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I. SUMMARY

A.I.D.'s strategy for Madagascar for the period 1986-1990
is now almost two years old (May, 1984). This document aims to
review this strategy in view of two new considerations:

* (a) Madagascar's recent experience with its economic
liberalization program, which is now effectively two years
old;

(b) A.1.D.'s exposure to Madagascar since the opening of a
resident office in September 1984, the first in twelve
years. ,

The United States national interest, the key determinant of
any U.S. economic assistance program, has not changed for
Madagascar since the preparation of the parent strategy
document, and hence dces not form an explicit part of this
discussion.

The question of what revisions in U.S. economic assistance
to Madagascar are called for in the FY 1986-1990 planning
period is made acute by a further new development: The
imposition of severe budget limitations to reduce the Federal
budget deficit. 2as it is therefore unlikely that U.S.
assistance, including staffing, to Madagascar will be
significantly increased, the efficacy of available aid becomes
more critical. .

Economic reform efforts in Madagagcar are real and
continuing. This is our central finding stemming from direct
experience in Madagascar over the past two years. Although
these reforms have not yet yielded significant results and
despite the Government'c sensitivity on this score, President

Ratsiraka and his advisors have made a commitment to continue

with liberalization of the economy, in major part because they

have no real alternative., Even with the powerful support of
the IMF, World Bank, and other donors, the reform process has

been uneven, with excellent results in some areas (e.g.,

economic stabilization) and barely discernible movement in

others (e.g., export promotion, the transport sector).
. Nevertheless, economic reform is alive: and in the crucial area
»  of the pricing and marketing of -rice, the government has agreed
. after much hesitation to complete liberalization.

While our long-term aim is to help Madagascar achieve and
maintain food self-reliance, our immediate objective in the
“pranning period (1986-1990) should be to ensure the succegs of _
the agriculture policy reform measures now underway,
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particularly thoge of rice pricing and marketing. To reach

this objective, and to help Madagascar begin now to deal with o
the population question which is essential to food '
gself-reliance, A.I.D. will undertake five sets of actions: 2

-- Continuing policy dialogque: This will entail the +

' contract services of a leading U.S. economic analyst,
observation/study tours in association with an annual
in-country agriculture policy workshop., and help with
data collection and analysis. We will consider use of
funds from the African Economic Policy Reform Program
(AEPRP).

RIS
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-~ Food intervention: Under a multi-year Food for
' Progress program, using some alternative mechanism,
A.I.D. will support the implementation of agricultural
poclicy reforms by providing food assistance to curtail
excessive price surges Whlch occur under conditions of
scarcity.

- Agriculture Production Response: Especially in the
rice sub-sector, this assistance will help small
farmers with improved varieties and other technology,
with infrastructure rehabilitation, and with soil
conservation measures to take advantage of the higher -
incentive prices now available under Madagascar's
liberalization program.

~- Private Sector Involvement, including Commodity
Imports: To assure more efficient support to the
small farmer, as well as the improved processing and
export of agriculture products, A.I.D. will fund
studies, extend counterpart fund credit and provide
commodities which will permit the larger play of
private sector forces in agrlculture based production
enterprises,

- Population and Family Health: Food self-reliance is

what we seek for Madagascar. However, a proper

food/population balance requires that the Government _
develop and implement a family planning policy. . -
A.1.D. is extremely well placed to assist this -
essential effort, which must begin now if it is to i
help -Madagascar maintain food self-reliance in the X
next century. e

Regular bilateral aid flows are projected to continue at
- roughly current levels {($15-20 million per year). This total
does not include, however, AID/Washington funds which will be
— - -allocated-for certain aspectis of the program (e.g., - R KR T
population), nor does it count supplemental funds which ‘may be
forthcoming under Food for Progress or from the African
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Economlc Pollcy Reform rrogram (ACPRP) in ouppo;t of -
Madagascar's liberalization etfort * :

A small resident office consisting of two U.S. Direct Hire
Officers (USDH) and three locally amployed professional _
officers will manage this program in the 1986-1990. perlod w1th
assistance from REDSO/ESA in Nairobi. We propose, however,
that AID/W conduct a management review todgether with REDSO in
mid-FY 1987 to decide whether the number of resident USDH staff

"iIn"Madagascar is adequate in view of other demands upon REDSO

staff resources elsewhere in the region. This review should
also decide the appropriateness of continued REDSO dlxegtlon of |
the Madagascar program. :

II1. ANALYSIS

I1.A. Introduction:.

If a full-scale CDSS team were to visit Madagascar in 1986,
it would describe the overall economic situation and conditions
in the three key investment sectors (agriculture,. transport,
and industry) in very much the same terms as 4id the FY B3~84
CDSS mission. The general plcture has not greatlv changed:

' Madagascar s debt burden is still the governmant's mMOSt.

worrisome problem (after rescheduling, 50 per cent of export
earnings go to pay interest and pr1nc1pa1) the resulting lack
of foreign exuhangﬁ is seen to.be the prime constraint on
production; in an overwhelmingly agricultural. economy.(rzce is
still king (70 per cent of Malagasy are engaged in rice .
cultivation); and soil erosion and deforestration -~
environmental exhaustion -~ has reached alaLmlng proportlons.

A.I.D. today, however, knows much more about Madagascar
than it d4id two years ago. Preparations for the second .
Madagascar Consultative Group (November, 1984) yielded a .
bountiful crop of macro-economic and sector analysis although
at the time of drafting this CDSS Up-date, Host Country. and
IBRD offerings for the third Consultatlve Group, scheduled for -
April 1986, were still unavailable. Other donor documents and
secondary published sources, appearing more frequently now, . .
have been helpful. Chiefly, though. A. 1.D.'s growing ' '
understanding of Madagascar is the result of day-to-day
operations since we established a permanent presence there in.
September, 1984. In addition, special studies made or directed-
by REDSO staff over the past twenty months have been )
instructive. These studies include, in chronological order:.

* U,5. economic assistance to Madagascar accounts for -about 51xn_
per cent of total ODA. . This Up-date does not include. a section.

on other donor programs, since at the time of preparatlon. no ;.,-'

official statistics on donor flows, verified by the donors
themselves, were available. .



— REDSO's_enerqgy/natural resource pre--assessment in -

July-August, 1984; . ‘ 3
-~ Univerasity of Wisconsin's overview of land tenure _

information, (L. Colvin Phillips) in December, 1984; - /
~-- BUCEN's assessment of institutional capability in .

gtatigtics (D. Clay and M. K. Friday) in February,

1985; ‘ . ' ‘ T T

‘e

- USDA's study of data analysis capability in the
agriculture gector (S. Tun and T. Zalla) in March,
1985; '

- ISTI'S private sector climate assessment (P. Glenshaw
and D. Harmon) in April, 1985;

- REDSO's ggpuiation and family health assessment (D.
Ferguson-Bisson and J. Lecomte) in-May, 1985;

- CLUSA's brief review of cooperatives (J. Alrutz) in
June, 1985;

~- INTSOY's survey of soybean potential (H. Kauffman and
W. Root) in September, 198%;

— Winrock's study of farim nystems research (D. Norman
and D, Nygaard) in November, 1985;

— Equator Advisory Service's proposal for a private
gector jnvestment fund (B. Bouchard and T. Detrie) in
December, 1985;

- Elliot Berg Assoclates' review of Madagascar's
economic policy reform (E. Berg) in January., 1986.

To these studieé should be added three summary pleces by
REDSO/ESA specialists which are appended to this CDSS up-date:

Bconomic Analysis, by Hadley E. Smith, January, 1986;

Enerqgy/Natural Resource Sub-Sector, by James R. Seyler, C.
Anthony Pryor, John Gaudet, and Carolyn Barhes, February, .
1986; ' ' .

Sogial Analygis, by Carolyn Barnes, January, 1986.

special events and particular tasks carried out in the
~-coyrse of program-implementation have also been highly =~
instructive. To mention just four, out of many other examples:

-~ REDSO's mid-term evaluation of the IRRI rice research
program, November, 1985;
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“"Fh& University of Pittsburgh's two week in-country

project management workshop, for representatives from
ten ministries, August, 1985;

Energy Initiatives for Africa's (EIA). and RED 0's

‘hydro-power pilot project at Ampefy beginnlng Aprll.

1985;

The organization of the‘commodity import cbmp@henttof

--A-1.D's bilateral project with Madagascar (Agriculture

Rehabilitation and Support, 687-0101, $5.0 million).

While this study and experience has deepened A.I.D.'s
appreciation of Madagascar's reqrirements and various efforts
to meet them, the past two years have not altered A.I.D.'s
readinq of the basic problens: _

Economic qrowth. whxle no long L stagnant ig at best
luggish:

Both GDP and agricultural output rose only an
estimated 1.8 per cent in 1985, a full percentage
point below population growth. Export earnings have
failed to increase significantly during the last five
years.. With an _extremely heavy debt service burden --
over 100 percent of foreign exchange earnings from
werchandise exports in 1985, before rescheduling --
Madagascar has been able to reduce its current account
deficit to about 10 percent of GDP only through the
drastic reduction of imports. Import reduction has
had a major impact on industrial production. Foreign

. exchange therefore remainsg a critical requirement,

although the World Bank (making use of its Special
African Facility) has recently engaged in heavy

- lending programs to finance raw materials and other

key imports for Madagascar's industrial sector ($60
million, in 1985) and agrxculture sector ($60 million,
planned-in 1986).

Rehabilitation of road and irrigation systems remains
a critical priority: Major aid programs to address
these problems have met with serious delays and most
repairs on the major trunk roads only got underway in

1985, A government study to prioritize and cost out .

the work needed to put feeder roads inte shape will
not be ready for donors until at least September,
1986.  Meanwhile, a promising multi-donor progranm for
the rehabllitatxon of small irrigated perimeters,
which began in 1985, has not had sufficient time to
show results.




- Population growth is rapid,
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The rate of environmental decay is_alarming and is
receiving more_attention: Madagascar, in the terms of
a recent World Bank report, is perhaps * the most
eroded place on earth",
(by one reckening, up to 1,000,000 ha per year)
reduces not only rice production through the silting
of paddies and canals but all other crops as well,
Manioc production, for example, has decrcased from 10
"tons per hectarce to 5-6& tons because of nutrient loss
through erosgion and leaching. Shifting agriculture
accounts for the loss of 200,000 ha of forest cover’
each yvear {(out of a total 12.4 million ha),
some of the country's most important watersheds.
Rapidly rlslng charcoal costs signal an _approaching
fuelwood crisis
done to Madagascar's unique biological diversity,:
which the World Wildlife Fund reckons "could very well
result in the loss of one of the most spectacular
natural wonders of our planet before the turn of the
century." '

and the rate may be "
increasing: Although statistics in this area are weak
(the last naticnal census was held in 1975 and never

_completed), Madagascar's rate of natural increase is

estimated at 2.8 percent annually, with a total
fertility rate of 6.4. As REDSO's population sector
survey shows, fertility may increase as reduced ;
breastfeeding and the success of health campaigns
lower morbidity and mortality. This is even more
likely where 46 percent of the population is under age
15 and in the absence of a family planning service
program. Land tenure studies show that population
pressures on available cultivable land are already
intense. " In the central highlands, land holdings are
geverely fragmented with only 10 percent of the
farmers owning enough land to make a living. Whereas
some sources estimate up to 5.5 million additional
hectares may be brought into cultivation (compared
with 2.8 million hectares currently farmed), necessary
irrigation will be costly, far beyond what Madagascar
can afford.

The basic problems remain the same. REDSO's essential
view expressed two years ago in the CDSS still holds
in 1986: "Madagascar has adequate resources to sustain
a much higher level of economic production than has
heretofore been achieved and additional economic
reforms need to be designed to lay a better basis for

The great loss of arable land .

including

Also distressing is the damage being
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~long-run economic progress, as well as to stimulate
gshort-term recovery" (CDSS, p.9).

11.8.

Madagascar's Policy Reform:

Even if the principal characteristics of the Malagasy
society and economy have not varied since 1984, the economic
reform program has continued and grown. Herein lies
Madagascar's chief prospect for rccovery. The remainder of
this section will summarize the Malagasy record with policy
reform and will describe A.I.D.'S revised strategy in the ’
planning period 1986-1990.*

ll

Stabilization Policy: Results overall since 1981

have been good, well above average for most
African countries in Dr. Berg's view.*

- Madagascar has concluded five successive
Stand-by aqreements with the IMF since
1981, The first three were broken off and
renegotiated. The 1984.-85 agreement,

. however, was completely successful and all *°

indications are positive that the 1985- 86
agreemant will be, as well.

~- The inflation rate has been lowered from
over 30% in 1981-1982 to under 10% in
1984-.85, although the recent soaring costs
of food and fuelwood beginning in late 1985
"will likely cause the overall rate of
inflation to rise again.

- Madagascar has reversed its record in 1984
.as one of Africa's worst exchange rate
adjusters, and real rates today are close to
their 1978 levels. Informal estimates,
however, are that the official rate is still
30-40 per cent overvalued.

- The overall treasury deficit has heen cut
from over 18% of GDP in 1980 to 4 7% in 1984
and 1985,

* This section relies heavily on the analysis prepared by Dr.
Hadley Swmith (REDSO), presented in the Annex and upon Dr.

Elliot Berg's informal conclusions presented after his 18 day
“vislt to Madagascar in January-February, 1986. -

——
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~-  The Governmcnt has £irmly held the line on .@
civil gervice zsmployment, allowing total DA
numhers to grow by only 6% between 1981 and
1985, 121,000 to 129,000. Average real
wages for higher level civil servants have
been reduced by at least 50% since 1979, and ‘
have declined by about one third for lower R, &
level government workers. Wages for ' E
unskilled laborers (non- agricultural) have £

. also fallen substantially in real terms.

2. Structural Reform: ©So far, results have been nil to . &
modest, with various parts not wholly implemented as
of December, 1%&5. Most of these reforms were -
announced in the course of the past two years, and #
have 50 far had iittle impact on production and
exports. But there is now discernible movement to
complete and extend most measures. We discuss below
the use of Funds from AFR's African Economic Policy
Reform Program (AEPRP) to encourage this movement in
the fransport and export sectors,

e e s —— —

a. Industrial policy has decontrolled prices on
products accounting for 61% of industrial value
added (IVA), with another 9% expected in March,
1986. Only some 30 products will then remain
under price control representing 30 percent of
IVA, and, for these products, prices are to be ' -
brought into line with world prices. This
decontrol of 70% of IVA will satisfy the major -
World Bank requirement for the release of the
second tranche of the Industrial Sector Credit
(plus Africa Facility Funds) and is considered a
gignificant step forward.

b. Import administration has improved (at least,
before the foreign exchange crunch in mid-198%5)
with more responsive foreign exchange allocation
to key sectors {(e.g., rransport) and with the
elimination of quota restrictions on certain

products for which the demand is known (e.gq., .
pharmaceuticals). . ..
c. Export promotion policies remain a particular '

disappointment. Although some regulations have

been loosened, delays and paperwork remain
..formidable. \Nevertheless, exporters are now

licenced to expolt a range of goods rather than— —— - -

only cspecific items, as previously. The ;

government has eliminated export taxes on all s



s
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* ' S
manufactured goods and has extended the foreign
exchange retention scheme to all exporters of
non~traditional exports. But the amount of retention
is small (5%) and only 20 exporters have taken
advantage of this provision. As noted elsewhere, more
progress must be made, too, to devalue Madagascar's
foreign exchange rate, which will 1n turn promote
exports.

Transport sector policiesg have not noticeably
improved, and large-scale waste and inefficliency mark
this sector, a crucial one for Madagascar's recovery.
Many export producing arcas are frequently isolated.
Lack of spares and of fuel immobilize many. if not
most, road vehicles. Port capacity and coastal
vegsels are in general disrepair. Rate policiecs
introduce many distortions, for example discouraging
the use of smaller vehicles on bad rocads. Local
authority controls further restrict traffic. Such.
improvement as is taking place in the transpert sector
is the result of the Government's non-enforcement of
regulations and tariff structures.

The investment climate has shown scant improvement
since the passage of the new Investment Code in June,
1985, which, in any case, remains unapplied. Heavy
requlations and official attitudes not favorable to
export, combined with the political risks of
expropriation (not laid to rest in the Code), and
problems of foreign exchange and transport, have
discouraged investor interest. By early 1986,
however, there were signs that interest was
gquickening. For example, Mauritian entrepreneurs were
negotiating to lease Government-owned hotels on Nosy
Be, and had already leased the Hotel de Thermes in
Antsirabe.

Privatization of equity and management is occuring via
creeping divestiture as state owned enterprises close
down or diminish for want of funds. For example,
SODEMO, an irrigation parastatal in Morondava, has
reduced its staff from 1,500 to 500 over a three to
four vear period. Several state farms have been
leased or sold. The government has signed agreements
to turn over the management of state concerns (e.g.,
sugar export) to private international firms. A
foreign firm speciallzlng in plantation management was-
showing active interest in March, 1986 in reaching an

T
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‘agreement with the Government to rehabilitate 4,500 ha
of abandoned coffee plantations nationalized in the
1970's, ‘

Agriculture Policvy Reform. Rice pricing and marketing
has formed the centerpiece of Madagascar's reform
program since 1984, when changes introduced imn June,
1983 could have affect on an entire growing season.
There were two principal decrees for the rice trade.
The first permitted any t(rader licensed by the
Chairman of the Provincial Executive Conmittee to buy
rice, and gave permission to anyone to sell rice
anywhere. 'The second measure fixed a floocr price of
65 FMG/Kilo for paddy, a ceiling price for domestic
rice at 300 'MG/Kilo, and a selling price of 140
FMG/Kilo for imported rice. 'The Government raised the
paddy floor price to 75 FMG/Kilo in 1984 and to 85
MG/Kilo a year later. In June, 1985 the Government
abandoned the ceiling price. These two decrees
applied nation-wide, with the major exception that the

parastatals in the two leading rice surplus regions of. .. . ..

Madagagcar -- SOMALAC in Lac Alaotra and FIFABE in

Marovoay -- retained their local monopolies to buy and
sell rice.

In November, 198%, retail rice prices began to reach
record levels (800 FMG/Kg vs. previous highs of 550
FMG/kg), causing great hardship to consumers as the
pcices of substitute foods correspondingly doubled or
tripled. The rice reform program came under heavy
fire from all sides. Some charged that speculators
were to blame and that the private sector middleman
robbed the farmer of the profits of his labor while
also cheating the consumer. Others argued that
interference by local officials, residual controls,
and other vestiges of dirigiste policies prevented
liberalization from ever working in the first place.
The best evidence available at the time, however,
suggests:

. {1.) that price rises have substantially

benefitted the rice producers themselves,

and not merely the millers and merchants,
and:;

(2.) that the brunt of the blame for
-+ e .w-.@Xtraordinary price rises must._be borne by._. . _.

the unusual scarcity of rice in the final
two months of 1985, the result of
government's bunching almost all 1985 rice
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imports in the first six months of the year
-- 93,200 tons between January and June (vs.
only 61,7006 tons imported in the first half
ot l984),.

Thus, at cthe beginning of July, 1985, after the :
celebrations for Independence (the twenty-fifth) and
for the Revolutionary regime (its tenth) ended, only
22,000 tons of rice were left in public stocks.
Together with additional imports of 14,000 more tons,
the Governmont distributed a total of only 36,000 tons
through public channels in the second half of 1985,
contrasted with 76,000 tons in the first six months.
Demand was deflected to the open market with
consequent strong pressures on prices. In sum, this
distorted supply situation, the result of inadeguate
import management, appears to have been at the root of
the price surges which have nearly destroyed public
support tor the liberalization program. This
experience forcefully underlines the Malagasy
Government's present preoccupation with the need for .a.
dependable rice supply, year round.

Many observers note that, just as there were few
alternatives to undertaking the program in the first
place when 1983 market controls proved increasingly
unworkable, now Madagascar has little choice but to
continue the liberalization effort. Thus, in March,
1986, Madagascar and the World Bank reached final
agreement on a $75 million agriculture sector package
which will provide import credits and technical
assistance to support the further freeing of
agriculture prices and markets. The Government will -
terminate its monopoly on rice marketing in Lac ' d
Alaotra and Marovoay. The accord aims to revive

private investment in agriculture. This package of

agreements will lay the ground work for continued
liberalization. But this package will not be

sufficient in itself to provide the food security

Madagascar will need in the next three years if the
liberalization program is to succeed.

In the section which follows, we revise and elaborate
upon the CDSS strateqy proposed earlier (May, 1984)
for the planning period, FY 1986-1990. In doing so,
we recommend a series of specific interventions which

- will -help set the.. utage for a full-scale CDSS revision. .__. .

in FY 1988,
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11I. STRATEGY

Our analysis shows the predominance of agriculture in
Madagascar's econouy and society. The overarching goal of the
U.S. economic.assistance program should be, therefore, to v
assist Madagascar to realize its full agricultural potential, e e
both in food and industrial crops for domestic (including
industrial) consumption and for export (including processed
‘goode). Food self-reliance (a term which includes production,
storage, and trade) is at the heart of this goal: for
humanictarian reasons, to assure adequate nutrition for the
entire population; and for economic reasons, to release labor
for other productive tasks and to conserve foreign exchange for
a variety of other import requirements. This general goal --
food self-reliance -~ must remain, for the time being,
unquantified since Madagascar is still in the process of
devising an integrated, costed plan for donor support.’

More important than a detailed plan at this point, however,
is to win full Malagasy acceptance for the free flow 6f market
forces in realizing full agriculture potential. How shall ~ ~——~ ~——— -~
Madagascar liberalize its agriculture sector? This is the
point at issue in 1986. It will surely remain the prime issue
in the Planning Period covered by this document. Shall the
President attempt to achieve liberalization by fiat, under
great pressure from principal donors, leading to intolerable
price rises and to resistance at every level of central and -
local government? Or rather, shall the President's decision to
liberalize meet with such firm donor support that import
burdens are lightened, price surges held in check, and a
production response surely and steadily ensured?

_ The primary objective of the U.S. economic assistance s
--program in Madagascar must be the success of the current v
liberaltization policy beginning with agriculture, especially
rice. To ensure the success of agricultural liberalization on
this island-continent, five measures are required. These
include a set of actions designed to launch Madagascar on a
long-term effort to keep demographic growth within the
country's means to provide for itself. The rest of this
gsection will take up each of these five points, indicating thé _ *
programs and activities which A.I.D. will employ to achieve
each target.

In designing this strategy, REDSO considered but rejected .
~the -option of concentrating a part or all of our attention on a
specific geographic area (or areas) within Madagascar. First,” " -
policy reform is a nation-wide concern. Second, in supporting

a private sector renaissance, we do not wish to limit

ourselves, at least initially, to .the good ideas from only

particular regions. Third, regional development, to be
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effective, involves several sectors and therefore is management
intensive. And finally, we do not yet feel confident that we
could select the "best" region(s) for A.I.D. involvement.

II1.A. Continuing Policy Dialoque:

wm e e e ——

The first barrier to the success of the Government's
liberalization pelicy is that, apart from the comparatively
small team of advisors and civil servants which has designed
the reform program with the IMF and IBRD, most government
officials at central and local levels do not understand the
policy and have no clear idea of how it should work. As one
highly placed official told us:

|
é
;
1
{
|
!
!

"We Mzlagasy have no experience with
liberalization. Throughout our history, even in
pre-colonial times, we have been centrally’ '
directed (dirigigste)."”

When it became clear by 1983 that agriculture production
had stagnated and that the Government had insufficient means,
hunan and financial, to enforce controls and provide services,
the Ratsiraka administration announced the start of the current
reform program. But the final decision to liberalize was far
from unanimous. Even leaving aside the ideological opponents, -
many Malagasy today have yet to be convinced that the policy
¢can work.

The aim of Malagasy liberalizers is to find the right mix,
for Madagascar, of private and public sector actions. To this
end, A.1.D., in coordination with the Embassy and USIS, and in
parallel with other free-world donors, will sponsor a number of
inittiatives:

-~  The APAP (Agriculture Policy Analysis Project)
gseminar: First organized in January, 1986 by Abt.
Associates and funded from the MARS project, the
two-day in-country seminar brought together 25
Division chiefs, principally from the two agriculture
ministries and from the planning directorate in the
Office of the President. The leaders were two North
American economists familiar with current
liberalization proyrams in Africa and Asia. A second
1987 seminar is planned under the MARS amendment for
the same level personnel, or higher. If again
successful, the pelicy seminar will occur annually

" throughout the planning -period. - - __._ . _ . _.

- study/Observation tours: 1In preparation for the next
APAP policy seminar, selected participants, at the
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Director level or above, will visit Asian and African
countries with liberalization program experience '
relevant to Madagascar's present situation.

Examples: Zambia {(forelgn currency auvctions) and
China, $ri Lanka, and 1ndonesia (rice
self-sufficiency). This travel, planned for FY 86-87,
will be funded from the MARS amendment. 1If the
gstudy/observation tours are successful, additional
ones will be provided under successor projects.

Senior Economist Visit and Dialogue: Under the
auspices of the APAP policy seminar, Dr. Elliot Berg
visited Madagascar January l19-February 6, 1986.

During this first visit, Berg met with many of
Madagascar's top public and private sector
decision-makers, for one-on-one discussions lasting up
to one hour. He also assisted AID/Embassy in their
monitoring of the liberalization process. A.I.D.
plans to fund a return visit by Dr. Berg or (if

unavailable) another senior U.S. economist on at least

an anhual basis, in association with the APAP policy
seminar. Funding will come from the MARS amendment
and successor projects.

Feature Speakers: The Embassy and USIS, in close
coordination with A.I1.D., will continue to sponsor
small group discussions and public lectures by U.S.
French-speaking economists on aspects of the
liberalization process. Dr. Berg, for example, led
two sessions under USIS auspices during his visit in
January, 1986.

It goes nearly without saying that AID/Embassy/USIS
staff, beginning with the Ambassador, engage their
Malagasy colleagues in discussions on a continual
basis, throughout the year. Particularly striking to
Malagasy officials is the extent to which A.I.D.
depends upon PVO's and private sector contractors to
deliver U.S. econonic assistance.

