
the agreed program in the budget. On a yearly basis, the recipient ministry
will certify that an amount at least equivalent to the U.S. counterpart
allocation has been attributed to the agreed program. The Treasury has agreed
to coordinate these responses.

Monitoring will take place through the program review which is due to take
place before the disbursement of the second dollar tranche; through neriodic
reviews or audits (as stated in the Covenant, USAID will have access to books
and records as appropriate); and through regular meetings with the World Bank
and MTP to review the progress of work and the use of funds under the Seventh
Highway Project. While relying on the World Bank as the principal
implementing agency, AID/Madagascar, with assistance from REDSO/ESA Engineers,
will also monitor the project through the review of all project reports and
periodic site visits.

V. MANAGEMENT ARRANGEMENTS AND EVALUATION PLAW

A. Management

The MAELP will be managed jointly by the Office of the A.I.D. Representative
to Madagascar and the Government of Madagascar. GDRM counterpart agencies
will be the Central Bank as the recipient of cash disbursements under the
agricultural sector grant, and the Ministry of Finance and Economy for review
of policy performance and for the implementation of training, technical
assistance and studies. The Ministries of Commerce and Industry will be key
participants in the planned technical studies and seminars, while the policy
dialogue under MAELP will be carried out with the Ministries of Agriculture
and Commerce as the two ministries having primary responsibility for
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AID/Madagascar also proposes to obtain the services of the International
Executive Service Corps to handle the provision of technical assistance to
Malagasy entrepreneurs.

AID/Madagascar will use the services of IQC firms to develop the scopes of
work for studies, to recruit a senior macro-economist to undertake annual
reviews of policy performance, to organize and lead study tours and workshops,
to undertake project reviews or audits, and to participate in project
evaluations as needed.

3. REDSO/ESA and RFMC

REDSO/ESA assistance will be needed in several areas: 1) the services of a
Contracting Officer to contract for the PSC economist and the U.S.
institutions/firms which will manage training and technical assistance
activities; 2) the services of an Engineer to review progress on the
implementation of the 7th Highway project, for which local currency
counterpart generated by dollar disbursements will be programmad; 3) the
services of an economist, an agriculturalist and a social scientist for the
planned project evaluations; and 4) the assistance of the RLA, RCO and the
Director in providing concurrence for certain implementation actions as
required by DOA 551,

RFMC or RIG/A/N assistance will be needed as described below for financial
reviews or project audits,

4. Government of Madagascar

The Government of Madagascar entities to be involved in this project include
the Central Bank, the Ministry of Finance and Economy, the Minis%ries of
Commerce and Industry and INSCAE.

The Central Bank will receive disbursements of dollars from the sector grant,
will establish a special project account, and will have primary responsibility
for assuring the timely deposit of local currency into the special account.

The Ministry of Fineance and Economy will be the counterpart ministry for the
implementation of project funded training, studies, and technical assistance,
as well as for the management of local currency generations. It will review
performance on policy reform with A.I.D., and will participate in the
development of scopes of work for studies and te-hnical assistance, and in the
selection of in-country contractors to implement studies. It will co-sponsor
seminars on the results of policy studies and study tours, and will
participate in project evaluations. The Treasury Department within the
Ministry will have primary responsibility for managing local currency
generations as discussed above, and will prepare periodic reports on the
status of the special account. A Project Manager will be hired to manage the
project within the Ministry of Finance and Economy, who will provide all
necessary coordination with other government miristries involved in studies
and training. The other government ministries expected to be involved in
project activities are the Ministries of Commerce and Agriculture, with whom
the policy dialogue on agricultural export market liberalization will be
continued, and the Ministries of Commerce and of Industry which will be key
partners for technical studies and <~minars.
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AID/Madagascar has worked with the Tveasury Department in the past on the
disbursement of local currencies from special accounts, and believes that the
staff of the Department are fully competent to carry out this role in the
future. AID/Madagascar has not worked with the Ministry of Finance and
Economy for project activities such as those proposed under MAELP. However,
an initial assessment indicates that with close collaboration on
implementation, the Division of Programming should be an excellent counterpart
for A.I.D. in Madagascar. This choice of a counterpart was recommended by
high-ranking officials within the Government because of its position of
coordination with all line ministries involved in the reform process, its
receptivity to and lead within the GDRM in promoting the private sector, and
its ongoing role in managing counterpart funds. The Ministry of Finance has
also been instrumental in establishing the business institute INSCAE, and is
particularly interested in developing in-country business skill training.

INSCAE will work with the U.S. institution in the selection of participants
for training in the U.S. and in the organization of in-country seminars and
workshops which will be held at INSCAE facilities.

An implementation schedule is p-esented in Annex F.