Data Collection, Procegsing, and Analysis: As needed,
to complement the work done in this area by other
donors {(IBRD, UNDP/FAQ), AID will provide short-term
technical services, trairing, and equipment to provide
Madagascar with the capability: (a) to monitor and

identify agriculture sector programs for improved
public resource allocation.
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-- African Economic Policy Reform Program (AEPRP):

Beginning in FY 1987, A.1.D. should carefully consider
the use of AEPRP funds to encourage accelerated reform

in one of two critical sectors,

(a) Exports: As Hadley Smith illustrates (Annex),
Madagascar's key balance of payment problem
during the last five years has been the failure
to increase export carnings significantly. State
trading firms continue to enjoy monopoly rights
over major exports, either directly {(coffee,
cloves, black pepper)., or using private exporters
ag agents (vanilla). Despite inflation, the
Government has maintained producer prices at low
levels.

(b) Transport: The analysis (above) has shown that
Government policies continue to hamstring vehicie
and ccastal traffic, while the lack of vehicles
and spare parts, as well as poorly maintained
roads, often make it impossible to market food
and export crops. Government hesitates to
abandon official road tariff structures, despite
the damaging anomalies these create. Local '
authority controls are endemic.

The mode of AEPRP intervention (e.g., cash
grants, CIP), and the specific reform measures
AEPRP could support, will depend upon the nature
of the situation existing in FY 1987, at the time
REDSO economists analyse these sectors in greater
depth.

I11.B., Food Interventions:

As we have noted in the Analysis, liberalization measures
tend to be discredited in times of extreme scarcity, as open
market prices reach record levels. No liberalization program,
egpecially one as young and vulnerable as Madagascar's, can
weather more than several seasons of such hardship. - Rice
prices are particularly critical. AID/Embassy belleve it is
imperative that the United States, in close association with
the World Bank and other interested donors, enter into a
multi-year agreement with the Malagasy government to assure

-adequate food supplies ~~.. rice, in particular -- as insurance
against unacceptably high prices. 1In return, the Government =~

would agree to two essential points: (a) complete decontrol of
the production, collection, processing, and marketing of the
commodity in question (e.g., rice); and (b) the distribution
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of the imported commcdities in counter cyclical fashion when
local supplies are low.

The Food for Progress (¥FP) Program appears to be well
suited to Malagasy reguirements. Linked to the agreement on
rice marketing with the World Bank, FFP (combined with PL 480
Title I, if reserves were insufficient) could assure a
substantial portion of the rice imports which Madagascar will
require over the 1986-1990 period. The full grant terms of
Food for Progress would achieve a considerable balance of
payments advantage for Madagascar over the terms of the current
PL 480 Title I Program (54 percent grant element in 1984).
This is fitting, too, in view of the fact that Title I rice,
even without transport costs, sells for about $100/MT above
Thal broken rice (%287 average for 1983-1985 vs. $180). 1If
Food for Progress commodities are not available in the
quantities required for Madagascar, we recommend that
Madagascar be granted the most favorable Title I terms {(grant
element 67 percent) now enjoyed by certain other countries in
the region also suffering similar severe balance of payment .
difficulties.

Although rice is the leading commodity for inclusion under
a multi-year Food for Progreces Program, REDSC has begun to
analyze the U.S. comparative advantage in providing other
items: wheat and tallow, as well as vegetable c¢il. The U.S.
has already supplied vegoil under Title I agreements in FY
1583, 1984, and 1986. This analysis must now continue on the
basis of the terms and products available under the 1985 Farm
Bill, especlally the expanded Section 416, as well as under
Focd for Progress.

We will consider further on how the counterpart funds
- generated by food aid should be used in support of the three
remaining components of the Madagascar country program.

II1II.C. Agriculture Production Response:

The decontrol of agriculture markets, including higher
prices to farmers, will not achieve the desired effect unless
productive capacity in Madagascar also increases. Impassable
roads, dilapidated irrigation systems, wornh-out genetic
materials, and the colossal erosion which silts up rice areas
are formidable obstacles to higher, marketed production even if
agriculture prices are sufficiently high to provide incentive,
A nécessary part-of A.I1.D.'s -strategy in support . of_ . _ _ _ )
Madagascar's liberalization program, therefore, must be to help.
restore productive capacity at the level of the small producer,
especially the rice farmer, as quickly as possible. In this
effort, A.I.D. will be joining the World Bank, France, the
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European Development Fund, and the other important aid donors
which support agriculture rehabilitation in Madagascar.

A.1.D.'s interventions will be limited to three categories as
they apply in particular to the rice-based production systemn.

-- To improve the basic technoloqy avallable to the
farmer, A.I.D. will continue the contract with the
International Rice Research Institute (IRRI) to
introduce new varieties and to train a Malagasy rice
research team in rice based cropping systems
research. IRRI began to work in Madagascar in August,
1984. Alithough the Island needs to introduce new
varieties of seed and agricultural methods to improve
uponh the numerous and diverse traditional rice
cultures in use, Malagasy authorities had prohibited
new rice varieties from entering over the past twenty
years and thus had effectively sealed the country off
from Asia's green revolution. Under the current
A.I.D. program, IRRI has carefully selected for _
Malagasy conditions 1,000 rice varieties from the
world germ plasm stores and is introducing this )
material as quickly as local quarantine procedures
will allow. The two man IRRI team in residence
reported that, of the 288 new varieties which had been
multiplied and tested as of January, 1986, many showed
“great potential" and were producing 30-40 percent
more than preferred local materials. The producticn
of basic seed material, following on the IRRI genetic
work with FOFIFA (the agriculture research institute),
and the extension of new methods associated with the
new varieties will be the work of on-going projects
funded by the UNDP and World Bank, respectively. IRRI
ie also introducing and testing with local private
sector fabricators simple but improved small farm

- machinery ~- technology which can break an acute
bottleneck in Malagasy rice farming operations.

- To improve infrastructure upon which the emall farmer
depends, A.I.D. will continue to direct a portion of
the counterpart funds generated by PL 480 sales to
rehabilitate water management networks, roads, and
storage points upon which small farmers depend for the
production and marketing of their products. Again,
rice based production systems will be our primary
concern. We will give preference to the use of

- counterpart funds in support of World Bank and other
donor programs which address the concern of small
farmer productivity, especially (but not uniquely) in
infrastructure. There are two advantages to the use
of a portion of counterpart funds in aesociation with
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other donor programs. First, this simplifies the
management of local funds; and, second, it ensures a
greater measure of coordination with the other donors
and Malagasy goverrment agencies working in the same
areas of concentration as we are. REDSO/ESA has
contracted in March, 1986 for an evaluation of the
work funded by the $7.0 million of PL 480 counterpart
fundc disbursed since the first agreement was signed
in FY 1981. Beginning in April, 1986, AID/Antan will
add a senior Malagasy officer to its permanent staff
who will be charged, among other duties, with the
monitoring of this portion of the counterpart program.

in Madagascar, vwhere, as wc have seen in our analysis,
soil erosion has reached epidemic proportions. For
example, accocrding to government figures, Madagascar's
leading rice production area, Lac Alaotra, loses up to
3,000 hectares of rice paddy each year from watershed
erosion, equal to the annual amount of new land

brought into production in the region. A.I.D. will - -

help to protect farm lands -- rice areas in particular
-- from goil erosion. We will use two means: first,
for policy makers and research personnel, training in
agro-forestry techniques as offered, for example, by
the International Center for Research in Agro-Forestry
(ICRAF) and by the International Institute for
Tropical Agriculture (IITA), sometimes jointly: and,
second, through the use of counterpart funds to -
support local projects and other donor programs  which
effectively tackle the severe problem of soil erosion
in agriculture regions.

Finally. in order to demonstrate the resultsg which
could be achieved by combining improved technology,
renewed roads and dike systems, anti-erosion controls,
and price policy changes, A.I.D., through counterpart
funds and in association with other donors, could
mount a pilot project in a well-defined geographical
area provided that full-time PVO management could be
secured. A.I.D. will consider support for such a
project at such a time as the Government invites PVO's
to operate freely in Madagascar.

I1I.D. Private Sector Involvement:

respcnse to higher price incentives, will also require
commodities and services. Since Malagasy state owned

i

The small farmer, if he is to increase his pfoduction in — -— - -

e
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enterprises (SOE's) have not proven effective in supplying the
farmer with what he needs, or (with certain exceptions) in
transfornming what he produces, these tasks must fall
increasingly to the private sector, including the private
management of public bodies. Under present circumstances in
Madagascar, where private capital is scarce, creeping
divestiture is in many cases a more viable option than outright
privatization. And until foreign confidence picks up, private
sector galins will be made for the most part by domestic
entrepreneurs.

-- Parastatal reform and divestiture is imperative, given
the stronghold SOE's have over every area of the
economy. Under REDSO's Indefinite Quantity Contract,
with funding from the MARS amendment beginning in FY
1986, and picking up from work already started by the
World Bank, AID will begin to work with the two
agriculture ministries to reform 5-10 selected
parastatals under their jurisdiction, 1If this

experience bears fruit, we will continue to assist . . __

with parastatal reform and divestiture under successor
bilateral projects.

-- Studies focuged on the private sector, financed from
counterpart, bilateral, and c¢entral funds, should
"gerve to identify opportunities for male and female
entrepreneurs, including redundant civil service
employees and unemployed graduates of technical
schools and the University. These studies might
include:

- The rehabilitation of old coffee and cocoa
plantations; .

- Ways to encourage small contractors for road
maintenance (equipment leasing), and for new
housing and related infrastructure production and
rehabilitation;

- Private production of agriculture equipment based
on IRRI models:

- Privatization of government services in rural
areas which now work poorly;

-«  “Privatization of secondary ports (user -
associations) and coastal shipping;
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- Marketlng of locally produced stoves, using . X I
fuel-efficient degigns: _ ' ' :
: i

;

{

{

4

j

f

i

i

- Replication of small locally managed milling - .
operations, using hydro-power installations ' '
patterned after the AID-funded pilot project at -
Ampefy. (This facility is scheduled to begin o :
operations in 1986); R :

- Local counterpart support for private sector 7 "._} -
export promotion activities;

- Use of counterpart monies for private sector
export insurance and {inance.

Private sector credit would be made available for the

local currency requirements (from PL 480 counterpart

funds) and tor foreign exchange needs (from ESF funds)

of enterprises meeting certain criteria, especially

for activities which might grow out of the type of - - - —— . ..
AID-sponsored studies suggested above. Eguator

Advisory Services, funded by AFR/PHE, has made a

detalled proposal (January, 1986) for establishing a

private sector investment fund. Under this proposal,

the fund would operate under the state-owned

industrial bank (BNI) until an independent development ;
finance company can be established. This scheme,

Equator maintains, requires that A.I1.D. provide

long-term technical assistance. An alternative

proposal is that A.I.D. channel counte:zpart funds

through Madagascar's agriculture development bank

(BTM), in conjunction with a World Bank line of credit
which will be available in 1986. This credit will

provide both foreign exchange ($4.0 million) anad

"technical assistance ($1.0 million). Either or both

alternatives provide interim channels for credit to
private enterprise associated with agriculture
production and processing, for domestic or foreign
markets. We will seek to ensure that women as well as

men have access to this credit. i
Training in management and economics. which already *
accounts for the major portion of AID/Antan's training he

budget, will continue with a growing emphasis on the
techniques of business administration. We will study

" ways in which A.I.D.-financed training and PL 480 e

counterpart financing may reinforce local training
institutions. 1In August, 198%, the University of
Pittsburgh held a successful project management
geminar with IMaTeP, a Malagasy training institute for
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economic planners. Later in 1986, the World Bank will
extend an $ 8.0 million credit to finance in part the
establishment of the National Institute of Accounting
and Managewent (INSCA) whose purpose 'will be to
;mprove the operation of both public and private
enterprises '

U.S. private 1nvestors who express interest in
Madagascar will continue to receive AID/Embassy
support. "The Private Sector Climate Assessment"
produced by ISTI with AFR/PRE funding (October, 1986)
is not encouraging, but the environment for investors
could substantially improve as liberalization takes
hold. AID/Embassy will also encourage Malagasy
interest, through study tours and in other ways, in
the Export Processing Zone approach which is hqving

except10nal success in nearby Mauritius,

Commodity Import Prqgrams (other than food imports)-
will continue to be channeled through the private
sector with particular concern for the reguirements of

farm-based production. Madagascar, in all sectors and- .

at all levels, has been starved in recent years for.
imported goods to make the economy turn. The $4.5
million commodity import component within the 1985
MARS project, for small tractors, rocad repair
equipment, spare parts, and brldg1ng elements, will be

" increased under the MARS amendment in 1986 by $2.2

million, to include light trucks. CIP components of
future ESF-funded programs must be based, however,
upon careful needs assessments, given the substantial
imports now being financed by the World Bank,
especially under the $60 million industrial sector
credit (1985- 6) and the $60 million aqriculture sector
credit (1986).

I111.E. POPULATEION AND FAMILY HEALTH:

Increasing population pressure on Madagascar's rain-fed
arable land resources lies behind many of the immediate -- not
to speak of long-range -- problems which confront the country:
deforestration, erosion, fragmentation of land holdings, and
the increasingly unmanageable build-up of low income families
in Antananarivo and other urban centers, where evidence of
abortion and abandoned children is increasing. Although
contraceptive prevalence ‘in 1982 was estimated at one per cent
of women aged 15-49, the demand for services appears to far
surpass this figure. The Government has articulated no
official population policy and the issue remains both
controversial and sensitive. But there is recent

S e -



- 22 -

evidence that Malagasy authorities are taking increasing note
of population problems and may be moving towards an active
role. The Government permits family planning services in
_private clinics (FISA) and through a few major parastatals
(JIRAMA, SOLIMA). The U.S. has already contributed, with the
Governnent's approval, both family health training (notably
JHPIEGO) and material. Recently, the Direction of Plan has
requested U.S. assistance in conducting a national seminar on
population and development, to be held in conjunction with the
preparation in 1987 of the next five-year plan. Proof of the
Health Ministry's growing interest in the population area is
the gighing with UNFPA in 1986 of an important MCH training and
planning project, after official stalling had delayed final
agreement on the project for seven vyears.

To pinpoint for A.I.D. which centrally-funded services
would be most appropriate to develop a long-term family
planning program in Madagascar, REDSO/ESA organized a sector
survey, "Madagascar: Population and Family Health Assegsment,
May 13-3], 1985." The survey analyzed the requirements for
family planning in Madagascar, reviewed activities underway or
planned, and recommended how A.I.D. could help at minimum
management cost. In October, 1985, the Government accepted the
survey's recommendation in the priority ranking given below.
These. activities constitute the major portion of A.I.D.'s
proposed population program during the CDSS plan period. " The
survey stressed that due to the sensivity of the subject,
A.1.D. should move slowly in phasing in these various elements
80 as to impose no pressure on Government and to reduce
management burdens on A.1.D. (Names in parentheses indicate
potential contract instruments.) _

1. Strengthening family health service delivery within the
Ministry of Health: These activities involve the
orientation of professional health personnel to the health
benefits of child-spacing practices, as well as provide for
the upgrading of clinical skills (International Training in
Health - INTRAH, and Johns Hopkins Program for
International Education in Gynecology and Obstetrics -
JHPIEGO).

2. Population policy: To assist the Director of Plan to
organize a national seminar on population and development,
A.1.D., will employ the Futures Group through the RAPID II
project. This seminar will likely be held in early 1987.
To assist the Direction of Plan and the State Data Bank
{both within the Office of the President) to incorporate
demographic variables into development planning, A.I.D.
will continue the short term training of planners (BUCEMN,
INPLAN, and Demographic Data for Development - DDD).

"
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3. Demographic Statistics and Research: When the Government
decides to organize the next general census, prohably set
to begin in 1988, A.I1.D. will finance the provision through

~the Bureau of the Census (BUCEN) of short-term technical
assistance, training, and software. Sometime after this,
if requested by the Government, a survey should be designed
and executed for planning and evaluation purposes (Family
Health and Demographic Surveys Project-FHDS).

4. Support to exigting private and purastatal organizatioens:
Support for existing child-spacing services should continue
through the provision of commodities, equipment, supplies,.
and training (FPIA). . The Association for Voluntary.
Surgical Contraception (Aygg} should also continue its
work, but broadened to include a full range of services and
information. As already agreed, A.I1.D. will provide support
through the International Federation for Family Life
Promotion (IFFLP) to the local natural family planning
association, FTK.

§. Information, Education and Communication (IEC): Finally,
and only after the above activities are well underway,.
A.I.D. will assist the Ministry of Health to introduce
child spacing into its family health service program.
A.I.D.'s contractor, the Population Communication Services
Project (PCS), will help the Ministry design and develop a
strong IEC program, whiclhi UNFPA and/or other donors can
then help the Ministry to implement.

In addition to these direct actions in the domain of family
planning, A.1.D,, throuch the Catholic Relief Services (CRS),
will continue, and may increase by 25 percent, PL 480 Title II
support to mothers and babies (79,000 recipients in 1986),
school-aged children (14,000), and disadvantaged children
(4.000). The proposed level of the CRS Title II program in FY
1987, with 125,000 recipients, is about $2.3 million. This
number of recipients will remain constant through at least FY
1989, .

Finally, AID/Antan is investigating the feasibility of
supporting, through an allocation of counterpart currencies,
the oral rehydration and immunization portions of UNICEF's $9.4
million country-wide Child Survival and Development/Universal
Cchild Immunizations Project (1986-1990). The local costs of
the ORT and immunization activities have still to be calculated
over this five-yecar period. They will include a modest amount
for the local management and monitoring of these components
under UNICEF direction. It is a necessary precondition of our
assistance that A.I.D. shall not assume manhagement
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responsgibilities, given AID/Antan's modest staff resources.

A.I.D.

Agency priority:

support for this program will not only satisfy a high

U.S. participation will also round out our

family health program with an important emphasis on child

survival.

The A.I1.D. Family Health Program in Madagascar will be

entirely financed from centrally funded projects.
will assure technical direction.
Officer will be helped by a U.S.

REDSO/ESA
REDSO's Regional Population
advisor under contract, who

will assist in the scheduling, wonitoring, and evaluation of
the work of the separate organizations and who will visit

Madagascar on a regular basis.

Local backstopping will be

provided by AID/Antan's senior Malagasy staff officer, who has
had over five years previous professional experience with

population activities in Madagascar.

I11,F.

Useg of Counterpart Currencies:

The five point strategy outlined above proposes three

general uses of counterpart currencies.

planning period.

realized in FY 1986,
480 and $2 million in ESF-supported commodlty imports,

uses -are,

Private sector line of credit:

institutions,

For the rtest of the

these funds may total at least the level

$10 million per year -- $¢ million in PL
These

in summary:

For an interim period

only this credit would pass through the special
facility of one or two of Madagascar's state banking
until an independent development finance
company can be established. We would set up this fund
at an initial level of $1.0 million until certain that
the fund was working well. Then larger amounts could
be added. Counterpart will also be used to pay at
least a portion of the local costs of the cstudies
focused on-the private sector proposed abovs, as well
as support for management training carried out
locally. We are considering other proposals to use
counterpart funds toc support local costs of a national
export commission ($150,000/yr.) and an export
insurance and finance scheme ($2.0 million), as well
as a housing production scheme utilizing cyclone
resistant building techniques. The private sector
category may grow to absorb one half or more of U.S.

counterpart funds annually.

Agriculture Productivity: Here the focus is on
breaking the technical, infrastructure, and
environmental bottlenecks to agriculture productivity,
as farmers respond to higher producer prices.
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Counterpart would continue to be used to support the
local costs of specific kinds of acrtivities included
in the Public Investment Progiam for IRRI and rice
cropping systems research ($3.8 million total in FY
87-88, but declining thereafter); for the
rehablilitation of rural water systems, irrigation
works, feeder roads, and crop storage points ($4.0
million/year); and for the practice of soil
conservation - agro-forestry measures ($1.0
million/year). To the maximum extent possible, U.S.
counterpart funds will be used to meet these
objectives in conjunction with the £ore1gn exchange
contributions of.other major donors.

-~ Family Health operation: Counterpart funds will
- support the ORYT and immunization components of
UNICEF's five year Child Survival and Davelopment
project in Madagascar (est.$1.0 million/year).

- To these three categories must be added a fourth,
Disaster Preparcdness: Madagascar is cyclone-prone.
Although spared a major disaster in 1985 and thus far
in 1986, Madagascar faces the high probablility that at
least one hurricane storm will strike population
centers in any particular 3-4 year cycle, as Kamisy
did in April, 1984. Counterpart funds ($1.8 million)
from FY 1984 Title II monetarization have been used to
establisch a Disaster Preparedness Fund and additional
amounts may be added in future. as required. This .
fund will assist muiti-sectoral relief measures, in as
flexible manner as possible.

A small proportion of counterpart currenéies generated

from the CIP (grant) program will be set aside in a trust fund

to pay most of the local costs of managing the A I.D. program
on Madagascar.

There are advantages and disadvantages to projectizing U.S.
counterpart funds. The disadvantage is that the use of local
funds to support projects inevitably involves both diplomatic
skills and management time in the selection and monitoring of
projeects to meet U.S. program criteria. The U.S. counterpart
program has thus encountered signif{icant delays in Madagascar
where REDSO has insisted upon, and has received, meticulous
accounting and careful investment. Thus, out of the $37.0
million equivalent in counterpart funds de9051ted in Central
Bank accounts as of
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September 30, 1985 (corresponding to the total of PL 480 Title
I agreements in consecutive years FY 1981 through FY 1983%),
only 66 percent had been allucated to projects as of that
date. Moreover, only 20 percent of the total deposited had
been disbursed.

Three alternative uses of U.S. counterpart funds have been
suggested to eliminate the management time and delays which
projects have entailed. One suggestion is that counterpart
funds could be used to retire internal debt, especlially the
obligations of carefully selected, reformed parastatals.
Alternatively, counterpart might be used to set up a c¢ivil
service early-retirement fund with necessary safeguards against
payoffs and other abuses. Thirdly. counterpart funds might be
employed to compensate the government for reductions whiceh it
would agree to make in export taxes on speclfled items, where
such taxes still exist.

The principal argument in favor of using counterpart funds_

to mount projects is that these funds appear to be
exceptionally useful in Madagascar to achieve very tangible
results. This view will be subject tc confirmation by the
thorough evaluation which REDSO commissioned in March, 1936.
But this view rests upon the findings of AID/Embassy/REDSO
officers during visits to projects, and by other donors who
have remarked on the outstanding results at the village level
of USAID counterpart investments. Moreover, the Directorate of
Plan prefers the use of counterpart funds in support of
projects and has promised in 1986 to present donors with a more
efficient means to expedite project selection and disbursement.

The scheme presented in this CDSS Up-date, under the four
categories described above, seeks to combine the advantages of
both systemg. To the extent that A.I.D. channels counterpart
funds to the private sector through intermediary credit
institutions, or to other beneficiaries as a component of other
donor programs, A.I.D.'s management burden is reduced. To this
extent, AID/Antan will then have the management capacity to
monitor the use of remaining counterpart funds to remove
technological, infrastructure, and environmental constraints on
the small farm producer.
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- SUMMARY OF STRATEGY

1. POLICY DIALOGUE

- APAP Seminar
Study/Observation Tours
Senior Economist
Feature Speakers
Data Collection and Analysis
- AEPRP

2. FOOD INTERVENTION
- Food for Progress
- Rice and othes Commodit1es

3. AGRICULTURE PRODUCTION RESPONSE
- Technology (IRRI)
- Infrastructure Rehabilitation
- Environmental Rehabilitation
- Demonstratlon Project (if PVO available)

4. PRIVATE SECTOR INVOLVEMENT )
- Parastatal Reform and Divestiture

Studies

Credit {Counterpart and ESF)

Training

~ U.8. Invegtors

- Commodity Import Program {Non-Food)

5. POPULATION AND FAMILY HEALTH
- 5-Point Plan
- Title II MCH (with CRS)
- UNICEF ORT/Immunization
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IV. RESOURCE REQUIREMENTS.

After a space of twelve years, AID in September 1984 ) E
reestablished a U.S. Direct Hire presence in Madagascar as part "
of REDSO/ESA's personnel ceiling. This sole officer reports o
directly to the Director, REDSO/ESA, who is responsible for S
AID's activities in Madagascar. At the time of writing in = - - =~ - .
March, 1986, AID/Antan was comprised of: . ¥

- One USDH (Program Offlcer/Madagascar. assigned to
REDSO/ESA)

‘e

- One Malagasy Program Assistant, full-time (contract)

- One American Management Assistant, part-time
(contract) ‘

- One Malagasy receptionist/secretary, full time
{contract)

In addition to these core staff, AID/Antan also emplovyed - -
two local expatriate personnel on a short-time contract basis. = 77777 v

AID/Antan maintained a manpower contract for two drivers and
six house guards.

A.1.D.'s office in Antananar1vo wasg located in two borrowed
rooms on the ground floor of the small American Embassy
building. The office managed a program in FY 1985 which ‘ .
totalled nearly $19.0 million. REDSO/ESA personnel, in fact as
well as on paper, formed an integral part of this management
team, with essential design and supervisory roles.

In the period April-September, 1986, AID/Antan plans to
consolidate management operations in two principal ways: by ke
adding a second USDH officer and a senior Malagasy officer ’
(contract), and by occupying one floor of the leased building

attached to the Embassy which until late 1985 housed the
U.5.M.C. guard detachment.

REDSO believes that this staff and space allocation, with
. access to the two TDY apartments (as -available) on the top
floor of the ex-Marine House, with the work space they provide,

ghould be sufficient to manage the Madagascar program over the R
1986-1990 planning period. REDSO and RFMC will continue to A
provide essential controller and personnel services, in .
addition to technical expertise (DH and contract) to help with ks

the PL 480 program, other commodity imports, population :
“"actions, ‘and other activities proposed in this strategy. The — "~ i
Regional Housing and Urban Development Office {RHUDO/ESA) will
continue to support the small scale private sector housing
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construction program, with assistance from REDSO/ESA and the
Office of Foreign Disaster Assistance (OFDA), as requirtd. By
tapping into AlD/Washington's centrally funded contracts with
intcrnational agriculture research centers (e.g.. IRRI), with
economic analysts (e.y., the APAP project), and with private
sector consultants (managed by AFR/PRE), AID/Antan will
continue to work in relationship with lmportant sources of
assistance outside A.I1.D. ' .
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AlID/Antan will continue to rely upon the unusually close
working relationship which has been established with the U.S,
Embassy, especially in the promotion of private sector and
commercial programs. The Fmbassy will continue to provide
gupport in such essential areas as communications, currency
exchange and security services.

We recommend that in March-April, 1987, AID/W together with
REDSO conduct a management review of the Madagascar program, in
order to determine if USDH staff levels are adequate given the
£ising level of REDSO commitments elsewhere in the region. The
FY 87 Management Review will also offer an opportunity to study
the continued appropriateness of REDSO/ESA's direction of the
Madagascar program.
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TABLE 1. MADAGASCAR: Projected AID Punding Levels: FY 1986-1990
($ U.S, Thousands)

Funding Source FY 1986 FY 1987 FY 19868 FY 1989 FY 1990

ESF 2,870 5, 000 7, 000 9, 000 10, 000

PL 480 Title I 8, 000 9,000 9,500 9,500 9,500
Other

DA 1,000 2,200 2, 400 2,500 2,800
ARDY 1,000 2,200 2, 400 2,500 2,800
EHR ‘
SDP

Regional Projects 250 300 300 700 300

(AMDP, POP,EIA)

Total (all services) 15,382 20, 996 23,9% 26,200 27,800

*These AAPL levels werc assigned for planning purposes only, before passage of“
the Gramm-Rudman-Hollings legislation in December, 1985,
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ENERGY/NATURAL RESOURCE SUB-SECTOR UPDATE

1.0 BACKGROUND: ENERGY/NATURAL RESQURCES IN THE AGRICULTURAL
CONTEXT

1.1 Agriculture's Role in Madagascar's Econony

Agriculture is the dominant sector of the Malagasy economy:

it employs 85% of the population, accounts for 80% of export
earnings, and contributes about 40% of gross domestic product.
Over the last five to six years, agricultural production has

fluctuated widely but the overall trend has been statie, in

contrast to the strong upward growth trend of the 1960s and
early 1970s.

As a result, production has increased more slowly than the
rate of population growth., The impact on Madagascar's balance
of payments has been particularly serious; food imports have

become a heavy and increasing burden on foreign exchange

regerves, while export earnings have fluctuated widely. 1In

gshort, the agricultural sector is nct currently playing the
dynamic role whieh it could and should,

1.2 Key Constraints in the Agriculture Sector

The World Bank's Agriculture Sector Memorandum of June 30,
1983 summarizes the key economic, institutional and technical
issues facing the development of Madagacar's agriculture
sector, Briefly, they are:

0 Pricing and marketing policy: Government controls
over prices and marketing of key agricultural
commodities have introduced many distortions and
contributed to declining production and supply
problems; '

o Production related services: Key farmer services are
weak and declining in effectiveness; these include
veterinary services, irrigation management, research,
extension, credit, input supply, and the forestry
service., Organization and management of financial and
material resources have been weak. Research is '
virtually at a 3tendstill., In addition, the
deterioration of producer-related infrastructure
(roads, the transport fleet, agro-processing
facilities, irrigation works) has had serious
repercussions for production;

Previous Page Blank
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; Resource allocation and management: Public sector
inveastment in agriculture expanded in the late 1970s,
o yet the productivity of investments is poor, primarily
because public sector resource management is weak at
every level including planning, programming,
budgeting, accounting, monitoring and evaluation.
Basic aspects of financial management such as cost
recovery have been largely neglected. Sector managers
were ill-prepared to handle the stringent cutbacks in
resources allocated to the sector from 1981 on and, as
a result, priority projects and services are
inadequately financed;

0 Sector institutions: Many problems stem from the
weakness of the institutions involved. Both, in the
Ministries primarily concerned (the Ministry of
Agriculture-MPARA, =and the Ministry of Forestry and
Livestock-MPAEF), and the 90 plus agricultural
parastatals, there are problems of organization and
gtructure, training, personnel management and
materials which greatly reduce the effectiveness of
the institutions concerned.

o Environmental degradation: It is estimated that as
much as one million hectares per year are lost to
productive agriculture in Madagascar through soil
erosion., In the past, GDRM measurea to control
erosion and its underlying causes (overgrazing,
uncontrolled bush fires, clearing for agriculture and
fuelwood collection) have been ineffective tending to
focus on unenforceable administrative regulations,
publicity and some "curative” measures such as
firefighting squads and communal afforestation
programs. For the most part, measures to address soil
erosion problems were not included in GDRM's land use
planning and agriculture extension efforts where the
key to long term sustainable agricultursal
productivity rests,

1.3 GDRM's Progress to Date in Agricultural Reform

In order to address the above issues, the GDRM has been
ecting along new agricultural policy lines giving grounds for
some optimism about the future. The World Bank, in its
Forestry III draft appraisal report, cites the following:

"In 1982, under the leadership of a new Minister, the
agriculture ministry began to tackle the most flagrant problems
it faced. Over the last three years, slow but soclid progress
hag been achieved. On pricing and marketing, rice and beef
have been substantially deregulated; significant increases in
prices and improvements in price setting mechanisms have been
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made for cotton., Major studies on rice and export crops,
designed to provide the basis for further decisions on pricing
and marketing issues, have been recently completed and action
Plans are being elaborated.

On production services, input supplies have been improved,
veterinary services have been decentralized, and a pilot effort
to revitalize extension services is underway.

On resource allocation and management, departments
responsible for finance and administration have been
established in the ministries, and a thorough appraisal of the
investment program has been done, leading to a combing out of
non-priority and non-viable projects,

On sector institutions, the Ministry of Agriculture was
reorganized in 1983 to regroup the disastrous, ill-planned
decentralization of 1979, thus enabling the Ministry to start
on a series of ambitious institution building efforts.
Unfortunately, the ministry was divided in two in 198%, and a
new ministry of livestock and forestry (MPAEF) created. This
has resulted in some teething problems but the new ministries
are now settling down and are carrying out some
gself-appraisal, For example, MPARA's payroll was reduced by
3,000 surplus ministry employees, consultant reviews of
minigstry structures were carried out and are to be
implemented; & preliminary review of training needs has besn
undertaken and the IDA report on parastatal issues has been
discussed and its major recommendations accepted.

Implementation of some management audits and of
rehabilitation and rationalization proposals is underwey, and
some management contracts have been signed with private firms;
ISNAR has completed a study on agricultural research which
includea recommendations for improved management and
organization, and a good start has been made on implementation.”
2.0 THE ROLE OF THE ENERGY/NATURAL RESOURCE SUB-SECTOR IN
AGRICULTURAL PRODUCTION AND REHABILITATION

From the above, it is obvious that traditional agriculture
production issues in Madagascar are slowly beginning to sort
themselves out, As a result, many Malagasy planners and
technicians are starting to turn their attention to
agriculture's companion sectors of forestry, energy, natural
resources and the environment. While rarely cited explicitly
a8 a priority objective in past sirategy statements,
energy/natural resource contributions to increasing
agricultural production while maintaining environmental
stability and biological diversity, have recently emerged as a
keen concern to the Malagasy Government. '
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2.1 Natural Resource Influences

The need for increased attention to soil conservation is a
prime example. Madagascar has one of the highest erosion rates
in the world, due primarily to uncontrolled clearing for
agriculture and fuelwood production and/or uncontrolled bush
fires combined with overgrazing. As previocusly stated, it is
thought that over one million hectares of arable land are lost
annually through soil erocsion and re7ulting declines in soil
fertility/cation exchange capacity.l At one research site
(Ambatolampy), Malagasy scientists estimated that 262 tons of
soil are lost each year due to erosion.2/ As 80% of
Madagascar's land base is thought to be subjected to one form
of erosion or another, the amount of soil lost each year is
staggering. Gully formation has been rampant in the country's
highly erodable soils and has resulted in immediate needs such
as rehabilitation of areas adjacent to major roads; an
extremely costly and difficult operation to carry out.

In addition to the loss of valuable land and soil
resources, the impact of this high rate of erosion on
agricultural productivity "downstream" can be considerable.

The Lac Alaotra region, Madagascar's premier rice production
scheme, annually loses up to 3000 hectares of rice paddy due to
giltation and sand deposition resulting from erosion within the
lake's watershed.z/ This is often more than the total of new
paddy brought into production in the scheme in any one year,
Silt deposition in the country's canals has lead to decreased
water availability in the irrigated rice schemes, favors
aquatic weed growth and requires large recurrent expenditures
in terms of canal maintenance. Rice is not the only crop
affected., Manioe production has decreased from 10 tons per
hectare to a current level of 5-6 tons per h7ctare because of
nutrient less through erosion and leaching.i

Madagascar's extensive shifting agriculture or "tavy", is
also being called into question by many Malagasy authorities.
Shifting agriculture, for upland rice production, and for corn,
as a result of recent GDRM promotion, accounts for the leoss of
200,000 hectares of forest cover each year in some of the
country's most important watersheds.2.

1/ The World Bank, "Madagascar Agriculture Sector
Memorandum”, 1983, Washington, D.C.

2/ Repoblika Demokratika Malagasy, Commission Nationale de
Conservation pour le Developpement Durable, Rapport de
la Sous Commission I, "Erosion, Conservation des Eaux
et des Sols, Politique de 1'Arbre", 1985, Antananarivo
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While this practice was acceptable when population levels
were lower and fallow periods longer, increased population
pressure in certain areas has reduced fallow periods to the
extent that rice yields are now less than 300 kg/ha compared
with 800 kg/ha on virgin sites and 3-4 tons/ha on irrigated
sites.b Moreover, continued farming in these. degraded areas
without following prescribed rotations and fallow periods
allowing for nutrient recycling, can eveniually render these
areas completely sterile.

Malagasy officials are therefore beginning to question the
acceptability of these yields/practices given the large
increases in socio-economic and financial costs resulting from

environmental instability.

2.1.1 Influences on Biological Diversity

Vhile the decline in agricultural productivity resulting
from natural rescurce deterioration is problem enough,
Madagascar's situation is even more bleak when it is combined
with a concurrent loss in biological diversity as the country
is now experiencing. The World Wildlife Fund, in their
Madagascar briefing paper, reports the following:

“"Madagascar has been separated from the African mainland
for perhaps as long as 180 million years, and has evolved in
isolation for at least 30-40 million years. As a result,
Madagascar's spectacular flora and fauna is a unique
evolutionary experiment, unlike %that found anywhere elsgse in the
world and possessing whait are probably the highest levels of
species endemism of any country. As examples, 93% of
Madagascar's 40 lemur species and sub-~species, 81% of its
flowering plant species, 95-99% of its reptiles and 148 out 150
of its frogs are endemic, and this endemism extends to the
generic and even family levels in many cases. Owing to its
unusual climate, Madagascar also has a wide variety of
ecosystems, ranging from the spectacular spiny deserts in the
south to dry deciduous forests in the west to moist tropical
rain forests on the eastern escarpment, each with its own fauns
and flora and each facing a wide variety of threats.

More importantly, because of the great variety of species
and ecosystems and the very limited extent of many forest
formations, the destruction of a few hundred hectares in
Madagascar can have a much more devastating effect on species
diversity than in most other parts of the world. Indeed, one
need only look at what has already been lost in Madagascar to
realize what could very well happen in the future.

6/ 1via.
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People arrived on the island 1,500-2,000 years ago, and
over the next thousand years succeeded in wiping out all of the
elephant birds, at least two species of giant tortoise, a pygmy
hippo, an aardvark and at least seven genera of lemurs, all of
them larger than the living lemur species and including one
that grew to be as large a3 a female gorilla,.

The factors that brought about these extinctions are still
in operation, and could very well result in the loss of one of
the most spectacular natural wonders of our planet before the
turn of the century."”

2.2 Energy Influences

2.2.1 The woodfuels criais

An already serious problem is further compounded by the
fact that Madagascar, like so many other countries, is facing a
woodfuels crisis. Clearing for agriculture and cutting down
forest resources to supply fuel needs are depleting forests
faster than they are bheing replenished. While the woodfuels
problem requires additional analysis, it is thought that
indiscriminate and uncontrolled cutting of trees by commercial
operators and farmers and wastage of wood through inefficient
charcoal making are major contributors to this net loss.
Widespread brush fires set to improve late dry season forage
also impede natural regeneration. Likewise, too little of the
forest areas cleared for tavy are harvested for woodfuels
before burning.

Madagascar's woodfuels crisis is particularly acute for
larger towns which are supplied primarily with charcoal coming
from distant areas to reach markets. Although the gquantitative
dimensions of the rural fuelwood problem remain to be defined,
there is ample evidence that fuelwood collection is a
substantial burden to the peasant household, decreasing the
amount of time available for more productive activities,

2.2.2 Energy use in Agriculture

The lack of power to drive agro-processing equipment is
currently restricting growth in agricultural commodity
conversion and processing. The response by farmers to positive
changes in macro-economic policy has been dampened by the
deterioration of the transport sector and the problem amaller
decentralized private mills and o0il presses face in obtaining
fuel and gpare parts.

One dominant factor affecting the revitalization of these
decentralized private milling operations is the availability of
relatively low cost power systems that do not rely on imported
fuels.
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“u



*
24

L

e

Rice miJ]ling is a prime example. With the exception of
imported rice, all rice consumed in Madagascar is processed
either by hand or in "large" and "small" mills, "Large" rice
mills, with capacities ranging from 8-20,000 metric tons per
year are found in the major cities of Madagascar and in the Lac
Alaotra areas, a large surplus rice producing region. A
"amall" mill is defined as a rice decorticator with a capacity
of less that 8 tons of paddy per day, or less that 2,100 tons
per year (assuming 260 days of operation per year).

Mechanicael rice milling capacity in the rural areas of
Antananarive Province is rapidly expanding. Howeveir, growth is
being suppressed by lack of equipment (motors, machinsry and
spares), difficulties in obtaining fuel, and a very taight rural
capital/credit market.

However, there are still several issues that need to be _
resolved, particularly: 1if cheaper, more easily accessible and
serviceable inputs were available to these rural investors,
would this vwtrend towards rursal rice proces ‘ag accelerate? And
to what extent does the unavailability of local processing
facilities pose a constraint on the actual production of rice
and other agricultural products?

2.3 GDRM's Interest in the Energy/Natural Resource Sub-sector

GDRM's concern over natural resource deterioration has been
most recently expressed in the form of the "International
Conference on the Conservation of HNatural Resources for
Development in Madagascar"”. Held in Antananarivo in November
1985 under the sponsorship of the GDRM (MPARA and MPAEF) and
the World Wildlife Fund, the conference brought together
international and Malagasy experts to discuss natural resource
iessues, including their interactions, and to develop action
plans to address the country's major natural resource related
problems.

The conference was organized according tu four major
themes: (1) erosion control, soil and water conservation and
tree politics; (2) continental resources including foresis,
pastures and protected areas/reserves; (3) coastal and inland
water resources; and (4) education, training, extension and
information issues,

While the formal recommendations and action plans resulting
from this conference are not available st the time of writing
of this report, two common concerns emerged from conference
discussionsa:

] The need for more quantitative information on the
state of Madagascar's natural resources, including
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their extent, degree of deterioration and
relationships with maintaining or increasing
agricunltural productivity information deemed necessary
by all conference participants for purposes of
improved planning and decision making; and,

o The need for a more integrated, multi-disciplinary and
bottom-up approach in addressing Madagascar's
conflicting land use problems.

With regard to energy inputs to agriculture (both direct
and indirect), the Ministry of Industry, Energy and Mines
(MIEM) is taking the lead in exploring improved agricultural
processing methods and improved stoves as a means of increasing
agricultural productivity and conserving the natural resourcs
base,

Agricultural processing, primarily the milling of rice, is
now being accomplished in many places by using small rills
powered by diesel generators or motors. Rural inhabitants
realize substantial savings by employing these small
decentralized systemzs but the foreign exchange costas to
Madagascar are high and the dependability of the systems is
problematic. Spare parts are often difficult to obtain due to
distribution problems and lack of foreign exchange. As rice
production.is the most important economic activity in
Madagascar, MIEM is exploring the use of hydro-mechanical or
shaft power as a cheap, reliable and locally available means of
driving milling equipment, thereby improving production and
providing the rural Malagasy with more value added for that
production,

Hery Vao, MIEM's renewable energy resources group, is
currently developing an intensive improved charcoal stoves
strategy. This strategy will focus initially on a needs
analysis examining the artisanal sector, marketing constraints,
cooking habits and socio-economic analyses, followed by a
program of design, testing and dissemination.

‘3,0 AID/MADAGASCAR'S CURRENT STRATEGY: AN INTEGRATED APPLOACH
TO AGRICULTURE DEVELOPMENT

3.1 Rationale

AID/Madagascar's current CDSS reflects the above GDRM
interests and concerns; we believe that the interactions
hetween the agricultural sector and the component sectors of
forestry, energy, and natural resources need to be addressed if
Madagascar is to achieve sustainable development. As
Madagascar's human and livestock populations increase, greater
and conflicting demands are being placed on a constant land
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base. These pressures thus increasingly dictate that food,
fodder, wood and other goods be produced from the same land.

In this context, the promotion of agricultural or other
sectoral development against a background of natural resource
degradation appears to us to be inviting failure,.

3.2 Relationship to current CDS¥

The 1986 Country Development Strategy Statement (CDSS),
agreed to by USAID and the Government of Madagascar, emphasizes
agriculture. The CD3S also stresses the need to continue to
gather data and information in certain other areas and sectors
that directly affect agricultural productivity. In particular,

-the CDSS suggested that & pre-assessment be undertaken to
determine the role of energy, forestry and natural resources 1n

sustaining agricultural production, test out a féw small
interventions, and 1dent1fy areas sultable for further act1v1ty.

3;3>The Energy/ﬂatural Resource (E/NR) Pre—assessment"

To begin the above process, the Regional Economioc L
Development Services Office of AID" (REDSO/ESA) assembled’ a
technical team to carry out an initial reconnalssance 1n
July/August 1984,

The team undertook the following activities:
o . A general overall assessment of the energy/natural
. resource sub~sector, concentratlng on the level of.
‘knowledge and 1nformat10n avallable in the sub- sector.
o A preliminary assessment of institutional data and
“training- capabilrt1es in the forestry, renewable
energy, and environment sectors, focussing on
institutional and training constraints.

tro- A reV1ew of relevant on- 301ng GDRM progects.;-i;hrertf

3. 4 E/NR Pre assesement SumMary Findings:

3. 4 1 The Energy, Forestry and Natural Resource Subesectdrt(

Desplte the short duration of the 1n1tlal v131t, the
team was able to identify and collect a significant amount of
information on the forestry, energy and natural resource Co
sectors ‘in Madagascar. Field trips were necessarily llmlted to
the plateau region around Antananarivo and unfortunately,
little first-hand information or data concerning dlfferencea
between agro- ecologlcal zones was obtalned

6070B



- 10 -

However, a reasonably good sense of the availability of
information in these sectors and across ecological zones was
obtained through in-depth discussions with relevant GDRN
ninistries, the University and other groups in Antananarive.

The information gathered does not contradict the assessment
in the World Bank's Agriculture Sector Memorandum (June 30,
1983), which identified the serious deterioration of the
country's natural resource base as being a significant factor
contributing to the decline of Madagascar's agricultural
productivity.

The team concluded that the interactions between
agriculture, range, forestry, rural energy, environment, land
tenure and other socio-economic considerations appear to be far
more complex than our CD3S or the World Bank's memorandum would
suggest. While strategies for improvement exist, it seemns
inconceivable that agricultural productivity, rural income and
food self-sufficiency can be augmented without addressing the
interactions between potentially conflicting uses of the
natural resource base. The team alsc emphasized the need to
begin exploring these action areas now. Increasing population
pressure over much of the country circumvents the more
expensive rehabilitation costs that continued large-scale
environmental destruction holds for future generations,

3.4,2 BE/NR Sub-~sector Institutional Issues

Unlike many other developing countries, Madagascar does
have a technical base from which to address the energy/natural
resource sector. Furthermore, unlike most other couniries,
trained personnel generally have not left for more lucrative
posts overseas. Although most technical people prefer the
private sector as is expected, the basic infrastructure is
gtill intsact.

However, severe constraints impair the ability of this
human resource potential to be fully utilized. Some problems
are endemic to the country at large: lack of maintenance,
transport, and operating budgets. Also, while the technicsal
infrastructure is good, it is deteriorating and has not changed
to keep up with recent advances in technical fields. Dsata
gathering is presently at a minimum and analytical capacity is
severely limited.

The capability to extend technologies iz also constrained.
Not only have the formal training and extension services ercded
over the last decade but it is unclear whether their
strengthening alone would be sufficient to promote needed
incereases in agricultural production. Less costly, more
innovative approaches may now be needed, iacluding
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participatory extension or ocutreach programs (such as used in
the innovative Swiss/Malagasy Agroforestry Project now

underway).

The energy/natural resource sub-sector appears

to be more

seriously affected by budget constraints than other sectors;
available extension and research funds are often directed iunto

research and developuent of commercial activitiea,

Many of

those interviewed expressed concern that the productive base
will not be sustained unless serious attention is paid to the
efficient management of energy sand natursl resources.

The complete findings of the REDSO/ESA's Energy/Natural

Resource Pre-assessment are found in Annex I.

3.5 E/NR Accomplishments Under the Current CDSS

The FY 1986 CDSS identified energy and natural
one of four priority areas reguiring more data and
In addition, training and technical assistance was
in the identification and analysis of key problems
alternatives affecting the agricultural sector,.

This CDSS also identified technical assistance

resources as
analysis,
called for
and policy

and training

required to improve GDRM management in the energy/natural

regource sub-sector.

The Annex to the FY 86 CDSS included a chapter on the
energy and natural resource sectors, and listed a series of
specific recommendations, including the implementation of pilot
activities through centrally-funded projects such as Energy

Initiatives for Africa,

Despite the presence of only one USDH Officer at post and
the initial problems inherent in opening a new AID Office,

~ AID/Madagascar has made considerable progress in implementing a

nunber of recommendations resulting from the E/NR assessment
and current Strategy. More importantly, activities undertaken
have laid the groundwork for Madagascar %o take a more
integrated approach to agriculture sector development.

Specific accomplishments include:

%3.5.1 Information

With the assistance of REDSO, ST/FENR's Forestry Support
Program and USDA's Information Service, a number of literature

reviews have been conducted and up-to-date

documents/information have been furnished to relevant GDRM
ingtitutions on a wide variety of subjects ranging from
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agroforestry and genetic improvement of multi-purpose trees to
small scale charcoal briquetting technology and modular
agriculture education systiems.

3.5.2 Training

AID/M, using PD&S, central and project funds, has sponsored
participants in a number of short term training courses
directly related to development of an integrated agricultural
satrategy. These are:

3.5.2.1 The International Council for Research in
Agroforestry 8 (ICRAF) Training Course in Agroforestry Research
for Development

This course ias intended to enhance the professional
capabilities of research scientists and development planners
from developing countries for initiating and implementing
agroforestry research leading to the development of systems and
technologies that are hoth suitable to local conditions and
adaptable by local farmers.

Given Madagascar's increasing population, declining soil
fertility, rampant soil erosion on the hillsides and rice paddy
" gsiltation, uncontrolled exploitation of forest resources
coupled with a lack of cash reserves and inadequate
infrastructure among Malagasy farmers, AID/M believes that
agroforestry or farm forestry will be one of the keys to
successaful agricultural development on the island. In order
for Malagasy researchers and planners to be more cognizant of
land use problems and perhaps shift emphasis from commercially
oriented production research issues, AID/M has sponsored three
participants to this yearly course to date: one tree breeder
and one silviculturalist from FOFIFA/Forestry Research and one
agronomist from FOFIFA/Agriculture Research,

3.5.2.2 Regional Remote Sensing Facility Training/Nairobi

Considerable interest has been expressed by the GDRM in the
use of remote sensing technology for resource assessments,
inventories, etc. FTM (Institute National de Geodesie et
Cartographie) has submitted a proposal tc the Regional Remote
Sensing Facility in Nairobi for a pilot vegetation mapplng
study in the Morondava Region.

This pilot project was designed by FTM in order to
agscertain whether remote sensing imagery could be used to
up~date the 1965 1:500,000 mapping geries asg regards vegetation
and land use. The final production is intended to be a
1:500,000 map with routine topographic features from 1965 but
an up-date of the area of vegetation types as categorized by:
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humid tropical forest; dry tropical forest; thorn forest;
mangrove forest; savannah an savannah woodlands; rice paddy and
other agriculiure.

While AID/M considered FTM's proposal an important
beginning in direction of an inventory of natural resources,
AID/M and REDSQ/ESA considered it to be basically a mapping
exercise, falling short in addressing issues such as trend
analysis, foresat inventory techniques, land use practices,
etec., PFor these reasons, AID/M with assistance from REDSO/ESA
suggeated to GDRM that a multidisciplinary, inter-agency team
be assembled for training in remote sensing technology at the
Facility in Nairobdi.

GDRM agreed to this approach and a five person teanm
representing scientists and technicians from MPARA, FTHM, MPAEF
and the University attended a training course in remote sensing
applications in agriculture and natural resource statistics and
inventory techniques, at the Remote Sensing Facility in Nairobi.

3.5.2.3 S&T/FENR's Forest Administration and Management Course

AID/M, through the assistance of ST/FENR's Forestry Support
Program, sponsored the participation of the then acting
director of GDRM's Forest Service (now, an advisor to the
Minister, MPAEF). The purpose of this course is to provide
senior level LDC forestry officials with a working knowledge of
new developments in public and private forest administration
and management,

3.5.3 Pilot Activities

3.5.3.1 Hydropower for Agro-processing in Madagsasgcar:

AID/M and the GDRM through MIEM are funding a small
hydropower for agro-processing project in the village of Ampefy
in Western Antananarivo Province., The purpose of the project is
to put in place a facility for mechanically processing
agricultural products using locally fabricated power
equipment. The objectives of the project are to:

0 Put in place a pilot hydropower facility that will
demonstrate: Madagascar's ability to fabricate
essential machinery for power generation and its
ability to harness local energy resources;

0 Attempt to quantify the potential for increasing rural

incomes and for releasing pressures on the country's
overburdened transport infrastructure.

6070B



- 14 -

o Improve Malagasy capabilities to identify potential
sites for small-scale hydro-mechanical generation and
to determine the demand and potential for developing
alternative energy sources, including the eventual
exploitation of such sources for agricultural
processing;

0 Establish the industrial and technological base for
fabricating the machinery necessary for harnessing
hydro power; and

0 Build up the country's capabiiities to develop hydro
8ites and service and maintain hydropower
installations,

3.5.4 Assessments

In addition %o the Energy/Natural Resource Assessment, a
number of other assessments were undertaken in order to further
£fill information gaps regarding agricultiure productivity in the
CD33. These are:

35.5.4.1 Agro-processing

The Hydropower for Agro-processing Project was based on
asgsumptions that opportunities for rural investment in
processing facilities are currently growing at a rapid pace due
to: (a) GDRM's recent liberalization of agricultural (primarily
rice) pricing policies, (b) the GDRM's near total withdrawal
from collecting and marketing many agricultural products
(primarily rice), and (c) the severe deterioration of the
nation's transport infrastructure that is retarding the
movement of agricultural goods to central processing facilities.