B. Contracting Mechanisms

The key factors considered in determining the most appropriate mechanisms for
procuring services required by MAELP were: 1) AID/Madagascar's small staff
and resulting limited administrative capability, 2) the relative inexperience
and limited capacity of the host country institutions in contracting, and 3) a
desire to use local institutions and resources to implement project activities
wherever possible. Thus, the services of contractors to manage the activities
discussed above will be obtained through competitively-selected dirzsct AID
contracts and IQCs. The Design Teum considered the feasibility of setting
aside any project activities for iirms or institutions which qualify for
special consideration under the Gray Amendment (small, disadvantaged or
women-owned firms). The team was unaware of any small or minority owned firm
with experience in the implementation of a combined business training/business
training institution strengthening program, or that nffered business
consultants to private entrepreneurs at no salary fee as provided by the

IESC. However, the RFP for the training component technical services
requirements will be sent to the AID small business office with a request that
the contract requirements be brought to the attention of small businesses with
experience and expertise in the required areas.
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C. Methods of Implementation and Financing

The chart below shows the proposed methods to be used to implement and finance HAEEPﬂi
project components.,

Method of Method of ‘
Activity Implementation Financing Amount
Policy Support Cash Transfer Electronic Funds $16,000,000
Transfer

T.A.
-Program Mng'r. AID Direct Contract Direct Payment $240,000
-Business Cons. AID Grant to IESC Direct Payment $225,000
-Macro-Econ. AID Direct Contract Direct Payment $ 60,000
-Study Tours AID Direct Contract Direct Payment $231,000
Training
-Institution-

building/business

courses in U.S./

INSCAE program R ‘ ,
development AID Direct Contract . Direct Payment $1,124,000
-Workshops and C ’ '

seminars AID Direct Contract Direct Payment $120,000
Studies AID Direct Contract ~ Direct Payment $435,000
Evaluation/ ' C
Audit AID Direct Contract Direct Payment $100,000
Contingency AID Implementation Direct Payment $200,000

The review of alternative methods of implementation and financing from the
standpoint of project needs and funds accountability has led the design team
to select direct AID contracting using direct payment or direct reimbursement
procedures for project costs. This method is consistent with AID/Madagascar's
current policies on program financing and implementation.

D. Logistics

AID/Madagascar will provide full support in the way of housing, office,
secretarial and official transportation for the PSC Economist Program

Manager. This support will be funded through the Mission's Trust Fund. Some
support in the form of office space and secretarial support will be provided
to IQC contractors for study scopes of work and evaluations/audits and, as
available, to the training and technical assistance contractors. However, the
latter two contractors will receive their primary in-country support from,
respectively, INSCAE and the private entrepreneurs who will benefit from IESC
consultancies. Funds will be provided under the contracts for other
logistical support as may be needed.

E. Evaluation and Audit Plan

In addition to the ongoing monitoring of the project that will be carried out
by the economist program manager, two special types of evaluation will be used :;uifj,
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to track project progress. The first type of evaluation is linked to
performance under the policy reform component of the project and will be used

as the basis for cash disbursements. The first such assessment will be
conducted following the notification by the GDRM that conditions for second
tranche of policy support assistance have been satisfied. The progress
indicators upon which performance will be measured during this assessment and
the composition of the external revicw team are described in Section III.C.
above., In addition to making a recommendation on the release of the second
tranche of the cash disbursement, the review team will be tasked with
reviewing Government of Madagascar performance on the overall policy reform
agenda and recommending whether or not A.I.D. should provide additional
balance of payments support during FY 1989. 1If so, the team will advise what
changes if any should be made in the policy reform agenda of the program.
These recommendations will serve as the basis for designing a PAAD amendment
in FY 1989.

The second type of evaluation will be for overall project performance. One
interim project evaluation is planned for October of 1989. The scope of work
for this evaluation will be as follows:

- to assess whether project activities are proceeding as planned, and
whether the project environment has changed in any substantial way;

~ to review disbursement of project funds as well as the disbursement of
local currency counterpart to the GDRM budget;

- to assess the degree to which project activities are contributing to
the achievement of the project purpose;

- to determine whether the policy reform agenda remains valid, and if
so, whether additional A.I.D. resources for balance of payments support
should be made available to the GDRM during fiscal year 1990;

- and finally, to make recommendations for any changes in the policy
reform agenda, project activities, or implementation arrangements needed
to assure achievement of the project goal and purpose.

A team consisting of an economist, an agricultural officer and a sociologist
from REDSO/ESA if possible, or on contract as needed, will conduct this
evaluation. A training expert with experience in business and management will
form the final members of this team.

A final evaluation will occur after the expiration of the PACD in June 1991 to
assess the degree to which project activities resulted in the achievement of
the project purpose and goals, and to make recommendations on the basis of
lessons learned for future A.I.D./Madagascar involvement in similar types of
activities.

Twice during the project life, AID/Madagascar will arrange for REDSO/RFMC to
issue work orders to a certified public accounting firm to be selected through
an indefinite quantity contract (IQC) to carry out a financial review of the
dollar and local currency accounts under the project. The scope of work for
the accounting firm is limited to financial and compliance matters and will be
prepared by AID/Madagascar's PDO with assistance from REDSO/RFMC.



Project funds have been budgeted for the planned evaluations and financia]
reviews/audits.

VI. NEGOTIATING STATUS

All the elements of the project have been discussed at length with Government
of Madagascar ministries which will have responsibility for approving or
implementing project activities. These discussions have included AID
requirements for GDRM reporting and management of special accounts, and the
substance of proposed conditions. To date, full concurrence has been given
and the GDRM has indicated its eagerness to sign an agreement at the earliest
possible date. When RLA clearance has been obtained for proposed conditions
and covenants, AID/Madagascar will review them with the GDRM prior to the
finalization of grant agreements.
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