However, these assumptions are made on a relatively limited
data base and have not been subjected to rigorous analyrsis,
Very little attention has been paid to issues concerning what
happens between points of production and points of consumption,
and how thege interim steps affect both production and
consumption.

Therefore, the Hydropower Project was designed to test
these assumptions in the project ares by including a series of
studies on local dynamics of rural investment, the linkages
between agricultural production and processing, and the
structure of Madagascar's intermediate agriculture sector. The
first of these studies entitled "A Preliminary Profile of Rice
Processing in Madagascar” was carried out by the Energy
Initiatives for Africa Project in order to provide guidance and
a framework for future work on the subject. Additional studies
are now being completed by Malagasy from various agencies under
supervision by AID/M.

6070B

'



- 15 -

3.5.4.2 Decentralized Power to Serve Rural Needs:

AID/M, with assistance from ST/EY and the National Rural
Electric Cooperative Association, (NRECA) is currently
undertaking an assessment of the potential for hydro power
development in Rural Madagascar. The study is intended to
provide GDRM with a clear picture of the investment opportunity
for decentralized hydropower for presentation to international
financial institutions,

When completed, this study will provide general information
on the powser sector in Madagascar, including tariffs,
ingtitutional settings, snd a review of hydropower studies
previously conducted. NRECA's final report will present the
prefeasibility~level analysis and will examine the energy
demand, supply and market opportunities for decentralized
hydropower with recommendations on whether to proceed with the
feasibility stage. If warranted, feasibility studies of
representative hydropower sites and poss2ibly complementary
projects will be performed to provide more detailed technical
and overall implementation design as a basis for investment
decisions by lenders. Subsequent stages include NRECA
assistance to GDRM in securing financial commitment from donor
agencies, and monitoring and evaluating projects to feed '
legsons on new experience back into the program assessment and
formulation process. In particular, NRECA is assisting the
World Bank to incorporate the recommendation of this study into
the Bank's Bnergy I project,

3.5.4.3 Institutional Capabilities in Statistics

The purpose of this assessment, which was carried out by
the Bureau of Census and the U.S, Department of Agriculture,
was to provide AID/M with a broad understanding of the
statistical capabilities of various institutions in GDRM
(MPARA, MPAEF, FOFIFA, INSRE) involved in the agriculture
sector, AID/M believes that clear knowledge of such
statistical capabilities is essentisl to Mission interest in
developing a program designed to assist the GDRM in
strengthening its statistical operations. In turn, & solid
statistical base is requisite to effective development
planning., A special effort was also made to evaluate potentisal
gites for microcomputer installations as well as specific
existing applications which could be developed at these sites.
The report also contained & set of recommendations as to how
AID/M might consider reinforcing current resources and
statistical activities of selected GDRM institutions, These
recommendations have been instrumental to AID/M and other
donors in developing strategy and bilateral programs sand
projects,
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4,0 FY '87 STRATEGY UPDATE: AN INTEGRATED APPROACH TO
AGRICULTURAL DEVELOPMENT AND PRIVATIZATION

4.1 Summary

It is increasingly evident to GDRM and AID/M that
sustainable agriculture and hence rural development in
Madagascar will depend on long term environmental stability.
S0il and water conservation schievable through forestry and
tree planting as well as careful evaluation of renewable energy
supply and demand options will ultimately be required to halt
the degradation associated with inadeguate land use choices
such as uncontrolled fuelwood and charcoal harvesting and
shifting agriculture. AID/M intends to promote activities and
concepts which demonstrate natural resource’'s contributions to
maintaining or increasing agricultural productivity and
environmental stability where appropriate.

It is expected that the power component of the
energy/natural resource portfolio will be gradually integrated
into a series of activities and policy anzlyses related to
agricultural processing. AID/M plans to continue work on .
decentralized power systems for agricultural processing and
proposes to examine the potential for locally manufactured
agro-processing equipment. REDSO/AID has been examining the
potential for promoting the revitalization of agricultural
processing in the country, and has carried out several
assessments as well as one pilot activity which tests the
potential for locally constructed hydropower turbines for use
in rice milling. A major assessment of agro-processing on the
igland is also proposed.

As the CDSS process begins to emphasize the saving of
foreign exchange, the promotion of FX earning activities and an
increased emphasis on private sector initiatives, previous work
undertaken over the last two and a half years by AID/M in the
E/NR sub-sector indicates the following opportunities:

) Promotion of indigenous fuel sources for local
industries, including the cement plants, through the
carbonization of thinnings from the Fanalamanga Pine
Piantations;

o Construction of micro-hydro schemes designed to
replace specific diesel plants, for use by major
export-oriented agricultural processing centers;

o Promotion of replication of locally fabricated

hydro-mechanical plants for powering decentralized
rice mills and o0il presses;
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0 Promotion of grass roots farming systems/agroforestry
concepts which not only protect and conserve the
natural resource base, but relieve foreign exchange
demands on fertilizer imports and generate on-farm
income through increased agricultural productivity.

AID/M is aware that staffing and logistical constraints
will necessarily limit our response to the opportunities
identified above. However, as previously stated, AID/M also
believes that to promote agricultural development in Madagascar
against a background of natural resource degradation, is to
invite failure. Our strategy therefore ias to take an
integrated approach to agricultural development through the
promotion of private sector emergy/natural rescurce initiatives
which have the potential for maintaining or increasing
agricultural production and environmental stability.

AID/M is proposing a judicious mix of activities including
networking/information exchange, workshops, short-term training
and technicel assistance support, assessments and local
currency support to selected projects intended to maximize our
effect and outputs while minimizing our inputs. It is hoped
that these activities will lay the groundwork for increased
donor involvement in addressing natural resource issues,

To implement this strategy, the key activities described
below will draw upon AID/W and regional funds and technical
staff, thus requiring minimal field support by AID/M.

4.2 Proposed activities

4,2.1 Information Exchange/Networking

AID/M, with REDSQ assistance, proposes to continue to draw
upon AID/W data bases for up-to-date information on research
and technologies in the energy, foreatry, natural resources and
environmental sub-sectors, with particular emphasis on
integrated systems such as agroforestry and farming systems
research and development.

With REDSC assistance, GDRM will be alac unofficially
linked to the S&T funded ICRAF implemented "Agroforestry
Noetworking in Africa" Project. Although this project will only
initially work in the East African highlands, much of the
species and technology research to be conducted will be of
direct benefit to Madagascar, AID/M will also request thLat FAOQ
provide a complete set of forestry, watershed management and
related documents to FOFIFA and MPAEF,
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In order for GDRM to be able to bring this information down
to the level of program planning, policy change and project
implementation, AID/M is also proposing to finance a study trip
for senior MPARA and MPAEF officials to Eaat and Central Africa
and the Sahel. The purpose of this study trip would be to see
project and program successes and failures in the
forestry/natural resource sub-sector in selected countries as
well as the relative success of using PVOs to implement tree
planting/soil conservation projects. The objective of the trip
would be to prevent these officials from making the same
program and project mistakes that these countries experienced
ten years ago.

1f possible, recommendations from the BUCEN Assessment of
the analytical capability of institutions in the E/NR sector
will be incorporated to the extent possible in any follow=-on
project to MARS I.

4,2,2 Short Term Training

AID/M hopes to continue to take advantage of selected short
term training opportunities, Televant to cur integrated
atrategy, offered by AID Central and Regional Bureaus as well
as by international agriculture research centeras, particularly
ICRAF, CIMMYT, TRRI and IITA. Courses of particular relevance
to our strategy would be those dealing in farming systems
research and development, agroforestry research and development
(including multi-purpose species research, alley cropping,
etc.), private forest administration, ag extension, land and
tree tenure, etc.

IITA will be holding an "Alley Cropping” workshop in the
near future and AID/M intends to sponsor two participants.

4,.2.% Short Term Technical Assistance/Assessments

AID/M hopes to continue the use of short-term consultancies
in support of other donor activities in those instances where
PV0, World Bank or GDRM programs are significantly advanced and
mesh with our strategy. Particular attention will be paid to
requests where substantial amounts of counterpart funds are
expected to be allocated.

At the request of the World Bank, AID/M proposes to explore
the possibility of channeling AID/W Technical Assistance
through this office for the design of three Bank funded
projects in Madagascar; Agricultural Institutions II, Forestry
III, and Energy I Projects. These projects are to a degree
substantively interconnected, especially in the area of
sustainable agriculture, agroforestry, soil conservation, and
improvement of the resource base. Such asasistance would enable
AID/M +to maintain a certain level of leadership in the sectors
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resulting from the REDSO executed E/NR Pre-assessment which was
well received by both the Bank and GDRM and kindled this
collaborative activity with the Bank,

This approach would also represent the least burdensonme
option for AID/M's continued involvement in these sectors vital
to long term development in Madagascar. Given the
inter-related assistance that may be required, AID/M would
expect possible roles for the Energy Initiatives for Africa
Project, the Forestry Support Program and various relevant
activities of ST/EY,

However, any such assisftance should conform to the following:
<] That it emphasize topics and activities identified im
the CDSS, or in the Energy/Natural Resource
Pre~assessment prepared by REDSO; and
o That such consultants be an integral component of
donor/GDRM teams, which shall be responsible for all

logistical arrangements.

Given the above criteria, thoge activities are worthy of
Technical Assistance support include:

4.2.3,1 Carbonisation of Pine Smallwood Feagibility Study:

GDRM has established and manages through its parastatal,
fanalamanga, an 80,000 ha pine plantation at Haut Mangoro. ;
Routine thinning on the plantation has been delayed and there
are substantial areas of the plantation where poor growth has
resulted in less than commercial timber quality stands. A
program of thinning and clearfelling is now starting which will
result in as much as 700,000 cubic metera per year of pine
smallwood with no commercial value other than for charcoal
production. At the same time the demand for firewood and
charcoeal in Antananarivo has led to widespread deforestation
and serious soil erosion, increasing siltation in irrigation
systems and waterways, and reducing soil fertility and carrying
capacity in key agricultural ecosystems.

The World Bank, under its Energy I Project, is proposing a
feasibility study in order to determine/demonstrate the
economic viability and 'practicality of utilizing pinewood
charcoal for household and industrial uses, If feasible, the
reaulting reduction in regional deforestmation, and the related
long term economic benefits to agriculture could be very
considerable. The objectives of the study are therefore to:
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Deaign & private sector oriented program and project
to carbonise, transport and market asubstantial volumes
of pine smallwood using aa a production technology an
appropriate combination of low cost centralized, fixed
and dispersed mobile kilns;

Construct, demonstrate and compare aseveral options for
private sector, small scale, dispersed carbonisation
technologies which may form a part of a least cost
approach to pine smallwood carbonisation in the local
context,

ST/BY and ST/FENR funds to provide the team leader and forest
economigt for this study.

4.2.3.2

Natural Resources Inventory

AID/M plans to consider the financing of a portion of the
local currency costs of the World Bank's proposed Natural
Resources Inventory (Ag Institutions II). Currently this
inventory takes into account only soils and water points, bdut
using local currency inputs as leverage, we will ask that
vegetation and erosion potential be also taken into
consideration in order to better reflect GDRM and AID/M

concerns,

AID/M proposes to discuss with the World Bank ways %o
revise the present work plan and proposed budget, so as to
reduce the role of expatriate consultants, and to expand the
effort to be undertaken by the Malagasy themselves.

AID/M also proposes to call upon the services of the

Regional

Remote Sensing Facility in Nairobi to represent our

intereats in assisting the Bank in developing the Terms of
Reference for the inventory and in providing guidelines and
support for eventual training of GDRM personnel involved in the
inventory effort,

4.2.3.3 Agro-processing/Ampefy

The Hydropewer for Agro-processing Project is premissed on
an analysis of the agricultural system in the country in

general,

and Ampefy in particular., Project conceptualizstion

and design were based on the assumptions that:

o)
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The existing large mills cannot meet the increased
demand, and their transport fleet cannot service the
farmera needs;

Rice production and marketing in Madagascar is
regionally and seasonally unequal; the availability
of decentralized mills would promote increased
production in the surplus regions;

Existing decentralized mills are often inoperable or
underutilized due to the lack of spare parts, and the
cost and availability of diesel fuel or electricity;

The lack of localized processing equipment ias also
constraining the production of other commodities, most
notably oil crops (groundnuts, and soy) tomatoes, and
maize; and

The unavailability of power systems is as significant
a constraint to the expansion of rural mills as the
unavailability of the milling equipment itself.

In order to evaluate and verify these assumpfions, AID/H is
proposing that an assessment be undertaken using project
resources and Malagasy agricultural specialists and backstopped

by REDSO.

o

A tentative SOW for this assessment as follows is to:

Develop and test a viable survey questionnaire for
wider application;

Gather detailed information on milling in Ampefy, the
Antananarivo Province, and additional national
information, if posaible;

Emphasize the micro-economics and financial
caleulations of the millers as well as the individual
farmers in the region; and

Establish baseline data to be used in evaluating the
success of the Subproject.

4.2.3.4 National Assessment of Agro-processing snd the Role of
Parastatals

In conjunction with the above assessment, AID/M is
proposing that a broader assessament be undertaken of
agro-processing, marketing and related transport throughout the

country.

The assessment will evaluaste the evolution of these

componenta during the period of nationalization, evaluate the
impact nationalization had on the infrastructure related to
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each component, and present a portrait of the status of each at
this time., A tentative SOW for this proposed assessment as ¢
follows is to: :

o Evaluate the constraints on increased production *

ariging from the changing of policies and the reduced
role of parastatals;

o Outline and evaluate the evolution and present status
of all relevant parastatals dealing with priority
erops (rice, maize, groundnuts, soybeans, tomatoes,
tobacco); study any substitute organigzations, groups
or institutions that have attempted to satiafy needs
unmet by existing or previous parastatals; and

hw

0 Evaluate the potential for improved, locally
manufactured processing equipment. '

4,2.%3.5 Internal Assessments

In order to expand our knowledge base in the agricultural
sector, AID/M proposes to use local currency and local
consultants to explore several issues resulting from the
Natural Resources Conference discussions, such as:

o The potential use of local currency funds through
Micro Realisstion to carry out farm
forestry/conservation projects in Madagascar;

0 An analysis of the educational system in Madagascar,
with attention to the training and support of
extension and technical staff in the forestry, natural
resource and agricultural areas; and

o Other assessment activities which might include
gtudies on one or two of the hydro-electric sites
identified under the earlier NRECA prefeasibility
assessment, and/or the artisan component of the
proposed multi-donor/MIEM charcoal stove program.

4.2.4 Workshops ‘ "
AID/M believes that the workshop format can be a fast, ’
effective way of presenting new ideas and concepts to GDRHM A

personnel., As such, AID/M, with REDSO/ESA assistance proposes
to sponsor the following two strategy-related workshops.

4.2.4.1 "Agroforestry Awareness" Workshop

To be conducted with ICRAF and REDSO/ESA assistance, the
objective of the workshop would be to demonstrate agroforestiry
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as a viable land use option in the face of Madagascar's severe
environmental degradation and declining agricultural
productivity. The workshop would focus on mid-to-~senior level
technicians and project managers from MPARA, MPAEF, MRSTD and
FOFIFA and regional representatives, The workshop would be
undertaken in three phases, The first phase would consist of a
reconnaissance visit by ICRAF consultants; the second phase
would be preparation of workshop training materials by ICRAF
and GDRM and the third phase would be actual workshop
implementation. Workshop coordination would be undertaken by
an interministerial committee. General terms of reference for
the ICRAF consultancy would include (in collaboration with the
Coordinating Committee):

o Conducting site viaits of all msajor land use systems
in Madagascar, identifying potentials and problems for
possible agroforestry inputs into those systems and
identify research needs; :

0 Meeting with MPARA, MPAEF, MRSTD, FOFIFA, Univeraity
and other GDRM personnel as appropriate to ascertain
and describe the level of awareness and interest in
agroforeastry as a land use system for Madagascar;

o] To the extent possible, describing, analyeing and
documenting existing farming systems practices in
Madagaacar;

0 Identifying problems and opportunities for
agroforestry interventions in these farming systems,
including training needs;

o Preparing a workshop implementation plan including a
list of recommended participants, eéestimated budget
(1ocal currency costs), schedule of activities,
timeframe, and training materials requirements and
responsibilities; and

0 Preparing a detailed implementation plan for the
second and final phases,

4.2.4,2 "Strengthening Forestry Research In Madagascar” Workshop

Research has played and continues to play a critical role
in the development of energy and natural resources in
Madagascar, albeit more in the traditional/commercial sector
than in non~-traditional aress., Both the personnel and the
infrastructure are present to conduct both basiec and applied
research although the former is somewhat out of date while the
latter has certainly seen better times but is still
operational., Research problems identified during the E/NR
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pre~-assessment are very similar to those in other developing
countries., In particular:

0 Inadequate mechanisms on the part of GDRM for
formulating national research priorities and for
coordinating research and development programs;

4] Conflicts between national, donor and user needs;

0 Lack of proper identification of and contact with user
groups;

0 Probvlems created by personal interest and politically

motivated research priorities; and

o Lack of information on snd difficulties in accepting
realities in rural areas.

To be conducted with REDSO and ST/FENR Forestry Support
Program assistance, AID/M is proposing a workshop which will
address these issues while facilitating GDRM determination of a
prlorltlzed forestry/natural resource research plan for
presentation to donors and for better allocation of GDRM
regources,

4.2.5 Use of Local Currency

AID/M is of the belief that only people can protect the
environment, and generate rural income in a self-sustaining
manner, and not governments or donors. As such, AID/M believes
that what is clearly needed in Madagascar is support of a
series of pilot initiatives, especially those which seek to
promote the use of self interest and farmer incentives in the
protection and management of the regource base.

While we are not proposing any bilateral project activities
of this nature in the near future, we nevertheleas intend to
uge loecal currency in order to support projects that promote
these concepts.

Madagascar is unique to the region in its ability to use
counterpart funds efficiently and cost-effectively. This is
due to two factors: highly qualified staff in segments of the
GDRM, and the private sector; experienced NGOs involved with
water supply projects; and a local village political structure
which can harness local labor.

The potential for significant activity by NGOs,
individuals, and communities in support of the energy/natural
resource strategy outlined in this memorandum is clearly

proven; what is now needed is an approach which provides for
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the more systematic review and selection of activities for
further support, In particular, it is recommended that a REDSO
review group be organized to assist the AID representative in
assessing whether proposed activities support the strategies
outlined in this document.

While we will consider all requests from the GDRM for
counterpart funds in support of World Bank activities in these
sectors, we are concerned about the capabilities of some of %the
institutions involved in the sectors, and will prefer a
project-specific or activity-specific approach rather than the
provision of program funds.

Activities selected for local currency support will be
selected according to the above criteria as well as the
following:

0 If possible, the use of local currency should be
handled and monitored by another organization (donor,
NGO, GDRM agency). Except for technical inputs from
REDSO ,if desired, the activity should require =
minimum or no management effort on the part of AID/M;

o The local currency should complement and not supplant
other funding sources, in particular locally generated
resgurces;

0 The activity should promote and lead to a
self-sustaining effort, utilizing the private sector,
and if practicable local communities, as the ultimate
change agent/beneficiary; and

o Besides supporting the energy/natural resource
objectives of AID/M, as outlined in this Appendix, the
activity should promote other CDSS objectives, in
particular support and improvement in agricultural
productivity, and the saving or earning of foreign
exchange.

Likely activities to be supported through local currency
saubventions would include:

4,2.5,1 Support to World Wildlife Pund/USA

AID/M and WWF/USA appear to have the same degree of
interest in improving the data and information base concerning
the status and trend of resources in Madagascar. AID/M is now
in the process of preparing a memorandum which outlines areas
for cooperation, including linkages to the RRSF in Nairobi.
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The objective of AID/M and WWF collaboration would be %o °
meld the conservation objectives and perspectives of WWF with
the development/farm forestry interests of AID/M, while taking
advantage of WWF's field presence in terms of implementation
and monitoring. At the same time, AID/M would alsoc be making a .
small, but important contribution to maintaining Madagascar's
biological diversity. REDSO will be called upon to develop
SO0Ws for development personnel to be included in WWF
agsessments.

AID/M has also asked WWF to prepare an informal note
concerning an "umbrella” activity in the area of remote
sensing/resource inventories which could be submitted for
funding by the MRSTD or another Ministry. Should GDRM's
reaponse be favorable, we would intend tec support a portion of
WWF's local currency costs.

4.2.5.2 Support to GDRM/Swiss Project Centre de Formation
Foreatier Professionel - Morondava and the Swiss Projet
d"Appui au Reboisement Villagecois-Firaisana

The Morondava Project carried out by the MPAEF and Swiss
Development Cooperation Program has three objectives focussed
on natural forest management. They are:

o Research on natural forest silviculture, management
and exploitations;

o Application of lessons learned/known in a
pilot/demonstration natural forest management systenm
and rational utilization of a timber concession of
10,000 hectares; and,

0 Training of national personnel, both government and
private sector in natural forest management and
utilization.

The project, manned by five Swiass cooperants and a like
number of Malagasy counterparts has been going for more than
four years. The project was visited by AID technical forestry
staff during the November 1985 International Conference on the
Conservation of Natural Resources in Madagascar. :

b

The project, in the judgement of AID staff, is progressing
very well as evidenced by the following points identified
during the field visit:
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A careful, detailed compartmentalized
management/extraction plan and infrestructure has been
put in place and full-scale logging is underway.

These extraction efforts have been carried out under
rigorous guidelines with minimum impact on remaining
forest;

Follow-up regeneration assessments, management studies
and related research as well as regeneration release
and replanting have been formulated which will assure
the sustained productivity of the forest;

A full scale sawmill has been set up in Morondava and
is presently supplying local and regiomnal timber
needs. Improved sawmill conversion and residue
utilization have been achieved thereby making best use
of extracted wood; and

A continuing series of training courses and on-the-job
training is underway. The research program has
already produced results especially on planting

practices for the most productive and demanded

species,

The Morondava Project with continued Swiss assistance will
over the next few years have developed a viable forest
management model for the dry deciduous forests of the West
Coast of Madagascar.

The Firaisana Project, under a similar arrangement with the
Swiss Development Cooperation and MPAEF as for Morondava, has
the objectives of:

o

6070B

Bncouraging every family in each fokotany to plant 15
trees per year for three years for soil conservation
purposes;

Making the rural population aware of the causes of
deforestation by analyzing water run-off, biomass
deterioration, and nutrient losgs due to erosion and
analyzing the importance of wood in the local economy;

Training the rural population/participating families
in nursery establishment and maintenance, site
preparation and planting techniques, and plantation
maintenance and follow-up;

Stimulating, mobilizing and encouraging the populastion
to apply skills acquired through the project;



o Evaluating farmer achievements as a means of providing
feedback to the extension approach and defining future
project activities. '

This project is also progressing extremely well and is one
of the few projects in Madagascar which has a people bhased,
bottom~up approach to development.

Because of the demonstrated commitment and effectiveness of
the present Swiss/GDRM teams in these two projects, AID/M
believes that local currency support to these endeavors would
be a wise invegstment. Moreover, these projects focus on an
important area of concern and local currency support would
constitute a minimal management burden for AID/Madagascar,
AID/M therefore proposes to initiate consultations with the
Swiss/GDRM officials with a view to providing local currency
support to the projects. This support would likely be focussed
on increasing project efforts on sensitizing 1local people on
the potential of the forests and exploring agroforestry
techniques to slow down the pace of shifting cultivation.

4,2,5.3 Support to PVOs

AID/M believes that PVOs are one of the most effective
mechanisms which can be used in supporting natural resource
activities which promote agriculture rehabilitation and
environmental stability. The only PVOs currently operating in
Madagascar are FIKRIFAMA (a local NGO with Lutheran World
Pederation affiliation) and Catholic Relief Services. Both of
these organizations have expressed interest in expanding their
project portfolios into the natural resource/agroforestry
sub-sector. Should they develop viable proposals in accordance
with AID/M's CDSS, we would be prepared to finance a portion of
local currency costs, subject to proposal review by REDSC and
concurrence by GDRM

4.2.5.4 Support to FOFIFA/Forestry Research

AID/W proposes to support two activities identified as
priority issues during the Natural Resources Conference which
will lay the foundation for future AID and other donor activity
in natural resource support to agricultural rehabiliftation.
These are:

] Multi-purpose species trials in collaboration with the
Swiss and FOFIFA;

0 Establishment of multi-purpose tree seed production
and storage facilities in collaboration with the Swiss
and MPAEF.

60708
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4,2.5.5 Hydro-Mechanical Power for Agro-processing

REDSO and AID/M earlier requested assistance from the

Energy Initiatives for Africa Project, to assess the potential

for local fabrication, inatallation and community operation of
a hydropower facility designed to provide shaft power for rice
mills and oil presses,

This pilot activity includes the local fabrication and
installation of two 40 kw turbines at the village of Ampefy, as
well as a series of assessments concerning the country-wide
potential for the techunology, and the relative importance of
alternative power sources. Consfruction has begun on the pilot
site, and the facility should be inaugurated by June, 1986,

If the pilot activity proves to be successful, AID/M
expects there to be a series of requests from communities and
private companies for similar sites, and assistance in
procuring turbines., The development of a private sector
financing facility would provide an idesl mechanism for
funneling the funds necessary for this activity to the private
sector; funds needed by communities and NGOs for such
installations could be provided through the existing
Micro-Realization and Micro-Hydraulique offices within the
Office of the President and National Rural Development Bank
(BTM), respectively.

In conjunction with any MARS follow-on activity undertaken
on agro-processing, it may be necessary to provide a nominsal
amount of short-term technical assistance to support additional
sites.

The Ampefy project is alsc a significant test of the
leverage available through the use of local currency. $150,000
from the EIA project waa supported by the use of the local
currency equivalent of $900,000. These counterpart funds were
allocated by the GDRM within four days of the formal request,
and have so far been used judiciously and closely follow the
implementation plan in the Project Paper.

The Ampefy project alsoc demonstrates the type of activity
that is possible with little expatriate technical assistance
input. Carefully designed short term assistance can usefully
support the competent Malagasy staff in the respective
ministries, and in the private sector, a situation not found in
other countries within the E/SA region.
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4.2.5.6 Other Local Currency Activities

AID/M is also considering local currency support to a .
number of other activities. Depending on further information,
field visits and analyses, AID/M proposes to support:

o Use of thinnings from Fanalamanga Scheme by the
private sector for charcoal, for household and/or

industry consumption {under the World Bank Energy I
Project);

o Partial financing of local currency component of at
leaat one of the NRECA-designed micro~hydropower
schemes (also under Energy I); and

o] Partial funding of dissemination/marketing of improved
locally made stoves (based on EIA/KENGO design, and
also in cooperation with Energy I);

o} Support, through a private sector funding mechanism,
and through Micro-Realisation and Micro~Hydraulique,
of replication of hydro-mechanical systems, if
necesasary.
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ECONOMIC ANALYSIS

Background

Characteristics. Madagascar is a large island about the size of
France, 224 miles off the southeast coast of Africa, with a
population of 10.3 million growing 2.8% annually (Table 1). The
igland is 994 miles long and averages 310 miles wide. The interior
is mountainous. The eastern region is hot and humid with heavy
rainfall, the southwest is semi-arid, and the central, higher
elevations are cool. The country has 18 major river basins.

1. POPULATION GROWTH

Annual

Percent percent

Year 1/ Total increase Index
1960 5.39 2.9 100.0
1970 6.80 2.3 126.2
1980 8.70 " 2,7 161.4
1981 8.96 3.0 166.2
1982 9.20 2.7 170,7
1983 9.45 2.3 174.7
1984 9.72 2.8 180.3
1985 9.99 2.8 185.3
0.27 2.8. 190.5

1/ Midyear

2/ Assumes same growth as in 1984. Also see
IBRD, Toward Sustained Development in Sub-
Saharan Africa, p. 82 and Madagascar
Current Economic Situation and Prospects,
October 1984, p. 3l.

Source: IMF, International Financial
Statistics, December 1985, p. 304
and IFS Yearbock, 1985, pp. 418-19,

Population density was 16.2 persons per square kilometer in 1983,
among the lowest in Africa, less than one tenth of the density in
Rwanda (Table 2). '

.
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2. POPULATION DENSITY TN SELECTED AFRICAN COUNTRIES

Area Pop. (m) Density '
Country (000 Xm2) (Mid-1983) per Xm2
Somalia 638 5.1 8 !
Sudan 2,506 20.8 8
Zaire 2,345 29.7 13 ’
Madagascar 587 9.5 16 -
Zimbabwe 391 7.6 19
Tanzania 945 20.8 22 H
Ivory Cosst 322 9.5 29
Kenya 583 18.9 32
Togo 57 2.8 49
Nigeria 924 93.6 101
Rwanda 26 5.7 219
Mauritiue 2 1.0 500

Source: IBRD, World Development Report, July 1985,
. 174.

In 1983, the latest year for which figures are availadble, GNP per
capita declined in all of the developing countries listed in Table 3
except for Malawi and Zimbabwe. Madagascar's GNP per capita is 23rd
from lowest among 35 low-income economies according to IBRD. In
1983, GNP per capita at market prices decreased to $290 from $320 in
1982, a decline of 9.4%. GNP grew only 0.1% annually during 1973-82,
with per capita GNP declining 2.5% annually. 1/

1/ IBRD, World Eank Atlas, 1985.
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3. GNP PER CAPITA IN SELECTED COUNTRIES

GNF per

capita
Country (1983%)
Ethiopia 120
Malawi 210
Tanzania 240
Somalia : 250
Madagascar 310
Kenya 340
Sudan 400
Zembia 580
Ivory Coast 710
Zimbabwe T40
Nigeris 770
Mauritius 1,150

Source: IERD, World Development
Report, 1985, p. 174.

Production is less dependent on agriculture than in many low~income
African economies. The aversge share of GDP in agriculture in
Sub-Saharan economies is 41%. In 1983, 33.9% of production was in
the services sector but only 31.5% in agriculture (Table 4).

4., SHARE OF GDP BY INDUSTRIAL ORIGIN

(1970 prices)

me
Industry (million) Percent
Agriculture,
foreatry,
fishing 77.8 31.5
Industry 36.4 14.7
Services 8.6 23.9
Public admin. 44,2 17.9
Import duties 4.9 2.0
GDI at market :
prices 246.9 100.0

1/ Estinmated. |

Source: IBRD, Madagascar, Current
Economic Situation and Prospects,
October 1984, p. 35.
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According to IBRD, real economic growth declined from 3.5% annually

during 1965-73 to 0.3% during 1973-83. At the same time, prices rose

from 4.1% to 13.9% annually. Life expectancy at birth was 49 years ?
in 1983, somewhat above the average of 48 years in low-income -
countries of sub~saharan Africa. Gross domestic investment was 14%
of GDP, less than the average of 16% in low-income countries of
sub-Seharan Africa. Although 87% of the labor force is in
agriculture, the sector produces only one third of GDP. About 20% of v
the total population is urban, growing 5.5% annually.

During the 1970's through 1979, the nominal foreign exchange rate
appreciated 37.€% against the U.S. dollar, after which the FMG
depreciated nearly 70% in nominal terms, reflecting high interest
rates in the U.S., appreciation of the dollar, slow growth in the
world economy, and low commodity prices (Table 5).

5. FOREIGN EXCHANGE RATE

Depreciation
‘ index
Year 1$=FMG 100fMG=$  (1979=100)

1970 276.03 .362 72.7
1971 261,23 .383 76.9
1972 = 256.05 <391 78.5
1973 235.43 425 - 85.3
1974 222.23 . 450 " 90.4
1975 224,28 . 446 89.5
1976 248,49 402 80.7
1977 235.25 .425 85.3
1978 209.00 .478 96.0
1979 201.00 .498 - 100.,0
1960 225.80 443 89.0
19€1 287.40 .348 69.9
19€2 267.71 . 272 54.6
1983 492,16 .203 40.8
1964 658,02 .152 30.5
1965(12) 615.79 .162 32.5

-t

1/ End of period.

Source: IMF, International Financial
Statistics, December 1985, pp. 304-5
and IFS Yearbook, 1985.




NOMINAL AND REAL EFFECTIVE EXCHANGE RATES, 1972~85
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6. FOREIGN EXCHANGE RESERVES

Year § million

1965
1970
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985(8)
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Source: IMF, International Financial
Statisties, December 1985,
P. 305.

The terms of trade have moved against Madagascar since 1980,
declining 22% in 1981 and recovering somewhat in 1983. The terms of
tgade were considerably more favorable in 1970 than in 1980 (Table
6 - ‘ .

v

7. TERMS OF TRADE

(1980=100)
1970 ' 112
1979 103
1981 18
1982 80
1983 93 _ .
Average annual
growth, 1970-82 (%) 2.3 .z

Source: IBRD, Toward Sustained
Development in Sub-Saharan
Africa, p. 67. 1983 figure
from IERD, World Development

Report 1985, p. 190.
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A in most other African economies, growth of agrlcultural and food
production was lower during the 1970's than during the 1960's and
was considerably less than population growth, which resulted in
continuing decline in per capita food and agricultural output since
1970 (Table 8).

8. ANNJAL GROWTH RATE OF FOOD
ARD AGRICULTURAL FRODUCTION

(Percent)

Production
Itgm Production per capita
Food
1960-70 2.7 0.5
1970-82 1-7 -0.9
Agriculture
1960-T70 2.7 0.5

Source: IERD, Toward Sustained
Development in Sub-Saharan
Africa, August 1984, p.77.

The failure of sgricultural and food productlon to keep pace with
population growth has resulted in a major decline in food self
sufficiency in the early 1980's, when food production per capita
fell to 815 of the 1969-71 average (Table 9).
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9. INDICES OF PER CAPITA AGRICULTURAL
AND FOOD PRODUCT1ON

(1969-71=100)

Year Agriculture Food
1974 101 9% )
1975 97 96
1976 98 95
2977 95 90 :
1978 B84 85
1979 92 .89
1980 g2 88
1981 86 82
1982 85 80
1983 84 B8l

Source: USDA, World Indices of Agricultural
and Food Production, 1974-83, July
1984 ) po l43¢

Progress since independence. After independence in 1960, GDP grew
about 3% annually during the next decade, barely maintaining output
per capita, but economic growth slowed virtually to zero during the
1970's and by 1S83 real per capita GDP was 28% below the level in
1972. Slow growth characterized all sectors of the economy.
Agricultural cutput ceased to grow significantly, and yields
stagnated or declined. Imports of rice increased, the volume of
agricultural exports remained stagnant, and the transportatlon
system deteriorated substantially. :

Poor economic performance was atiributable to major macroeconomic

policy deficiencies. Widespread nationalization was introduced

following the military coup in 1972 and reinforced in 1975 under the

present administration. Nationalization was accompanied with a broad
interventionist approach in both the private and public sector.

Private enterprise and foreign investment were discouraged. High ' -
priority was given to investment in manufacturing of import

substitutes to the exclusion of investment to produce agricultural

and mamifacturirg exports. Concurrently, the terms of trade became .
less favorable.

Although economic policies and performance have followed a pattern
all too familiar in Africa, the consequent economic deterioration
was somewhat less than average for low-income developing economies.
In 1977, total external public debt was 13% of GDP, slightly over
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half the average of low-income economies, and debt service payments
were only 3% of export earnings.

In 1978, however, the GDRM initiated a major expansion of public
investment, largely by external financing. Recent economic problems
are the direct result of this excess of investment which greatly
exceeded domestic savings. Public investment rose 13% annuaslly for
the following three years and total investment rose from 14% of GDP
to 25% in 1979 and 1980. Imports rose in association with the higher
level of investment but exports remained stagnant and the terms of
trade continued to deteriorate. By 1980, the GDRM was having
difficulty paying debt service obligations which had tripled as a
result of the dramatic increase in the external debt outstanding
from $819 millicn in 1978 to $2.1 billion in 1981, a 37% annual
increase over three years. By 1982, debt service obligations had

increased to $2¢5 million, nearly 75% of exports of goods and

services. Az a result, the GDRM rescheduled debt in 1981 and 1982,
which decreased debt service payments about 50%. Another
rescheduling in April 1984 reduced debt service from 80% to 38% of
exports of goods and services.

The rapid increase in public investment was accompanied by major
increases in the capital budget and budget deficit. Total
expenditure doutled between 1978 and 1980, declining slightly in the
following two years. The budget deficit gquadrupled to 17% of GDP,
declining to 6% and 5% in 1982 and 1983. However, real GDRM
expenditures declined after 1980, falling to 55.6% of the level in
1980 and remaining constant in real terms while real revenues roze
somevhat in 1984 and 1985 (Table 20). Net domestic credit increased
62% in 1982 and consumer prices rose an average of 22,5% snnually

from 1979 through 1983 (Table 16).

By 1980, the trade balance was SDR 252 million in deficit and the
current account deficit, which had been only 2% of GDP in 1978, was
SIR 460 million, 137% of merchandise export earnings. Foreign
exchange reserves were drawn down virtually to zero in 1979 and
1980, In 1981, the GDRM limited imports sharply and by 1985 the
merchandise trade deficit had been nearly eliminated. In the
meantime, however, the multiyear investment and import binge had
accumulated SDR 2.2 billion of current account deficits (Table 24).

Through April 1582, the FMG had been pegged to the French franc
wvhich resulted in major apprecimtion of the FMG as domeatic prices
rose rapidly. Ir April 1982, the FMG was allowed to float in
relation to a basket of currencies and was devalued 15% in May 1982,
64 in May 1983 and & further 2% in July, 10.5% in September 1983,
and 15% in 1984. As a result, the nominal exchange rate had
depreciated 69.5% by the end of 1984 compared with the end of 1979
(Table 5). The real effective exchange rate had depreciated to near
the 1978 level. By 1985, the GDRM's major program of policy reform
was beginning tc restore equilibrium to the economy.



Key Sectors _ : s
Agriculture. Agricultural production varies widely from
sophisticated, mechanized operations on the large sugar cane and *

cotton estates in the northwest to simple subsistence  farming. About
20% of the cultivated land is irrigated and another 20% has partial
water control. hice terracing and water control is common in the
valleys of the Lrighlands. Coffee is mainly a smallholder cash crop,
often in associetion with vanilla, pepper, or cocoa. Cultivation of
cloves is limited to harvesting. Animal power is common on
traditional farms for preparing rice fields. Most large estates are
operated by state companies owned by GDRM but production is
dominated by smell holder agriculture.

=g

Rice is the primary foodcrop and the most important single economic
activity. About T7O% of the population is engaged in production of
rice, which covers about 1.2 million hectars, between 35% and 50% of
permanently cultivated land. In the coastal areas of the east
farmers produce one crop annually with yields of about 1.2 tons per
hectar, on farms averaging 1 hectar. In the centrsl highlands, water

control and cultivation methods are better and yields average 1.8 to
2.0 tons per hectar.

Domeastic production of rice was virtually constant through 1982
while imports rose, aversging about 10% of imports since 1980. Low
growth of the agriculture sector was the result of unwise GDRM
policies. Producer prices of rice and other crops, such as
groundnuts and eugar, were raised during the 1970's but by less than
the increase in consumer prices. Producer prices of export crops
were kept low by high implicit taxes which average 50% of the export
price and supply nearly 25% of budget revenues., Improvement of
production incentives were subordinated to control of inflation and
increasing budget revenues.

In the 1970's, GDRM replaced the private trader with public entities
to assure that emallholders received the official minimum price for
crops but the newly created state rice monopoly was unreliable in
collecting crope and making payments. As a result, private traders
continued to collect export crops but export marketing was limited
to state enterprises. Supply of agricultural inputs diminished
because of the shortage of foreign exchange. The major expansion of .
credit to emallholders in the 1970's appears to have been used K
largely for consumption and repayment performance has been poor.

GDEM's major emrhasis during the late 1970's was on investment by
state enterprises such as irrigation schemes, state farms, a state
machinery rental company, and a large-scale military rice farm.
Projects in the public investment program were prepared poorly and
public enterprises often were not commercislly viable. In short, the
socialization of agriculture was unsuccessful.
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Since 1982, GDRM has attempted to correct these problems through a
liberalization program to increase real producer prices and by
allowing private traders to compete with state enterprises. A number
of uneconomic investment projects have been abandoned. A physical
and financial program to rehabilitate state enterprises has been
initiated and more foreign exchange has been allocated to spare
parts and equipment, GDRM responsibility for agriculture was divided
into two ministries~-the Ministry for Agricultural Preduction and
Reform (MPARA) and the Ministry for Livestock, Fisheries, and
Foreste (MPAEF). While progress has been made since the crisis of
1980-81, major tasks remain such as further price liberalization,
more reliance on free local rice markets, restoration of credit for
farmers, and policy strategies for major export crops,

In May and June 1983, the GDEM introduced a major reform of rice
policies including elimination of the state marketing moncpoly for
paddy and rice, except in the lLac Alaotra and Marovoay schemes, and
allowing consumer prices to be set by the free market within a floor
price of 65 FMG/kg for paddy and a ceiling price of 300 FMG for
rice. This increased producer prices by as much as 25%.
Libverslizatior of marketing was accompanied by introduction of
sealed-bid auctions at the beginning of the harvest season in lac
Alaotra and Marcvoay of a part of the paddy to be collected by
SOMALAC, with tke producer prices determined by auction prices. As a
result, producer prices rose about 20%. A new policy also was
adopted to sell imported rice at an import parity price to avoid
consumer subsidies., The third major policy reform was to plan a
phased reduction of rice imports until self sufficiency of rice
production is reached in 1987, ‘

The major export crops are coffee, cloves, and vanilla, with lesser
exports of cocos, pepper, sisal, and butter beans. Producer prices
and marketing margins for the major export crops are set annually by
the GDRM. Private traders participate in collecting, processing, and
storing export commodities but exports of cloves and coffee are
jimited to atate monopolies. Export companies are guaranteed an FOB
price which is well below international prices, the difference being
deposited in a stabilization fund, which in practice, is transferred
to the general tudget of the GDRM, making up nearly one quarter of
budget revenues of the government. This difference is an implicit
export tax amounting to an average of 50% of the world price of
major export commodities. :

Coffee is the largest single export commodity, earning 38% of
foreign exchange earnings in 1983. However, producer prices have not
kept pace with domestic inflation, replantings are small, and yields
have been decliring. Vanilla exports provide 20% of foreign exchange
earnings. Madagascar produces 80% of the world's production of
vanilla. Real producer prices have declined somewhat. Producer
prices of the trird largest export, cloves, also have declined over
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the last five years. Normal proddction volume fluctuates, with low
output every fourth year.

Cotton is the key raw material for the textile industry. Production .
in the early 19£0's was leas than average for the preceding decade
but producer prices were raised in 1985 and in 1984 GDRM
discomtinued fixing cotton prices, leaving management of prices to a
comnittee of preducers and manufacturers.

10. PRODUCTION OF FOOD CROPS, 1981-85

: (oooMT)
Crop _ 1981 1982 1983 1984 1985
Paddy 2,012,.0 1,970.0 2,147.0 2,131.0 2,178.0
Corn 120.7 113.0 132.1 141.0 140.0
Manioc 1,670.1 1,898.3 1,992,2 2,047.1 2,142.0
Sweet potatoes 398.6 356.1 463.0 462.5 450.0
Potatoes 160.6 200.8 252.7 263.5 263.6
Total - 4,362.0 4,538.2 4,987.0 5,045.1 5,173.6

Source: IMF, Recent Economic Developments, December 1985, p. 5.

11. PRODUCTION OF MAJOR CASH CROPS, 1981-85

{000 MT)
. Grop 1981 1982 1983 1984 1/ 1985 2/
Export crops:
Coffee, unroasted 83.5 8l.2 80.8 Bl.4 82,0
Vanilla, green 4,3 5.5 2,2 6.9 5.6
Cloves 10.8 9.9 4.2 18.0 14.0
Pepper 2,9 . 2.6 2.6 2.6 2.8
.Cocoa 1.8 1.9 2.8 3.0 2.3 .
Butter beans 5.0 6.2 5.8 7.1 5.8 *
Sisal 15.4 15.1 12.5 12.3 12.5 .
Industrial crops:
Cotton seed 28.0 25.9 26.3 32.5 36.5
Sugar cane 1,420.4 1,408.6 1,615.8 1,660.0 1,744.0
Groundnuts 32.9 29.6 %2.3 31.5 31.5

1/ Preliminary.
2/ Estimate.

Source: IMF, Recent Economic Developments, December 1985, p. 8.
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Industry. All major mamufacturing enterprises, which are
concentrated in food processing, textile, and clothing production,
are owned by the GDRM. After 1979, manufacturing production declined
from 79% of capacity to 50%, largely because of the shortage of
foreign exchange. In 1984, prices were decontrolled on products
constituting 35 to 40% of manufacturing value added.

The manufacturing sector grew rapidly after independence from 4% of
GDP in 1960 to 13% in 1970, growing about the same rate as GDP in
the 1970's, and declining after 1979. Growth was mainly in import
substitution industries with high protection from external
competition. Because of shortages of foreign exchange during the
last few years and siructural inefficiencies, a large number of
firme stopped or substantially reduced production. Capacity
utilization declined from 75% in 1979 to less than 50% in 1962, Many
firms were operating at 10% to 20% of capacity and only a few, such
as cement, clotting, textilea, sugar, salt, and cigarettes continued
to operate at 6C% to 80F of capacity (Table 12).

Manufacuring provides two thirds of industrial value added, mainly
from food processing and textile production, As a result,
manufacturing output is not very diversified and is dominated by
final consumer goods., Of the 33 major products, 22 (66.7%) are
consumer goods such aa food and tobacco products, garments,
footwear, soap, matches, and batteries, 5 are petroleum products,
such as kerosene and butene, and only 5 are intermediate products,
such as paper, metal sheets, cement, nails, and paint. Almost no
capital goods are manufactured. Exports have been only 5% to 10% of -
total production and only the textile industry has exported more

than 10% of outyut.

Because of high protection from imports of competing products and
exemptions from duties on imports of raw materials and capital
goods, dependence on foreign supplies of intermediate and capital
goodé has increased. Between 1981 and 1983, 60% of raw material
inputs were imported. This strategy has discouraged domestic
production of raw materials and exports.

In 1982 there were %62 mamufacturing firms, most of which employed
less than 5 workers. About 100 firms produce 80% of output and 14
firme produce 9% of mamufactured exports. Firms employing over 100
workers provide 80% of employment.

Nationalization of banks, insurance companies, large trading
companies, and agricultural marketing during the 1970's seriously
impeded foreign and domestic investment and growth of the gector.
Nationalizaticn policies were intended to reduce foreign ownership
and by 1980 much of the sector, particularly foreign owned firms,
had been either nationalized or the GDRM had acquired equity
participation. Of the total of 362 indusirial firms, the GDRM owns
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40 enterprises, has majority ownérship of 17 firms, and a minority

interest of at least 33% in another 14 firms. Firms in which the ’ '
GDRM holds at least 50% of ownership produce 65% of output and
employ 65% of manmufacturing workers. In 1978, the GDRM adopted a
charter of socislist enterprises under which firms in which the *
state owned 51% or more were to be managed by a committee with
worker representation, reporting to & policy council. The objective
of the charter is to provide employment and produce goods at low
cost. Thia program has progressed slowly and only 13 of the 57 firms
in which the GDKM holds majority ownership have been designated
socialist enterprises. Price controls have been particularly
damaging in the sugar, vegetable o0il, cement, and jute bag
industries.

Manufacturing wages averaged $56 ver month in 1985 plus social
pecurity and other charges which added 20% to wage costs. The
minimum wage in nonagricultural firms was $39 per month. Since
nominal wage increases have lagged behind inflation during the last
few years, real wages have declined. Major depreciation of the
foreign exchange rate has reduced mamufacturing wages to less than
wages in many African countries but manufacturing wages are still
considerably higher than in the Asian subcontinent. GDRM permits
vwhich are required to dismiss workers, are seldom granted.

In January 1985, IERD approved an industrial sssiastance credit of
$40 million, surplemented by a credit of $20 million from the
Special Facility for Sub-Saharan Africa approved in November., The
purpose of the credits is to: (1) bring about policy changes in the
industrial sectcr; (2) improve efficiency; (3) increase utilization
of capacity; and (4) expand production of exports and consumer
goods. The credits were in support of the Consultative Group's
endorsement in 1984 of the GDRM's industrial reform program, the
firat review of which was concluded successfully in July. Most of
the financing is to be used to import spare parts, raw materials,
and other inputs for priority enterprises, but $5.0 million is
earmarked for equipment to rehabilitate selected enterprises, and
$1.5 million is for technical assistance to the Minisiry of
Industry, Energy, and Mining.
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12, IHDICES QF MINING AND MANUPACTURING

' BEOI)Q.Q_TION s 1980-84

(1970=100)
Sector 1980 1981 1982 1983 1984 1985
Pood proceseing 89 7 60 68 T6 €0
Textiles 158 149 144 151 158 139
Clothing 131 121 K 90 90 84
Construct. materials 42 31 33 37 32 30
Fetroleum refining 89 63 61 34 0 35
Chemicals 17 124 94 108 115 100
Extractive induatry 137 9 57 52 86 67
Tobacce 161 138 144 27 164 135
Printing 8l 87 78 8l & 73
Paper 197 170 151 162 140 139
Vood 68 62 586 43 40 53
Transport eguipment 112 52 14 8 8 7
lLeather 345 307 293 279 228 354
Rubber 227 140 & 145 115 117
Overall 115 98 85 88 92 85
1/ Batimated.

Some: Mk, Becent Economic Developmente, December
1985, p. 14.
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Macroeconomic Indicators

Gross domestic product. Tables 13 and 14 are included to help put
production performance in perspective. During the 1960's, real GDP
rose 2,9% ennually and GDP per capita remained more or less level,
but growth declined to 0.3% annually in the 1970's and remained
stagnant through 1985 except for 1979 and 198C. If 1980 is taken as
the base year, GDP declined 1.3%% annually through 1985. The decline,
hovwever, was alnost entirely in the industrial sector where output
decreased 5.5% annually. Net imports decreased 11.4% annually,
largely imports of industrial raw materials, and manufacturing firms
dependent on imported raw materials reduced production to well below
capacity, and in some cases closing down.

Agricultural prcduction was stagnant during the 1970's along with
all other sectors, except public administration, but rose to a
somewhat higher plateau in 1979, 1980, and 1981, However, since 1981
agricultural prcduction has been steadily rising. Using 1981 as the
base year, real agricultural output rose 3.5% annually through 1985
while GDP incressed 0.8% annually.

¥hile monetary, fiscal, and exchange rate adjustments have had an
overall salutary effect on the economy, the rate of investment hae
suffered, decliring 7.4% annually since 1980. The decline is
overstated, however, since 1980 was a year of abnormally high
investment. Gross domestic investment had declined from 15.6% of GDP
in 1970 to a low of 10.7%4 in 1978, almost doubling to 19.0% in 1979
and remaining at that level in 1980, Gross investment declined again
to 13.4% of GDP in 1982, Since investment has remained constant at
about FMG 135 billion, the ratio declined still further to 12.7% by
1985. Table 15 shows that gross investment in current prices
increased 31.2% between 1981 and 1984, but after adjustment for
infletion, investment did rot increase and real investment in tools,
machinery, and instruments declined sharply. Overall, the rate of
investment has not been sufficiently large to sustain rapid economic
growth but the increase needs to be associated with economically
feasible, predominantly private, investment projects which earn or
save foreign exchange and be financed with rapidly expanding foreign
change earnings from agricultural exports.
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. 13. GROSS DOMESTIC PRODUUY 4ND USE OF RESOURCES, 1981-85

1/ Estimate.

Agriculture 412,0  394.0
Services 4260 408.0
Public secter 102.0 106.0
Import taxes 58.0 7.0
GDP 1,123%.0 ,Oiiu
Change (%) 0.8 -9.7
Net importe of k
goods, N¥S 1%6.0 81.9
Total resource 1,2%9.0 1,095.0
Change (%) 0.2 ~13.0
Coneumption

Private 868.0 8.0
Publie 154.0 154.0
Gross investment 237.0 163,0

799.0
149.0
133.0

2983

420.0
152,0
405.,0
1058.0

28'0

1,005 0
0.9

8.0
1,086,0
0.5

804.0
150,0
132.0

(MG villien in 1982 prices)

444,0
146.0
409,0
110.0

27,0

1,026.0
2.1

61,0

Annual
change
. 1980-85
1985 1/ (%)
452,0 1.9
15600 "5-5
412,0 0.7
11%.0 2.1
25.0 -9.%
1,045.0 1.%
. 109 ——
3900 "11.4

1,084.0 -2.6
«0.3 --

79%.0 1.6
155.0 0.1
135.0 ~7.4

Source: IMF, Hecont Boonomic Developments, September 1984 and December 1985.

Pe 3

-



14, NATTONAL ACODUNTS

(R4G million)
Amnal Amusl
growth growth
60-70 70-81
GDP/NP 190 1976 1978 99 190 198 (%) &)
GDP by industrisl .
arigin at constant
1970 prices:
Agriculture 7,80.0 73,90.0 71,300.0 76,400.0 78,300.0 T7,00.0 —~ 0.3
Manufacturing 46,000.0  46,700.0 50,100,0 56,500.0 55,000.0 41,90.0 — 0.3
Constructiam — — — — — -_— — —_
Electricity, gns,
and water - — - —_— - — - —
Trarsport, comm-
nicatios — —_— — - -~ —_— — -—
Trade, Firance - -~ — — -— - — -—
Public edminig-
ratim, defense  33,700,0 3%,300.0 37,300.0 40,000.0 41,700.0 42,000.0 - 1.5
Other Wranches %,90.0 PHB,60.0 90,000.0 100,20.0 100,30.0 &,000.L0 — .1
GDP at factor cost  249,400.0 24,9500.0 248,700.0 273,100.0 275,300.0 20,000.0 -- 0.3
Net indirect taxes - —_ — - - —_ — -
GDP, market prices = 249,400.0 24,9%00.0 248,700.0 273,100.0 27,300.0 260,000.0 2.9 0.3
Resources and ex-
penditures at
canstant 1970
market prices:
&P 2£39,100.0 24,70C0.0 245,900.0 269,700.0 271,600.0 245,700.0 2.9 0.6
Factor peyments ' :
abroad (net) ~10,300.0  -2,500,0 -2,800.0 - 3,400.0 -3,700.0 -4,300.0 -~  —
cop 249,400,0 249,500.0 248,700.0 273,100.0 275,%00.0 20,000.0 2.9 0.3
Imports of goods,
NES 59,600.,0 36,500.0 44,100.0 62,400.0 58,000.0 46,1000 4.5 -1.3
Export of goods, -
NFS 56,800.0 44,800,0 50,700.0 51,400.0 48,700.0 46,700.0 6.2 =0.2

Total rescurces 52,200.0  241,200.0 242,100.0 284,100.0 284,600.0 249,400.0 2.6 -0.1
Priv. Caxmmption 167,200.0 162,900.0 165,600.0 175,100.0 175,800.0 159,800.0 1.9 =0.2
General Goverrment

oonsumption 46,100.0 46,800.0 49,800.0 57,100.0 59,600,0 52,100.0 3.0 1.4
Gross domestic ‘
investient 38,900.0  31,500.0 26,700.0 51,900.0 49,20.0 37,500.0 5.4 0.1

Source: IBRD, World Tobles, Jamuary 1984, p.Xe2-203.
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15. GROSS INVESTMENT, 1981-84

(¥MG billion)

Sec tor 1981 1982 1983 1984  1984(%)
Soil improvements 5.4 4,0 8.4 14.0 7.5
Construction Ti.2 61.1 .3 82,2 44.0
Residential 17.0 17.0 20.6 23.2 12.4
Nonresidential 26.8 17.6 22.8 24.0 12.8
Other construction 27.4 26.5 27.9  35.0 18.7
Transport 11.7 12.1 15.2 22,2 11.9
Equipment, tools 55.2 50.0 57.9 586.1 3.1
Machinery, equipment 52.4 47.6 53.9 51.3 27.4
Tools, instruments,

appliances 2.8 2.4 4.0 6.8 3.6
Studies 4.8 3.0 4.9 7.0 3.7
Change in stocks -5.8 2.8 3.0 3.5 1.9
Total 142.5 133.1 160.7 187.0 100.0

Source: IMF, Recent Economic Developmenta, December 1985, p. 19.

Prices. Except for 1974, inflation was controlled quite well,

averaging 4.6% snnually until 1979, when the surge of investment

began to influerce consumer prices (Table 16). During the five years
following 1978, inflation averaged 22.8% annually. Monetary, fiscal,
and import curbs had a moderating effect on prices in 1983 and
finally brought inflation to less than 10% in 1984 and 1985.

The consumer price index (CPI) base period and weighta were
established in 1971-72 and is measured for low-income and
high-income families. Since many controlled prices are included in
the index, the CPl is not an accurate reflection of market prices.
Controlled items have a weight of 34% of the low-income CPI. The
low-income index is weighted 75% of the overall index. Since 1982,
the GDRM has reduced somewhat the comprehensive producer and
consumer price controls. Producer prices were abolished on minor
crops but retained on the eight major crops. Requests for increases
of industrial prices are automatically approved within 30 days
unless formally rejected by the GDRM. Industrial goods providing 35%
of value added were decontrolled in 1984 and early 1985 and another
25¢ of value added were decontrolled late in 1985.
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16. CONSUMER PRICE INDEX

(1980-100)

Annual
Year Index 1/ change(%)
1970 41.2 2.74
1971 43.5 5.58
1972 45.9 5.52
1973 48.7 6.10 . .
1974 59.4 21.97
1975 64.3 8.25
1976 67.5 4.98
1977 69.6 3.11
1978 74.2 6.61
1979 84.6 14.02
1980 100.0 18. 20
1981 130.5 30.50
1982 172.0 31.80
1983 205.3 19. 36
1984 - 225.5 9.84
1985(7) 245.0 8.70

1/ Annual average for calendar year.

Source: GDRM, National Institute of
Statistics and Economic Research
December 1985,

Employment and wages. The agriculture sector employs 87.0% of the
labor force and the industrial sector only 1.4% (Table 17). However,
this major predominance of agriculture is not characteristic of
wage-paying employment, in which the manufacturing and mining sector
employs 33.2% of wage-earning workers and the agriculture sector
employs 23.3%. From 1981 through 1984 agricultural wage employment
rose 0.7% annually, about the same rate as total wage employment
(Table 18). The service industries grew 1.5% annually and employed
40.7%¢ of wage-earning employees.

Manufacturing employment fluctuated widely, declining 4.7% in 1982,
riging 8.2% in 1983, and falling 2.3% again in 1984. The
construction sector which employs nearly 11.0% of total wage-earning
workers, declined 9.5} in 1984, reflecting credit and fiscal
restraints. Employment in the chemical industry fell 25.1% because
of the shutdown of the GDRM-owned match factory.
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The level of employment does not _closely follow changes in
production because of official policy to shorten hours worked and
avoid layoffs when demand falls or shortages of raw materials
curtail production.

Minimum wages are flxed by the GDRM for a wide range of skilla, but
the GDRM has encouraged wage restraint. From 1982 through July 1585,
the minimum unskilled wage rate rose 27.8% while consumer prices
rose 39.5%, indicating a significant decline in real wage income.
Public sector wages were raised 7.7% in 1984 while the cost of
living rose 9.8%. Public sector wages were raised 5% in July 1985,
considerably less than the increase in consumer prices.

17, LABOR FORCE BY SECTOR 1981-84

(000}

Sec tor 1981 1982 1983 1984 1984(%)
Agriculture 3,882 3,977 4,086 4,172  87.0
Industry 69 67 69 68 1.4
Construction 40 3 40 37 0.8
Commerce, banking, _

insurance 103 100 108 120 2.5
Transport, telecom. 33 30 32 34 . 0.7
Administration 153 158 160 162 3.4
Other 151 167 165 202 4,2
Total 4,431 4,536 4,660 4,795  100.0
Population - B,953 9,200 9,457 9,718 -
Participation rate (%) 49.5 49.3% 49.0 49.4 N

Source: IMF, Recent Economic Developments, December 1985, p. 20.




Sector
Primary sector:

Agriculture

Manufacturing, mining:

Mining

Food processing
Tobacco

Textiles, leather
¥ood, furniture
Paper, printing
Chemicals
Nonmetallic minerals
Metal producta
Construction
Water, electricity
Other

Services:

Tradé, insurance,
banking
Transport

Other

Total

l/ Non~government

-2]-

18. WAGE RMPLOYMENT, 1981-84/

19812/
63,545
56,737
81,879

3,354
7,291
2,077
16,587
2,960
3’ 243
4,380
1,270
1,836
29,783
5,332
3,766

96,686
32,472
21,476
42,688

242,060

1982 1983 1984 1984(%)
64,416 66,104 64,739 26.1
57,533 59,076 57,902 23.3
78,033 84,443 82,428 33.2

3,517 3,329 3,742 1.5
7,035 7,669 7,053 2.8
2,050 2,251 2,253 0.9
15,882 26,324 17,824 7.2
2,802 3,151 3,020 1.2
5,178 %,284 35,280 1.3
3,669 4,123 3,087 1.2
1,011 1,22 1,039 0.4
2,251 1,867 2,713 1.1
27,613 29,520 26,715 10.8
6,107 17,038 8,425 3.4
3,138 4,682 3,277 1.3
94,806 96,702 100,931  40.7
31,427 34,618 32,099 - 12.9
21,454 20,882 23,299 9.4
41,925 41,202 45,533 18.4
277,255 247,249 248,908 100.0

Source: IMF, Recent Economic Developments, December 1985, r.80.

g
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Public finance. By 1980, the majQr expansion of public investment

had resulied in budget expenditures which were more than 100% larger
than total budget revenue. Expenditure was over %0% of GDP and the
deficit was 18.4% of GDP. Over half of the deficit was financed from
external sources and the remainder primarily by domestic banks. With
encouragement from IMF, nominal expenditures were held more-or-less
constant for thiee years (Table 19). Real expenditure was 44.4% less
in 1982 than in 1980. By 1985, real expenditure had increased only
slightly (Table 20}. Concurrently, real revenues declined
significantly, tut much less than the decline in real expenditure,
and increased in 1984 and 1985 to 8.2% above the level in 1980, As a
result, the budget deficit declined 42.1% in current prices to 27.7%
of budget revenues, only 4.7% of GDP in 1985.

In 1985, expenditures increeased at about the same percentage as
revenues, but cepital expenditure increased more rapidly, and
current expenditures less rapidly, than in 1984. The expension of
capital expenditure waes dependent primarily on external financing
which were projected ito increase 54% above the level in 1984. The
1985 Finance Act placed a special levy on FNUP receipts for the
general budget, which significantly increased the azlready major
disincentive, irplicit tax burden on producers of export crops. The
Act also placed a surcharge on imports of petroleum products
earmarked for the road maintenance fund.

At midyear, IMF estimated that revenues would be about 10% below the
target, mainly tecause of lower exports than expected. Over half of
GDRM revenue since 1980 has come from export duties, FNUP receipts, -
and import duties. In 1985, 2%.4% of target revenues were to have
come from FNUP receipts, more than quadrupling the nominal level of
receipts in 198( (Table 21). Excessive reliance on exports as the
tax base rather than income, is a major weakness in the tax
structure.

Wages and salaries which were about 30% of total expenditure, and
over half of current expenditures, increased sbout 10% in 1985. GDRM
has limited the increase in public employment to 500 civil servants.
Capital expenditure fell well below target because of slow
disbursement of donor financing.



-23-

19. GDRM REVENUES AND EXPENDITURES, 1980-85

Year Revenue Index Expend. Index

(™G billion)

% of

Deficit revenue

1980 123.4 100,0 250.1 100.0 126.7 102.7
1981 119.6 96.9 23%4.8 9%,9 115.2 96.3
1982 151.9 123.1 238.9 95.5 87.0 57.3
1983% 185.5 150.3 267.1 106.8 8l.6 44.0
1984 c43.2  197.1 309.4 123.7 66.2 ~ 27.2
1985 lj 65.1 214.8 338.5 135.3 73, 4 27.7
Average

annual

increase

(%) 16.5 16.5 6.2 6.2 -7.2 -
1/ Target.

Source: Derived from Table

20.

20. REAL GDRM REVENUES AND EXPENDITURES

Year BRevenue Expend. CP1

Real

Revenue Index

(FMG billion)

Rezl

Expend. Index

1960 123.4  250.1 100,0
1981 119.6  234.8 130.5
1982 151.§  238.9 172.0
1983 185.5.  267.1 205.3
1984 243,z 309.4  225.5

1985 265.1  338.5 245.0

Annual

average

change

(%) 16.5 6.2 19.6

1/ Target.

123.4 100.0

9.6
88.3
90-4
107.8
108.2

-2. 3

Source: Derived from Table 20 and 14.

74.2
71.6
3.3
8704
87.7

~2.3

250.1 100.0

179.9 T2.0
138.9 55.6
130.1 52.0
137.2  54.9
138.2 55.3

-7-7 -707
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21. GDRM BUDGET 1980-85

(FMG billion)

Revenue/ - Per
expenditure 1980 1983 1984 1985 1/ cent
Revenue: 123.4 185.5 243.2 265.1 100,0
Budget receipts 100.4 141.0 168.3 191.4 72.2
Direct taxes 19.9 24,3 34.2 31.5 11.9
Indirect taxes T1.3 111.3 126.2 153.2 57.8
Nontax 3. 5.4 7.9 6.7 2.5
Other 23.0 44,5 T4.9 3.7 27.8
FNUP 15.6 6.3 61.8 62.0 23.4
Grants — 8.2 12.3 6.3 2.4
Treasury (net) T.4 - 0.8 3.4 1.3
BCEBM rice
import(net) - - - 2.0 -
Expenditure: -250.1 -267.1 =309.4 -338.5 C0.0
Current -112.9 ~-14%.0 ~170.9 -193.5 57.2
Yages, -60.9 -81.9 -92,0 -102.5 30.3
Int. ext. debt -2.8 -11.6 -21.8 ~26.7 7.3
Int. dom. debt -1.2 -3.3 ~3.6 -3.7 1.1
Other -48.0 ~46.2 =5%.5 -60.6 17.9
Capital ~-89.6 -99,0 -87.8 -106.9 31.6
Development -74. 4 -49.9 ~53.,2 ~69.3 20.5
On-lending -15.2 -29.1 -34.6 -37.6 11.1
Other -47.6 ~-41.2 =50.7 -38.1 11.3
Deferred payments -12.9 ~21.8 ~-15.5 ~6.5 1.9
Other foreign
financed -0.3 -6,7 -15.8 «16.9 5.0
FNUP ~3%0.3 -13.0 ~16.6 -14.7 4.3
Treas.oper(net) - -0.4 - - -
BCRM rice - _
import (net) . -4.1 -3.2 -2.8 - --
Overall bdalance -126.7 -81.6 ~66,2 ~T3.4 -
Bal. on curr. and
FNUP operations =-27.2 18.8 42,6 45.2 -
Financing: 126,.8 81.6 66.2 3.4 -
Foreign(net) 47.9 46.3 36.6 54.9 -
Dom. (net) 78.9 35.3 29.6 18.5 -
Banking 8.2 36.5 32.0 21.0 -
Nonbanking 0.7 1.2 -2.4 -2.5 -
1/ Target.

Source: IMF, First Review of the Standby Arrangement,

July 19¢5,p. 10,
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Money and credit. In 1977, the commercial and development banks
which had been rationalized in 1975, were reorganized into three
national banks--the National Bank for Rural Development (BTM), the
National Bank for Industrial Development (BNI), and the National
Bank of Commerce (BFV). The GDRM is the sole shareholder of these
banks, either directly or through the Central Bank, and the same
board of directors chaired by the Minister of Finance, administers
all three hanks. During 1979-80, domestic credit increased nearly
504 annually but expansion was curtailed sharply in 1981 to 21.5%.
Average annual growth was 16.%% from 1980 through 1985 (Table 21).

Since 1981, privete credit has increased somewhat faster than credit
to GDRM. During 1979 through 1981, however, the GDRM utilized 73% of
domestic credit. The definition of private credit is misleading,
however, because one half of national bank credit to the private
sector goes to rublic enterprises, increasing 25% annually from 1981
through the end of 1984, Most of the increase is the result of
capitalizing the overdue interest of public enterprise loans. Over
90% of short~term loans to public enterprises are nonperforming
Joans.

Prior to the end of 1984, the Central Bank provided two thirds of
the increase in domestic credit, mainly to GDREM. Government-held
depogits with the Central Bank increased sharply because of
increased FNUP receipts and counterpart deposits from sale of
commodity aid from donors. These deposits were the main source of
credit to GDRM. The national banks provide nearly 90% of credit to
the private sector and state enterprises. In 1984, 46% of the
increase in net domestic credit was from the national banks.

The net external position of the national banks varies according to
the volume and value of international trade. The net foreign assets
of the national banks were negative at the end of 1981, but became
positive by the end of 1982 through a 38% reduction of liebilities,
while gross assets increased 26%. By the end of 1984, net foreign
asgets of the national banks had doubled to FMG 19.0 billion,
declining again in 1985 to FMG 13.1 billion by the end of September.

During high inflation since 1980, interest rates were increased
several times, rising from 6.0% on term deposits of 6 to 12 months
with the national banks in 1981 to 14.0% in August 1984. During this
period the central bank rediscount rate was raised from 8. 0% to
13.0%4. With reduced inflation, rates were lowered in April 1985 to
12.5% and 11,5%, respectively (Table 22). When the rate of inflation
dropped below 10% in 1984, real interest rates became positive.



Item

Domestic credit

Net credit to gov't
Central bank
National banks
Treasury

Credit, private

Asgets=liabilities
Broad money{M2)

Money supply(Mi)
Quagi-money
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22, MORETARY SURVEY, 1980-85

(¥™G billion)

Fxternal positicn (met) 125.2 158.6 255.4 405.6

Net for. liasbilities
Central bank (net)
National banke (net)

Long-term foreign
liagbilities
Resched. asgreements

Other lisbilities (net)

Yaluation adjustment

1/ End of period.
2/ Target.

Annual
. change
1980 1881 1982 1983 1984 1985 2/ (%)
340.1 413.2 4B3.9 548.1 640.2 723.9  16.3
181.1 240.8 268.5 306.6 - 340.0 359.2  13.4
176.7 223.8 257.0 305.7 346.8 -~ 18.4
"'1_105 -005 "3'-3 “'1509 "'2303 huhad -19'9
15-9 17-5 14-8 16-8 1605 — 0.9
159.0 172.4 215.4 241.5 300.2 364.7  18.1
340.1 413.2 483.9 548.1 640.2 723.9  16.3
206.0 249.8 275.4 271.4 321.1 344.0  10.8
164.7 207.1 221.2 210.8. 253.7 275.0  10.8
41.3 42,7 . 54.2 60.6 67.4 69.0  10.8
562.1  -- 45.0
93.4  49.8 110.9 121.4 174.4 181..8 14,2
85.7 47.9 118.2 130.8 193.5 200.9  18.6
7-7 1-9 -703 "'9-4 "'"19-1 "19:1 |-
31.8 108.8 144.5 282.8 361.7 - -
0.0 49.9 87.5 193.1 301.4 406.8 -~
8.9 4.8 -46.9 -127.5 -244.9 -~ --
- - -55-1 "1%-6 ."‘200-'? -

Source: IMF, First Reviei of Standby Arrapgement,

. July 19¢5, p. 1l2.

"280- 5
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23. INTEREST RATE STRUCTURE, 1981-85

(4 per annum) .

Type 2/81 6/82 _2/83 10/83 /84  4/85
Central bark redisc.rate 8.0 12.%5 12.5 13.0 13.0 11.5
Short-term credits 7.0 11.0 11.0 11.5 11.5 10.0 ¢
National bank lending
Agricultursl stocks 9.0 12.5/ 12.5/ 14.5
-~ 16.0 16.0°
Overdraf ts 11.% 17.0/ 18.0/ 14.5 ==
20,0 21.0
National bank deposit rates
Term deposits
3 monthse 3.5 8.5 10.0 - -
6-12 months 6.0 9.5 11.0 12.0 14.0Y 12.5
1-2 years 6.8 10.5 12.5 -~ - -
2-2 1/2 years 8.0 12.0 14.0 = - -
Cert. of deposit l/
6-12 months 4.8 1.5 9.0 -~ - -
1-2 years 5.3 8.0 9.8 -- - -
2-3 years 6.3 9.8 11.5 ~- - -
3~4 years 6.8 10.5 12.5 ~-- - -

l/Effective minimum rates are higher than the nominal rates
because interest is prepaid net of taxes, which are paid by the bank.

Source: IMF, Recent FEconomic Developments, December 1985, p.38.




-28-

External Sector

Balance of paymentis. Since IMF tables on balance of payments usually

commence with 1¢80 or 1981, Table 26 is incliuded to show the
evolution of balance of payments problems during the late 1970's,
The deficit of goods, services and net factor services quadrupled in
1979 to $433.4 million from $113.3 million in 1978 and rose to
$550.9 million in 1980, with the current account deficit rising to
$591.1 million. Although exports of goods and N¥S rose impressively
in 1978, 1979, and 1980, averaging 36.7% above the previous three
years and reaching a peak of $523.4 million in 1980, this level of
exports could not be sustained and foreign exchange earnings dropped
substantially in the succeeding years (Table 27). By 1984, debt
aervice required $269 million of foreign exchange earnings.

Table 24 summarizes the performance of key external balances since
introduction of IMF stabilization programs. When reviewing this
table, however, one must keep in mind that 1980 was anything but a
normal year, and that the table commences in the middle of an
abnormal period of, major annual trade and current account deficits.
Therefore, the cumuletive deficits during the entire period were
conaiderably larger than indicated in Table 24. However, a table
phowing the entire period is not readily available.

24. EXTERNAL BALANCES

(SIR million)

Current Total % of % of

Traede - account imports Rice total cur.acc.
Year balance balance (FOB) imports imporis deficit
1960 =-252,0 <=460.4 587.3 42,6 T3 9.3
1981 =~151.7 ~-3%60.9 433,.2 57.6 13.3 16.0
1982 -112.6 -336.9 409,0 g85.1 23.3 28.2
1983 ~64.1 ~288.2 353.8 51.5 14.5 17.9
1984 "18.3 '23708 343-5 28-7 8-4 1201
1985 -10.1 -232.9 314.0 26.6 8.5 11.4
1986 -27.0 -=251.7 360.0 10.0 2.8 4.0
80-86
cum. -6%5.8 -2,168.8 2,800.8 312.1 11.1 14.4

ave. "‘90-8 "'309.8 400.1 44-6 1101 14.4

Source: IMF, First Review of Standby Arrangement and
Aprroval of kxchange Restrictions, July 1985, p. 8;
Recent Economic Developmenis, September 1984,
p. 47; and Staff Report, December 1985, p. 5.
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Since 1980, imports have been curtsiled severely, to a low in 1984
which was 46.5% less than in 1980 in current prices. Rice imports
which were 23.3% of total imports in 1982 were decreased to 8.%% in
1985. As & result, the trade balance was only slightly in deficit in
1985 and the current account deficit had been reduced 45.3%, still
an immense burden, equal to 82.8% of earnings from merchandise
exports. However, exporta in 1985 were still well below the level in
1980, although elightly higher than in the succeeding three years.

L3



Jtem

Exports, FOB
Imports, FOB
Trade balance

Service receipts
Service payments
Freight ,
Transport, travel
Investment income
Other
Services (net)
Private unreq.
transfers

Current account
(Exc. interest)

Public transfers
Long-term cap. (net)
Drawings
Amortization
Debt relief(net)
Official
Commercial banks
National banks (net)
Other -

Overall balance

Financing

IMF (net)
Purchases
Repurchasas

Net cash change in
arrears {decr.-)
Net central bank
reserves (inc.-)

‘Financing gap

I7Estimate.
2/ Projected.
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25. BALANCE OF PAYMENTS

1980 1981
335.3 281.5
-587'3 433-2
-252,0 =151.7
62.9 55.6
-274.2 -267.6
-113-5 -66.2
-58-2 -5903
-35.6 -78.3%
-66.9 -63.7
—21103 -21109
2.9 3.4
~460.4 =%60,2
“428-4 -28501
32.7 53.1
288.0  237.7
320.7 277.2
=32.7 -93.2
53.7
- 500 3
- 3-4
5-1 -18-1
_41¢6 5-3
-176 l» 2 -82 - 2
176.2 82.2
31.7 31.6
41.4 39.0
_397 '70+
'219.2 59.0
-80-7 -804

(SIR million)

1982 1983 1984 1985 1/
296.4 289.7 3z5.2 303.9
409.0 -353.8 =343.5 =314.0

-11206 “64;1 -18-3 -10:1
49.7 45.0 58,7 57.0
~272.7 -268.0 -281.6 -285.8
-68.1 -49.6 -48.1 -44.6 °
=55.7 4.6 -54,2 ~-54.2
~91,4 =-106.6 =-134.9 -143.0
-57.5 ~57.2 -~44.4 -44,0
-223.0 "'223.0 -222.9 -228u8
41,3 <11 3.4 6.0
-3%6.9 -288,2 =237.8 =232.9
-248.7 -183.8 -104.6 -9l.4

65.5 © 56.9 66.1 4.1
109.9 184.1 155.8 152.3
190.1 181.1  117.9 147.6

-164.2 =-183%.,1 -127.0 -147.6

84.0 ° 186.1 164.9 152,3

82.1 125.1  141.1 137.9

1.9 61.0 23.8 14.4
-2%.8 -0.3 -11.1 -

77-6 "4107 42.7 14-9

-107.7 -89,2 15.7 8.4
107.7 89.2 -15.7 -B8.4

51-7 6.5 1709 -3-4‘

52,4  10.2 41.4 25.0

""0-7 "3.7 -23- 5 —32. 4‘

63.8 69.6 9,0 -8.0

-7-8 1301 -24-6 .300

Source: IMF, Staff Report, December 1985, p.5.

1986 2/

333.0
~-360.0
'27:0

57.0
285-1
-50.4
-54.2

-139.1
-41.4
~228.1

3.4

-251,7
-114.0

74.0
51.4
156.0
-124.9
40.3
25.9
14.4

-

-

-126.3

126.3
-28.9
6.5 -
_35-4
-8.0

-80 O
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Exports,goods,NFS
Merchandise FOE
HFS_

Imports, goods, NES
Merchandise FOE
NFS

Resource balance

Net inveat. inccme
Factor receipts
Factor paymente

Private unreq.
transfers

Current balance

Official trensfers
Net cap.&monetary
trans. (inflow+)

Net MLT loans
Disbursements
Repayments
Debt relief

Net from IMF
Banks

Arrears, consol.
arrears(increase)
SIR allocations
Trust fund

Other

Change in reserves

1/ Estinate,
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26, BALANCE OF PAYMENTS, 1974-83

' ($ million)
1974 1976 1978 1979 1980 1981 1982 1983
293.1 329.3 439.6 495.5 523.9 391.6 378.6 363.5
247.4 288,7 405.1 413.7 436.3 323.5 329.1 318,5
45.7 40.6 34,6 81.8 87.6 68.1 49.5 45.0
~360.5 -404.2 -553.1 -928.9-1074.8 -734.6 -651.7 -580.3
-238.7 "26105 -386.5 —662- 4 &764‘0 3 -510-8 -4‘5105 —399-7
-121.8 -142.7 -166.6 -266.5 -310.5 -223%.8 -200.2 ~180.6
-67.4 ~T4.9 -113.3 -433.4 -550.9 -343.0 «273.1 -216.8
"'4-5 -500 “8.4 -15-0 _44-0 -8803 -9406 -106-3
T.1 2.9 4.9 2.4 2.4 4.0 5.4 2.4
"11.6 “709 -1303 "1704 "'46-4 -9203 -100.1 -1&.7
7.5 3.3 80 7.1 3.8 4.0 -1.4 -1.2
“'64-4 "'76.6 -113-9 -441-4 -59101 '427.3 "36901 "334-3
2.8 49,0 52.3 35.3 42.6 62.6 2.5 63.8
%1.6 27.6 61.6 406.1 548.5 364,77 296.8 260.5
11.2 16.3% 57.6 302.7 354.5 323.9 189.0 51.5
16.6 19.7 66.9 321.5 397.1 326.8 209.9 200.6
5.4 =33 -9,% -18.8 -42.6 -78.8 110.4 183.9
- - - - - 75.9 89.5 34.8
3.7 - -3.1 "009 44-0 38.6 57.2 7.2

- - - 6.1 6.6 <21.3 -26.3%

- - - -—  296.3 25.8  2.9)

- - = 4-7 4-7 400 ""')
—— —_ 13.3 - 20.4 - -= ) 210.8

‘-19.5 4,6 =-10.2 -45.2 =~72.9 2.6 82.6%

36-2 6-7 138.7 "10511 -909 ""806)

4.0

Source: IBRD, Current Economic Situation, October 1984, p. 39.

&
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Exports. The key balance of payments problem during the last five
years has been the failure of export earnings to increase
significantly. Tablea 27 and 28 show that coffee continues to be the
primary source of foreign exchange earnings, providing 37.8% of
merchandise earnings in 1985. With fluctuations in coffee prices,
the share of merchandise earnings varies correspondingly. Therefore,
even though the volume of coffee exports has not changed greatly,
the share has ranged from 22.4% in 1975 to 53.2% in 1980,

IMF estimates of foreign exchange earnings from coffee exports in
1985 may have been significantly understated since the team visited
Madagascar in September and the report was released in early
December, before the major increase in world coffee prices which
took place in November and December because of the drought in
Brazil. If Madagascar had unsold stocks available during that

“n-z-‘tyh mdur rl"-'-"}—h"““ mada nt rviocn wr boek/Y ahewn dhe wwid >
/s .

in September. Because low producer prices have not provided adequate
incentive to invest in maintenance of yields in the sector, trees
have deteriorated and replanting has been less than necessary to
maintain production.

The volume of cloves exports increased substantially in 1985 but
this is caused in part by normal fluctuations in production. Cloves
are exported primarily to Indonesia. However, severe price cutting
has been necessery to sell the crop and to attract buyers outside of

Indonesia.

Recent vanilla production has responded significantly to higher
producer prices (Table g). Sales of vanilla are particularly
influenced by fluctuations in the value of the dollar, the
appreciation of which reduced sales in 1984 and early 1985. In 1983,
export receipts from vanilla reached a record high of SIR 58.4
million, replacing cloves as the second largest earner of foreign
exchange. '



Commodity

Coffee
Value
Volume

Cloves
Value
Volume

Vanilla
Valus
Yolume

Pepper
Value
Yolume

Shellfish, fish

Value
Yolune
Sugar
Value
Volume
Meat

Value
Valume
Cocoa
Value
Volume
Cotton fabric
Value
Volune
Sisal
Value
Yolume
Petroleun
Yalue
Yolume
Chromite
Value
Yolume
Graphite
Value
Yolume
Other, value
Re-exports,
value

Total
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27. MAJOR EXPORT COMMODITIES, 1981-85

1982

1983

(SDR million and 000 MT)

1984

1985

1985(%)
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114.9
52.0

41.4
13.8
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0

37.8

13.6

15-9
1-3

6.8

2.6

-

0.4

1.1

4.5

1.3

1.4
2.0

2.3

9.0

281.5

296.4

289.7

325.2 303.9

100.0

Source: IMF, Recent Fconomic Developments, December 1985, p. 47.
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28. SHARE OF MAJOR COMMODITIES IN
TOTAL MERCHAANDISE EXFORTS.

(™6 billion)

' Per Per Per Total

Year Coffee cent Vanilla cent Clove cent export
1972 11.6 27.7 3.9 9.3 4.2 10.0 41,9
1973 13.3 29.7 2.2 4.9 4.1 9.2 44.8
1974 15.6 26.7T 4.5 7.7 4.0 6.8 58.5
1975 14.1 22,4 3.0 4,8 17.3 21.5 63.0
1976 8.3 42.9 4.7 7.1 4.3 6.5 66.0
1977 40.5 48.9 8.8 10.6 4.9 5.9 82.9
1978 6.6 42,0 8.6 9.9 17.2 19.7 87.2
1979 8.1 45.5 3.1 3.7 15.0 17.9 8.8
1980 45.1 53.2 3.9 4.6 6.6 7.8 84.8
1981 20.4 36.4 7.5 9.0 17.7 21.2 83.5
1982 31.7 29.4 19.8 18.4 27.5 2.5 107.9

Source: IBRD, Madaggscér: Current Economic Situation
and Prospects, October 1984, p.41.

Imports. The outstanding feature of import trade since 1980 has been

the necessity of rapidly reducing imports and the major impact the
reduction has hed on supplies of industrial raw materials and
industrial production (Tsble 29). The experience of Madagascar has
dramatically illustrated, as has nearly every other African economy
in recent years, the vulnerability of investment and import
subatitution industries, and aslleged foreign exchange savings, to
the maintenance and increase of production to earn foreign exchange.

Comparing 1985 imports with 1981 imports, 46% of the reduction was

imported equipment and 25.3% was lower food imports while raw
material imports increased slightly (Table 30). :
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29. COMPOSITION OF IMPORTS, 1981-85 1/

(SDR million)

Type 1981 1982 1983 1984 1985 1985(%)
Equipment 161.6 105.8 84,2 9%.2 92.3 25.3
Food 84.0 115.5 67.9 49.1 45.9 12.6

Rice 57.6 95.1 50.5 28.7 30.9 8.5
Nonfood cons. goods 49.9 46.0 40.6 48,0 42,1 11.5
Energy 107.6 121.3  91.9  96.9  84.3  23.1
Raw materials 94.3 97.8 102.5 107.7 .100.5 27.5
Other 1804 13-9 22. 2 - - -
Total 515.8 500.3 409.3 395.8 365.1 100.0
1/ CIF.

Source: IMF, Recent Economic Developments, December 1985, p. 51.

30. CHANGE IN IMPORTS BY TYPE, 1981-85

Change
Tyre (SIR m.) Percent

Equipment -69.3 - 46.0
Food -38.1 5.5

Rice -26.7 17.7
Nonfood -T7.8 5.2
Energy -23.3 15.5
Raw materials +6.2 -4.2
Other -18.4 12.2
Bet change =150.7 100.0

Source: Table 29.
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Terns of trade. The IBRD index cifed in Table 6 indicated that the

terms of trade had declined an average of 2. 3% annually from 1970
through 1983 but had been much lower in 1981, The IMF has prepared a
more detailed index covering the years since 1980 for export and
import prices ard volume and the terms of trade. Since 1981 was a
year of the most unfavorable terms of trade in recent years,
choosing 1981 as the base year makes subsequent recovery of prices
appear exceptionally favorable. The IMP index shows that the terms
of trade recovered to 17.4% and 20.8% above the base period in 1983
and 1984, respectively, but declined to only 5.2% above 1981 in
1985, a figure well below the index in 1970.

External debt and rescheduling. Because foreign exchange earnings

were far less than needed to finance the large increase in imports,
the total debt outstanding more than doubled between 1978 and 1980
from $818.6 million to $1.7 billion. Half of the increase of $923
million was from official bilateral and multilateral sources and the
remaining half was from financial markets and suppliers (Table 31).
The terms hardened considerably with much shorter maturities and
grace periods, end smaller grant elements. Outstanding debt,
including undistursed, rose to Tl.4% of GNP and disbursed debt to

. 52.3%. Debt service rose from Q.1% of GNP in 1978 to 4.9% in 1983.

IBRD figures for 1984 have not yet been published but summary .
figures are given in Table 31 from the most recent IMF estimates.

Debt relief was obtained through four reschedulings with the Paris
Club ir 1981, 1682, 1984, and 1985, five with official creditors
other than the Faris Club, and three with commercial banks.
Reschedulings with the latter two groups of creditors spanned the
same period as those with official creditors participating in the
Paris Club. In addition, small emounts of debt, mainly arrears, not
guaranteed by creditor governments or their institutions, were also
rescheduled. '

The terms of the first two reschedulings under the Paris Club were
roughly the same. The terms for arrears were hardened both in the
per cent of arrears rescheduled and the maturity. The 1984 and 1985
Paris Club reschedulings provided significantly more gemerous terms.
For 1984, the effective debt relief was 95 percent. For both types
of debt, the maturity was increased to 10.25 years, compared with
9.25 years in 1982. Under the fourth Paris Club reacheduling which
took place on May 22, 1985. The proportion of debt service falling
due, however, during the consolidation period covered by the
rescheduling wae increased to 100 percent, both for debt not
previously rescheduled and debt rescheduled previously in 1981 and
1982.. There were no outstanding arreara.

Following the 1583 rescheduling of the debt ocutstanding at the end
of 1982 to COMECON and certain Arab countries, GDRM rescheduled debt

gervice due in 1984 and‘1985 on terms comparable to those under the
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Paris Club. In eddition, a separate rescheduling was concluded in
January 1984 with the U.S.S.R. covering debt service on debt
rescheduled in 1981 and 1982 relating to certain project loans from
that country.

Following ad hoc reschedulings in 1980 and 1981 with a number of
banks, covering mainly outstanding arrears, an agreement was reached
in principle in March 19&3 to reachedule the total debt outstanding
at the end of 1¢82, including previously rescheduled debt and
arrears. The agreement was signed on October 2%, 1984. To obtain
debt relief fror commercial banks on comparable terms with those
from official creditors, GDEM requested the London Club to rephase
the amortizatior schedule agreed in October 1984. Approval for the
rephasing was expected from all participating banks in 1985. The new
amortization prcvides rephasing over three years of 50 percent (SDR
57.5 million) of principal due between 1985 and 1988 on previously
rescheduled short-term debt; to be repaid in eight equal semiannual
installments beginning June 15, 1989 and ending December 15, 1992.
As a result, the new amortization schedule lowered total service
payments to banks in 1985 by SDR 14.4 million and by further amounts
during 1986-88, which would decrease gradually to SDR 10 million in
1988,

31. QUTSTANDING EXTERNAL DEBT, 1983-84

1983 - 1984
Creditor SDR (m) Percent SDR (m) Percent
Official . 1,083, 2 60.7 1,152.5 55.7
Paris Club 735.1 41,2 805.8 39.0
Other countries 248,.1 19.5 346.5 16.7
Internationsal
organizations 487.2 27.3 558.3 27.0
IMP 133.1 7.5 151.0 7.3
Other. ) . 35401 19-8 407 . 3 19 . 7
Banks 184.7 10.3 193.7 9.4
Private, non-guaranteed 7.2 0.4 2.2 1.0
Short"‘tem 24-0 103 62.0 300
Arrears - - 8l.4 3.9
Total 1,786.3  100.0  2,068.9  100.0

Source: IMF, Recent Economic Developments, December 1985,
p. 55.

ta
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32. EXTERNAL PUBLIC DEBT, THRMS, RATIOS, AND PROJECTED DERT SERVICE

($ million)

Item . 1974 1978 1980 1981 1982 1983
Debt Outs, inc. undisb. 252.0 818.6 1,741.6 2,078.2 2,178.1 2,0%.6
Official creditors 236.4 649.9 1,118.2 1,3%8.9 1,475.9 1,577.0
Multilateral 126.3 253.7 424,1 481.6 561.5 669.1
IERD 32.6 32.2 31.4 31.0 30.5 29.5
Ipa 86.5 160.8 270.8 294.17 %22.6 373.8
Bilateral 110,11 %06.2 694, 2 B57.3 914.4 908.0
Private creditors 15.6 168.8 623. 3 739.3 702.1 459.6
Suppliers 7.6 67.6 214.8 253.4 226.4 176.8
Financial markets 8.1 101.2 408.6 485.9 475.8 282.8
Debt outs. disb., (DOD) 142.8  302.6 1,020.4 1,451.9 1,660.4 1,489.8
Comnitments 42,5 324.2 454.1 294.1 219.2 282.1
Disbursements 25.2 67.8 383.7 31%.8 249.6 215.9
Principal Repayrents 6.6 12,2 32.7 26.4 28.6 T6.7
Net F].ows 18.6 55.7 %50.9 287.5 221,.0  139.1
Interest payments{INT) 3.7 7.8 26.0 17.2 29.3 63.9
Net transfers 14.8 4T7.9 524.9 270.2 191.7 5.3
Total debt serv,(TDS) 10.2 19.9 58.7 43.6 57.9 140.6
Ave. Terms New Commit. -
Interest (%) 2.7 5.7 5.3 4.1 5.1 3.7
Maturity (years) 54.9 16.9 17.8 18.9 23.4 26.6
Grace period (years) 8.7 4.3 4.6 4.3 5.8 7.1
Grant element (%) 59.1 26.9 30.1 36. 2 36.6 47.1
Bcononic Aggregates ' :
Gross nat. prod. (GNP) 1,529 2,122 3,194 2,815 2,754 2,851
Exports of G&S (XGS) 287 444 - -- - -
Imports of G&S (MGS) 372 585 - -- - -
Intl. reserve (HES) 49 59 9 27 20 ! 29
Ratios(%) ,
DOD/XGS 39.7 68.1 - -— - T -
DOD/GNP 9.3 14.3 31.9 51.6 60.3 %2.3%
TDS/XG’S 3-6 405 bt - - .-
DS /GNP 0.7 0.9 1.8 1.5 2.1 4.9
INT/XGS 103 1.7 - - - oo
INT /GNP 0.2 0.4 0.8 0.6 l.1 " 2.2
RES/DOD 24.6 19,6 C.9 1.8 l.2 - 2.0
RESMGS (mo) 1.6 1.2 - - - . -
Projected Debt Service 1984 1985 1986 1987 1988 1989
Principal 201.0 164.9 161.4 135.8 125.4 126.7
Interest 68.0 60.0 54.0 AT7.7 41.7 %5.6

Source: IBED, Worid Debt Tables, July 1984, pp. 24-25.
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Policy Reforms

Standby targets and performance. The 1985/86 standby arrangement for
SDR 29.5 million, approved by IMF on April 23, 1985, is the fifth
successive standby arrangement under which the GDRM consistently has
met standby targets. Through June, SDR 10 million had been drawn and
IMF held SDR 151.2 million of FMG subject to repurchase. The first
review of performance under the standby was conducted in June
subsequent to the May meeting of the Paris Club. All of the agreed
policy measures had been implemented satisfactorily.

The major objectives of the standby arrangement are to:
1. raise the rate of economic growth to 3%;
2. increase gross domestic savings to 9% of GDP;
3. atébilize inflation at 10%;

4. limit the overall fiscal deficit to 4.7%
of GDP; and

5. reduce the external current account and
overall talance of payments deficits to
10.1% and 4.8% of GDP, respectively.

The review team concluded that good progress was being made toward
reducing financisl imbalances and implementing structural policies.
Although projections for real GDP growth, the balance of payments, and
the fiscal deficit were revised after debt relief by the Paris Club in
May, targets for the end of 1985 were not changed. The review team
called attention to comprehensive restrictions on trade and payments
for current international transactions, and continuing external
payments arrears. Restrictions on imports were reduced somewhat and the
GDRM has indicated that restrictions will be removed entirely. IMF
approved retention of the restrictions through December 31.

The letter of intent from the Minister at the Presidency in Charge of
Finance and Economy, dated .July 2, indicated that the GDRM would
continue a policy of liberalizing prices and marketing in agriculture
t0 encourage production. The minimum producer price for paddy was

increased to FMG 83 per kilogram. In the Lac Alaotra region, the price e
was raised 14% to FMG 90 per kilogram for the season which commenced

May 17. Rice imports were expected to be limited to 83,000 MT for the .
full year. The producer price of coffee was raised 20% to FMG 395 per s

kilogram, higher than originally agreed, and pepper producer prices
were raised 18% to FMG 300 per kilogram. .

v .
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33, STANDBY TARGETS FOR 1985/86

Target _ Amount
Real GDP growth (%) 3.0 -

Balance of Payments
Current account def. SDR{m)} 228.6

£ of GDP 9.7
Overall deficit (SDRm.) 99.4
Overall fiscal deficit '
FMG(billion) _ 73. 4
% of GDP 4.7
Incresse in CPI (%) 10.0
Increase in broad money (%) 7.2
Increase in credit to

private sector (%) 21.5
Ret reduction of

external arrears (SDR m.) 8.0
Increase in groass reserves

of central bank (SDR m.) 7.0

Source: IMF, Requeat for Standby
Arrangement, April 1985, p. 1

%4, IMPORT TARGETS POR 1985

6.

iype

Equipment
Food
Rice
Nonfood,
cons,
Energy
Raw mat.,
spares

Total,
CIF
0B

. ' 1984 1985

SDR (m) Percent SDR(m) Percent
9.1 23.8 84.2 20,4
53.8 13.6 %l.2 T.6
28.7 . T.% 20.0 4.8
48.0 12,1 50.4 12,2
96,9 24.5 104.7 25,4
103.0 26.0 142.0 4.4
395.8 100.0  412.5 100.0
329.9 344.4

 Source: IMF, First Review of the Standby

Arrangement, July 1985, p. 8.
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Major policy reforms in 1985/86. The IMF review team summarized the
status of policy reforms agreed under the standby arrangement as of

the end of June. 1/

Policy
Agricultural policies.

1. The national minimum producer price of
rice will be increased 1l percent. The
ceiling on the consumer price of rice
will he abolished from end-June.

2. Producers in the SOMALAC zone will
receive a price equal to 80 percent of
the average rrice reserved for paddy
equivalent ir the seven auctions.
March 1984 tc February 1985, but in
no case lese than the national minimum.
Sale of rice by auction will be
expanded.

3. Total imports of rice will be reduced
from 111,000 tons in 1984 to 80,000
tones in 1985. Imported rice will
not be subsidized.

4, The producer price of coffee will
be raised 14%, cottonseeds 21%,
and black perper 18% over 1984,
Producer prices of cloves and
vanilla will not be increased
because of market softness.

Industrial prices. The GDRM will decontrol
prices on products accounting for at least
25% of value added in the industrial
sector; items accounting for 35% of the
value added were decontrolled in 1984,

1/ TMF, Staff Report, December 1985, p.13.

Status

Implemented

LY

Inplemented.
The minimum
producer price
in the SOMALAC
gone was raised
14% to FMG90/kg

Imports to be
limited to
106,000 tons

Implemented.
The producer
price of coffee
was raised 20%,
exceeding the
agreement.

Not yet imple-
mented. These
actions were
agreed to be
before 12/31.

L
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Import policies. The GDkM will eliminate
quotas for a emell group of imports, and
will eliminate edministrative formalities
for another small group by introeducing
competitive bidcing for available quotas
(to be purchased at the official

exchange rate).

Fiscal policy. The fiscal deficit will

be limited to 4.7% of GDP, and the GDRM
will not incur domestic arrears.

Monetary policy. The interest rate structure
will be simplified. All interest rates,
except the Cential Bank's discount rates

and the individrval deposit rates of &-12
months, will be liberalized

Exchange rate pclicy. ‘the GDRF will continue

to pursue a flexible exchange rate policy,
The exchange rate will continue to be
adjusted on the basis of domestic price
movementis,

Export retentiorn. The EPI1 system permitting

exporiers to retain a percentage of

foreign exchange receipts to finance imports
will be extended to all exporters of goods
other than traditional export products.

Balance of payments policy. External deficits
will be reduced in relation to GDF. External
peyments arresres will be reduced by smounts
specitied as performance criteria. As an
indicative target, gross reserves of the
Central Bank will be increased.

External debt pelicy. Contracting or

guaranteeing of new borrowings will be
limited by ceilings including ceilings

on nontrade-related foreign borrowing

of less than one year. Efforts to
reschedule existing debt will be continued.

Exchange and trede system. The GDRM will not
impose new or irtensify existing restrictions
on trade and payments and transfers for
current international transactions.

Implemented.

The GDEM has
reaffirmed this
cgmmitment.

Implemented.
Relevant rates
were reduced

1.5%.

Inplemented.
FMG devalued
9.7% since
12/84.

Implemented.

Implementation
&8 énvisaged.

Implemented

Implemented
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Agricultural policy reform.}/ Singce 1982, GDEM has increased
reliance on markets, started to withdraw the GDFM and parastatals
from production and marketing, and reduced controls, notably the
rice marketing monopoly. The socialist economic philosphy of the :
GDRM regarding yricing and marketing controls entail uncertainty
about the integrity and skill of the private sector, which may be
reduced as changes give positive results. The 19856-&7 reforms .
comprise further freeing of prices and markets, establishing a food. *
security progream and further liberalization, developing markets, and
fostering revivel of private investment in agriculture. The
following paragraphs review these five reforms.

fa

1. Improvement of market efficiency through liberalization and
development of the private sector is the center of recent reforms
and a series of additional measures are planned. A new regulation is
to be issued which will confirm the de facto liberalization of
marketing for fcod crops, oil crops, and meat. It would replace the
current numerous and contradiciory texts governing marketing and
pricing. The orly remaining marketing controls will be the State
monopolies for tobacco and soya and for coffee and cloves, at the
final point of export.

When the GDRM lifted paddy and rice marketing monopoly in 1983,
control in two important areas were retained, the Lac Alaotra and
Marovoay schemeg, which together produce nearly half of marketed
rice. "The GURM plans to end the monopoly in these areas, opening
primary and wholesale marketing to free competition, by October
1986, This decision is linked to the establishment of
counter-cyclical buffer stocks as part of a food security strategy.

Export crop marketing will be opened to competition by extending to
private sector operators commissions equivalent to the incentives
which are currently provided exclusively to the parastatal marketing
companies, whiclh have & monopoly over export operations.

The GDRM plans to transfer agricultural input supply to the
commercial sectcr, and dismantle its supply structure by 1987. The
commercial sectcr is expected to handle three-fourths of veterinary
products by 198t. '

l/ IBRD, Report and Recommendation for Agriculture Sector - .
Ad justment Credit, December 1985, pp.l6-cC. , *
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The GDRM will urdertske & program to develop the private marketing
sector including credit, training,” and easing of administrative
regulations. Revival of private marketing and investment will alseo
be supported by channelling all financing through the commercial
sector and by providing an investment line of credit to BIM. Policy
reforms during 1988-90 are to be prepared through studies and policy
reviews financed under the Second Agricultural Institutions Project
financed by IEBRI,

2. GDRM plans tc strengthen producer incentives by relying
increasingly on free markets and making remsining pricing procedures
more efficient. The scope of price controls has been reduced
subatantially, rainly by eliminating fixed prices for paddy and rice
end a number of other commodities.

GDEM has worked out a framework for future pricing that reduces the
list of controlled crops to certain industrial export crops, i.e.,
cotton, sugar, tobacco, and high-rent, taxable crops including
coifee, cloves, vanilla, pepper. Border prices are plamned for
industrial crope and production-targeted producer prices for high
rent crops. An implementation schedule has been adopted and the
responsbile institution at each stage has been identified.

Prices for major export crops are now subject to a complex regime
which entails setting prices at 32 points in the marketing chain
between the producer and final exporter. In conjuncticen with
clarification of the administrative and legal framework for
agricultural pricing the GDKM will ensure that only two prices have
binding effect-- a flouor producer price and an official export

price. This shculd reduce the burden of administrative controle on
the GDRM and encourage competitive and efficient marketing.

In 1987, the GDRM will complete the liberaligation of the o0il crops
subsector by reroving remaining controls on edible oil prices and
will prepare a subsector strategy to revive production. For 1986,
the ex-factory, edible oil price will be set sufficiently high to
stimulate the oil mille to buy groundnuts at preveiling market
prices;

To eliminate distortions iﬁ price signals and help rationalice uase
of national rescurces, the phasing cut of subsidies on agriculiural
inputs is to be completed by 1987.

3. A rice security stirategy is planned to reduce seasonal price
fluctuations and protect the neediest groups. GDRM's concern with
adequate quantities of reasonably priced rice in urban areas was the
rationale for adopting a marketing monopoly, price controls, and
subsidies for rice. Despite continuing apprehensions about the
impact of policy changes on the urban population, GDRM hag permitted
the average real consumer rice price to rise 50 percent since 1983,
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and rescinded the retail price ceiling in mid-1985. However, real
income per capita has continued a decade-long decline, political
support for the reform program has been divided, and there has been
some urban unreet. To help maintein ecredibility of the reform
program and suijport other major national reform measures, including
opening of the monopoly areas to free market competition, a rice
security prograr is being prepared as part of a broader food
security strategy, with results expected in mid-1986. In additionm,
GDRM plans to establish a buffer stock to be released during
shortage periods to svecid large consumer price increases.

4, Agriculiural exports are to be the central objective of a new
export promotior and diversification program. Export incentives
will be improved through high prices and better management. The
producer price ¢f coffee will be increased to induce preduction and
rehabilitation; a new system will ensure a price premium for high
quality producte. To keep costs down, export licensing and contract
epproval procedires are to be streamlined. The export crop
stabilization frnds are to be reorganized and their manasgement and
finances revised for more effective stabilization. Studies are
planned to identify new export products and analyze livestock
processing for export prospects.

5. Manzgement of agricultural credit and public investment in
agriculture is to be revised. Resources have been concentrated in

the public sector. Financing for the private sector has improved
somevhat recently, with better access to credit and foreign exchange
and a new invesiment cocde, but is expected to improve further during -
1986~87 through the market development program and allocation of

nost new credit to the private sector. GDRM will prepare and update
amually a three-year public expenditure program for agriculture,
covering both recurrent and investment costs.

Most export cror fiscal receipts are centralized in an '
extra-budgetary, FNUP account, and use is determined mainly outside
the regular budget. The GDEM recognizes the need to include FRUP
resources in the general budget and is reviewing the use of FNUP
revenues and taxes on export crops to reduce disincentives.

Economic Prospects

Medium term proepects. The decline of GDP since 1980, the slow
growth of agriculture, and the stagnation of export volume indicate
that the fremewcrk for rapid economic growth is not yet functioning
properly. In fact, the structure for rapid progress in many ways has
not been fully introduced. Taxes on exports are much too high and
the price contrcl system has not been sufficiently liberalized in
some cases to atsure that producers feel the full price effect of
demand for thei:r output. The economic program of the GDRM is still

¥
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not vigorously criented to expansion of exports and investment is
8til) in the doldrums because of low profitability and shoriage of
foreign exchange. Capital inflows have been considerably lower than
planned., The target dete for achieving rice self sufficiency has
been delayed frem 1987 to 1990 because of slow progress in
increasing rice production and reducing imports. Kehabilitation of
public enterprises is underway in Air Madagascar, the water and
electricity utility, and the sugar companies but major results have
not occurred this far and the GDEM maintains that refore of public
enterprises shovld be approached case by case without a policy of
privatizaiion. Rehabilitation is being discussed with IMF and 1BRD.

IMF estimated that exports would rise 8f in 1986 with recovery of
vanilla export volume, but the rapid increase in coffee prices since
preparation of the IMF report could increase coffee export earnings
up to €67.7%, or SDR 7% million, above the IMF estimate, increasing
total exports tc SDR 408 million from SDR 304 million in 1985 (Table
55 and 38). IHI eatimales assumed that GDF would increase 3%
annuslly and thzat savings and investment rates would rise
correspondingly. Invesiment would be asllocated mainly toward
rehabilitation of existing plants. The share of capital,
intermediate gocds, end raw materials in imports would rise and the.
share of food would decline., Vanilla exports were projected to rise
11.5% annuslly, coffee 5.3%, and cloves to decline 8.3% annually,
Ipports were prejected to rise 8,2% annually. This scenario is
outlined in Table 35.
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35. DEBT SERVICING CAPACITY AND DEBT SERVICE, 1985-90

(STR million)

Annual
: change

Item 1985 1986 1987 1988 1989 1990 (%)
Exports, FOB 304 333 354 313 404 441 7.7

Coffee 115 1086 117 127 1%8 149 5.3

Vanilla 48 5% 65 70 95 8% 11.5

Clocves 41 40 31 20 21 21 ~-8.3
Inports, FOB =314 ~260 -37E ~406 =431 ~465 . 8.2
Trade balance -10 =27  -24 =33 27 =24 -
Services, net

excl, interest -87 ~90 =95 -102 ~109 ~115 -
Private transfers 6 3 4 4 4 4 -
Private tranafers

excl. interest -91 ~114 -115 ~131 ~1%z ~135 -

Public transfers T4 T4 77 78 79 80 -
Drawings on loamns 162 156 163 170 178 186 -
Balance available
for debt mervice 145 116 125 117 125 131 L=
Total debt service
before rescheduling -322 =329 -334 ~324 -335 -326 -
Initial financing gap -177 =213 -209 -207 -210 -~195 -
Debt service ratio (%):
Before rescheduling 90 84 81 74 T3 64 -
After rescheduling 50 50 52 5% 58 65 -

- Source: IM¥, Staff Report,rDecember 198%, p. 25.

The IMF scenaric is disappointing because it is not predicated
primarily on lorg-run increases in production or productivity for
growth of exports but mainly on exogenous improvement of
international prices. While the current coffee price boom provides &
temporary reprieve, long term increases in coffee prices are not
likely to be a solution to Madagascar's debt service problems (Table
36). Second, IM} assumes that continued trade deficits, although
modest, are sustainable and preferable to further restraint of
imports, reduced rescheduling, or reduction of external debt. IMF
postulates :

LN
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B trade deficit of SDk 27 million.in 1966 and a cumulative deficit
of SDR 135 million through 1990. Debt service before rescheduling
already exceeds 100% of merchandise exports. The assumption that the
level of public transfers will be maintained at SDR 74 million or
higher probably is unrealistiec. Further trade deficits undoubtedly
rust be financed with additional external debt and, therefore, are
unacceptable as a medium~term strategy. In short, the IMF strategy
places lesa burden on the GDRM for economic recovery than is needed.

A more credible strategy is to set a target of a small trade
serplus, perhaps 3%, rather than the 7.1% deficit envisioned by the
IMF, which woulé provide a net gain of SDK 192 million during 1986
through 1990, and a gain of SDR 37 million in 1986, compared with
the IMF gcenaric, A small trade surplus is a minimum effort bty the
GDRM to lend credibility to its program and demonstirate the
seriousness of its concern and effort. A key policy in the GDRM
strategy ought to be to reduce the exhorbitant debt and debt service
burden as soon as possible, consistent with acceptahle economic
growth, in order to return to a condition in which foreign exchange
earuings can he used to pay for imports of goods and services rather
than debt service.

This strategy might very well entail some decline in consumption as
well as continued unemployment and low utilization of capacity in
the industrial sector which may be the cost of the impori excesses
of earlier GDRM policies unless & vigorous and successful export
program can increase foreign exchange earnings enough to finance
additional imports of raw materials. The increase in coffee prices
in 1886 is giving the GDEM an opportunity to demonstrate its
priorities and willinghess to use unexpected foreign exchange to
finznce private investment in foreign-exchange-esrning, productive
enterprises or to reduce debt or the amount of debt rescheduled.

Coffee prospecte. Coffee is Madagascar's primary export, earning

from 22.4% to 52%.2% of foreign exchange from merchandise exports
during 1972 thrcugh 1982. In the next two years, prices are expected
to rise and earnings from coffee exports to improve significantly.
In the two months preceding January 1986, coffee prices rose 66.4%
and futures prices for December 1986 delivery were 73.7% above the
October 1985 price because of drought in Brazil (Table 36). The
following paragraphs provide a brief background to the international
coffee market and long term price prospects.

In 1983/84, the first year of the new, six~year International Coffee
Agreement (ICA), coffee prices rose because of the poor Brazilian
crop, & decline in the Ivorian crop, and increased confidence in- the
effectiveness of the ICA quota system. A4s & result, the worldwide
export quota wae increased four times by one million bags during the
198%/84 season which was the first such action by ICA.
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The long-term excess of coffee supplies, however, has continued
despite the strength of coffee prices. IERD projects over-supply to
continue through the end of the 1960s, barring frosts or drought in
Brazil and abnormal weather in other major producing countries.
However, the ICEL quots is likely to restrict world exports and
maintain real coffee prices at about 300¢/kg. No major expansion of
production is urderway and the oversupply could diminisn by the late
1980s. The poor Brazilian crop and the increase in stocks in other

producing countries were the major reasons for higher prices in 1964,

Growth of world consumption is expected to be low during the next 10
Years because ol slow econcmic and population growth and low income
elasticities of demand in major consuming countries. Consumption is
likely to grow cignificantly in Jepan, Eastern Europe, USSk, and
some developing countries but consumption in the United States, the
largest consumer, is expected to stagnate or decline. Overall, =
long-term worldwide consumption growth of 1.3 to 1.5% annually is
expacted. World production is projected to increase only about 1.0%
annually during 1985-95, the main cause being a decline in Colombian
production becavse of a diversification program.

Since the 1980/t1 season, global and country quotas have been set by
ICA with about £5% of world coffee exports subject to guotas.
Importing non-member countries include centrally planned economies
of Bastern Buroyre, the USSR and most of the importing developing
countries. Non-quota market prices normally are 30% to 50% lower

then prices in guote markets as many exporting countries with large

stocks compete in these markets.

Quotas have resvlied in larger and larger stocks in a number of
producing ceuntries, estimated at about 45 million bags in 1984,
equal to half of annual world consumption. Quota adjustments
between seasons and within & season are important for a smooth
functioring of the gucta system. World production is expected to be
about 97 million bags in 1990 and producers' stocks to be about 60
rillion bags. Iroduction by 1995 is likely to rise to 103 million
bags.

The major gdeterrinants of prices are world production and the
operation of the ICA. The ICA and possible shortages from several
sources are likely to keep coffee prices firm. With the excess
supply of 3-4 million bags annually on average and produceras' stocks
of about 45 million bags, reductionms in production in several
producing countries are required to reduce stocks to more reasonable
levels. Since there are no large~scale projects planned to increase
production substantially, a balance of world supply and demand could
be achieved by 199C. Prices are projected to stay at about 24%0¢/kg
levels in real terms until 1990, and to increase thereafter (Table
36). Because tte price elasticity of world demand for coffee is
low, prices may rise sharply at any time because of frosts or bad

e
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weather. However high prices can not persist long since producing
countries are capable of expanding’ production quickly.

While the ICA quota is in effect, roasters are expected to adjust
blends of various coffees to coineide with existing quota
allocations and price differentials among coffees probably will be
narrow. However, if the guota system is lifted because. of severe
rroduction decline or serious disagreement among I1CA members, price
differentials masy widen as roasters become free to choozme coffees to
blend. In such cases countries with poor quality coffee could face
low demand and low prices.

36,  CURRENT AND CONSTANT ACTUAL
ARD PRCJECTED COFFEE PRICES

(Cente/kg)
Conastant
Current 1983 Index
Yenr prices prices 1/ (1980=100)
1850 111 468 14¢.0
1955 133 482 153.5
1960 92 %06 97.5
1965 100 323 102.3
1970 115 33 105.4
1975 144 205 o 65,3
19%6 315 440 140.1
1977 517 669 21%.1
1978 - 359 395 125.8
979 362 8 120.4
1980 344 314 100.0
1981 282 269 85.7
1982 309 299 95.2
- 1963 290 290 92.4
Projected .
1984 321 310 98.7
1985 330 296 94.3
1986 353 290 92.4
1990 480 291 92.7
1995 689 312 99.4

}jfreflated by manufacturing unit value
(MUV) index. '

Source: IBRD, Price Prospects for Major
' Primary Commodities, September
1984] p- 23.
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37. BRAZIL COFFEE

Index )
Year U.S.£/1b (1980=100)
1960 36.58 17.5 :
1965 43,75 21.0 v
1970 55.80 26.7
1975 82.58 %9.6
1976 149.48 T1.6 -
1577 267.14 127.9
1978 165.29 79.2
1979 178.47 85.5
1980 208.79 100.0
1981 186.44 89,3
1962 143.68 68.8
1983 142.75 68. 4
1984 149.65 71.7
1985(10) 150.27 72.0

1/ Brazil, New York. 1kg=2,2051bs.

Source: IMF, International Financial
Statistics, December 1565,
pp. 74~75 and IFS Yearbock
1985, pp. 138-9.

38, COYFEE FUTURES PRICES

Month U.S.£/1b Index

1986

Jamuary 1/  250.00 119.7

March 244,62 117.2

May 247.38 118.5

July 252.17 120.8

September 255.69 l22.5 - s
December 261,00 125.0 :

1987 .t
March 264,00 126.4

May 266.75 127.8 ' .

1/ New York Cocoa, Sugar, Coffee
Exchange (NYCSCE), January 17, 1986
2/ 1980=100 (U.S.£208.79. See Table 37).

Source: International Herald Tribune,
January 18-19, 1986.
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Conclusion

The central conclusion which emerges from the foregoing review and
analysis of econcmic performance is that the GDRM reform program for
stabilization hss been quite effective in reducing inflation,
monetary excesses, and fiscal deficits. However, the structual
reform program ras had little impact, thus far, on production and
exports and, in fact, has not yet been fully implemented., GDRM has
noted that the supply response to structural adjustment is slow %o
yield results in production. While there is an e¢lement of truth in
this observation, one must avoid excuses for relectance to
undertake a vigcrous, market-oriented progrem to unleash the
potential of private entrepreneurs. If a structural reform program

‘iz effective, the results must be measurable in increased production

and exports. Tke reform program has been underway for {ive years
and & medium~term, real impact should be discernable by now if the
program has been structured correctly and the GDRM is serious sbout
underiaking refcrm.

Although the IM} performance criteria for 1985 were met, targets for
economic growth and foreign exchange reserves were not met which
increaseéd the shortfall of foreign exchange and impeded medium-term
prespects. Inperts were curtailed further than planned and the
target prowth of domestic credit in 1985 was revised downward. DBoth
GDP and sgricultural output rose only 1.8%.

The obvious sclution is to increase actions to implement economic
reforms which are in progress or have not been initiated. Little
effort has been made yet Lo diversify the export base and privatize
public enterprises. In fact, neither the GDEM nor IBRD have
indicated that & policy of privatization hes been adopted. Instead,
primary stress Las been placed on rehabilitation which has sometimes
been the IBRD arproach, ratiher than reducing or eliminating
production end marketing by public enterprises through ’
privatization. The public enterprise reform program is progressing
very slowly.

Divergification of the export hase needs tc place immediate emphasis
on non-traditional export crops as recommended by the IFRD team
reviewing export crops in 1984, 1f producer prices were raised to
rake crops, suck as groundmuts and sisal, profitable to export, a
significant boost to export earnings might be achieved, aiong with a
reduction in the vulnerability of foreign exchange earnings to
fluctustions of coffee prices and production.

In addition, the GDRM's export horizons can be broadened beyond the
purview of agriculivral exports to include labor-intensive, light,
manufactured exyorts such as knit sweaters and ready-made clothes,
which have been the leading sector in the early development of Asian
countries such as Taiwan and Korea, and has becoms a major success
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during the last few years in Mauritius. If the foreign exchange
rate is maintaired at a realistic level, which must be determined,
real wage retes are held constant or decreased somewhat as in
Mauritius, and the GDRM can convine domestic and foreign investors
that it is sericus in honoring promises to meet the needs of export
firms, employment can incresse rapidly and absorb unemployment in _ .
the import substitution indusiries which has been clearly
demonstrated in Mauritius and might be investigated by GDRM,

The GDRM agreed with IMF to accelerate depreciation of the exchange
rate during the latter monihs of the current standby arrangement but
studies have not been done to indicate whether the rate of 1978,
vwhich seems to have been accepted by IMF as the appropriaste level
for the real exchange rate to restore competitiveness of Malagasy
products in world markets, is actually a rate &t which production
cosis can be covered and export firms can make reasonable profits.

.y

Rehabilitation of import-substitution firms promises only limited
improvement in foreign exchange shortages except that foreign
exchange in some cases can be saved by reducing protection, greater
utilization of dcmestic inputs, or halting production. In any
event, the net foreign exchange benefit of much domestic consumer
goods production is low because the import content is large.

Establishing an export proccesging zone, perhaps under tke auspices
of the National Indusirial Bank, may be an excellent way to
stimulate exports by utilizing local currency from sales of AlD
comnodities to rurchase sites and construct facilities, and
providing imported commodities through the CIP program to construct
buildings, prepasre sites, and expand utility systems.

Similarly, IDA and African Facility financing of $60 million of

industrial raw naterials by increasing external debt is of

questionable merit. Expernditure of these funds not o be ysed

directly in producing exports, but to increase production in

under-utilized industrial plants producing consumer goods which

otherwise would not be imported. African governments have incurred

external debt or concessional terms which, even after years of grace

period, no interest, and low service fees, they are unable to

repay. The logical, common sense conclusion is to refrain from

incurring additional external debt unless it contributes directly to

earning or saving foreign exchange. The tricky part of this =1
conclusion is tke import substitution criterion because many
economies---Zamtia, Sudan, and Zimbabwe--to name a few, have found
that so-called import-substitution industries may not save foreign
exchange because the final consumer goods, for which the domestic
product is to be a substitute, can not be imported because export
earnings are insufficient. For the same reason, raw materials for
import substitution industries also can not be imported in
sufficient volure. As & result, these industries are operating far
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below capacity. The priorities qf donors and most governmenis in
Africa need to shift foward production of exports, probably
agricultural exyorts, and inputs for both agricultural and
industrial output. Given the poor performance of African
governments in expanding foreign exchange earnings with which to
repay concessional financial assistance, GDEM probably should accept
only grant aesistance to avoid increasing the external debt and debt
servicing burdens. ' '



ANNEX A: EXCHANGE AND TRADL SYSTEM 1/

Exchange Rate

The FMG is pegged to a basket of several currencies, adopted on
April 2, 1982, when the peg to the French franc was discontinued.
The weight assigned to each currency in the basket is based on the
distribution of Madagascar's trade during 1973-80. There is no
single intervention currency, although the majority of transactions
takke place in F¥rench francs and U.S8. dollars. In accordance with
the movement in the basket, the Centrel Bank of Madagascar adjusts
the Malagesy franc exchange rates daily against ten currencies that
it quotes, viz., the Austrien schilling, the Belgisn franec, the
deutsche mark, the French franc, the Italian lira, the Japanese yen,
the hetherlands guilder, the pound sterling, the Swiss frane, and
the U.S. dollar. The spread between the officiel buying end selling
rates for the ten currepcies quoted by the Centrel Bank vis-a-vis
the Malagasy franc is 1.0 percent.

The Mrlagasy {renc was devalued on several occasions since the
adoption of the currency basket. In foreign currency terms, against
the currency basket, a devaluation by 13 percent on May 17, 1982 was
foullowed,; in line with & flexible exchange raie policy introduced in
1983, by further devalumtions by 5.7 percent, 2 percent, 5.5
yvercent, 1% percent, and 3.9 percent in January 1983, July 1983,
October 1983, March 1984, and June 1964, respectively.

As a result, vsing 1978 as the basse, the nomiral irade-weighted
exchange rate depreciated by 3G.T percent between the first quarter
of 1982 and June 1984, In real terms, after adjusting for relative .
price changes between Madagascar and its trading partners, the
effective exchange rate depreciated 23.3. percent over the same
yeriod, thus more than fully reversing the appreciation experienced
in real effective terms between 1978 and 1982. In June 1984, the
real effective exchange rate of the Malagsy franc was 4.6 percent
lower than iis everage level in 1978--before the messive external
borrowing of 1979-&C.

External Paymenth Arrears

Madegascar has incurred externsl payments arrears (other than those
related to dividend transfers, which are discussed below) since the
beginning of 19¢0. By the end of 1980 external payments arrears are
estimated to have smounted to SDR 175 million, equivalent to 44
percent of exports of goods and services in that year. Until 1982
external paymenis arrears

Source: IMF, Recent Economic Developments, September, 1984,
pp. HT7-€0.
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were recorded in local currency only, converted at the exchange rate
of the day on wkich they were incurred. The stock of arrears had
not been revalued, and revaluation of flows had begun only in 1982,
On the basis of such partial data, the stock of external arrears
declined at the end of 1951, but this was more than accounted for by

the consolidation of arrears into medium-term obligations. On a net

cash basis, i.e., the difference between repaymenis and new
sccumulations, arrears continued to increasse. A partisl revaluation
of the stock of arrears at end 1982 indicates that they had
increased to about SDR 213 million on that date. Since then, the
monitoring of arrears has improved considerably, and, along with the
other foreign liabilities of the Central Bank, arrears are being
revalued at the end of each month at the average exchange rate of

the preceding month. On this basis, at end-1983, external payments

arrears were estimated at SDR 150 million, after consolidations of
arrears into medium~-term obligations obtained through that date. As
a result of the further consolidation of arrears under the third
Paris Club meeting in March 1984, the stock of non-consolidated
arrears at end-1983 declined to SIDR 95.5 million. On a net cash
basis, a reduction by SDR 7.3 million is programmed for 1984,
bringing the stock of arrears at end-1984 to SDR 86.2 million.

In addition, arrears of dividend transfers have existed since about
1973. Since 19t2, considerable progress has been made at the
Central Bank to reduce the backlog of application that had developed
beginning in 19t1. In both 1982 and 1983 transfers in respect of
dividends amounted to FMG 1 billion. For 1684, a cumulative
transfer of bona fide dividends, in the amount of FMG 1.25 billion
(about SDR 2 million), is called for under the program with the
Fund; at end-Jure 1984 such transfers already amounted to FMG 5.5.
billion (about SDR 8.9 million).

Imports and Jmport Peayments

. Importers require the approval of the Ministry of Commerce before
being permitted to engage in import activities. All imports are
subject to the annual import program, whose overall value and
composition is determined among the Ministry of Finance and Economy,
the Ministries of Commerce and of Industry, and the Ceniral bank,
partly on the besis of requests from the various ministries. The
Ministry of Comnerce then allocates guotas to imports
("Authorization Globale 4'Importation"”) within the overall limit of
the import program, and import licenses are issued freely up to the
limits of these quotas. Since about mid-1981 a committee (Comit'e
Technigues des layments Exterieurs), consisting of representatives
of the Ministry of Finance and Economy, the Ministries of
Agriculture, Indusiry, Transport and Commerce, the Directorate of

‘e
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Planning, and the Central Bank, has been meeting weekly to
administer the limited foreign exchange and to ensure that the total
lincense applicstions for the week do not exceed foreign exchange
availabilities., If foreign exchange available should be
insufficient to meet the demands for the week, the Comit'e Technique
requests the competent Ministry to decide, in keeping with
government policy for the corresponding secitor, on the allocation of
the availeble foreign exchange among the various requests within the
Ministry's import category.

ports

No changes have taken place in the regulations governing exports
since the previous Article IV consultation. Enterprises require
prior authorization {"carte d'exportation') by the Ministry of
Commerce to engage in export activity. In addition, all exports are
subject to an export authorization. The govermment-owned trading
firms (ROSO, COROI, SICE, SOMACODIS, SINPA, SOLIMA, etc.,) have a
monopoly over most of the important exports (except vanilla), i.e.,
coffee, cloves, pepper, sugar, butter beans, meat, petroleum
products, and chrome. Foreign exchange proceeds from exporis must
be surrendered not later than one month from the due date specified
in the export contract.

Invisibles and Capital

A)l paymenta for invisibles require prior approval of the Minister
of Finance, who has delegated approval suthority either to the
Exchange Control Service of the Treasury or to the national banks,
Specified limits apply to the sale of foreign exchange for a number
of current invisible transsctions, The ammual limit on tourist
travel by residents is equivalent to FMG 100,000 (about SDR 160) per
traveler (FMG £0,000 for a child under ten years of age). For
business travel, foreign exchange may be purchased up to & daily
1limit of FMG 10,000 per person, subject to a maximum of FMG 300,000
per annum . Authorized banks may not sell foreign bankmotes in
excess of the egquivalent of FMG 20,000 per person per trip for
tourist or business travel. There are also basic limits for
educational expensea and certain other current invisibles.
Applications for the sale of foreigh exchange for other categories
of invisibles are considered by the Mlnlstry of Flnance and Economy
at its discretion.

Foreigners working in Madagascar are allowed to itranafer the savings
from wages and selaries earned upon presentation of the work
contract and employment permit, provided the transfer takes place
within three months of the pay period. The transferable amounts are
limited to up to 25 percent of the net salary for bachelors and
persons who have their families with them and up to 45 percent for
those whose families



-58-

live outside Madagascar. The transferable amounts are equivalent to
100 percent of the salaries for both of the above two categories of
transferees for vacation periods spent outside of Madagascar,
subject, in all cases, to a maximum limit of FMG 330,000 per person
per month,

Non-resident foreigners may transfer dividends in full when
distributed by industrial enterprises and up to 75 percent when
diatributed by other firms . Applications for such transfers must be
rresented through commercial banks to the Central Bank. Applications
that have been approved by the Central Bank are forwarded to the
Ministry of Finance and Economy for approval of the remittance of the
corresponding foreign exchange. The application is then returned 1o
the Central Bank for remittance of foreign exchange. Applications
are verified to determine whether the amounts constitute bona fide
dividends; this requires the presentation of proof that smounts to be
transferred are compatible with the cash flow requirements of the
company and that tax obligations have been met.

A1]1 foreign direct investiments in Madagascar and direct investments
by Malagasy abrcad require the prior approval of the Ministers of
Finance and Economy. Exempt from this approval requirement sare
investments in the form of an increase in capital by way of
reinvestment of undistributed profits. As noted earlier, all foreign
borrowing is sutject to the approval of the Minister of Finance and
Economy .

Ve



ANNEX B: NATIONAL BANK FOR INDUSTRY (Bﬂi)l/

The following paragraphs are an assessment of BN1 by IBRD conducted
as part of a $4C.0 million IDA credit for industrial assistance
epproved in early 19&5,

Background and cbjectives. BNI was created in January 1977 as a
result of the banking reform that took place in 1976. It then
assumed the terr loans and equity portfolic of the former Banque
Nationale de Leveloppement (BNM) in the industrial sector, and the
industrial loan portfolio of the former Banque pour le Commerce et
1'Industrie de Madegascar (BCIM), a commercial bank nationalized in
1976.° BNI has primary responsibility for promoting the development
of industry and handicraft through short, medium and long term
loans, and equity investment.

Ownership, board. BRI has a share capital of FMG 2 billion, owned
by the State (85 percent), the Central Bank (10 percent) and the
Social Security Fund (5 percent). BNI's Board is chaired by the
Minister of Finance and includes the director General of the Central
Bank and of the Finance Ministry. The Boerd does not hold regular
meetings but convenes on an ad hoc basis to examine projects or '
policy matters. BNI's CGeneral Manager has the authority to approve
without congultation with the Board secured loans up to FMG 100
million, unsecured loans up to FMG 20 million and equity investments
up to FMG 20 rillion per investment.

Management, orgunization and staffing. BNI's General Manager is a
Malagasy nationsl, who, formerly, was the head of the Banque
Nationale de Developpement (BNM§. He has two deputies, one of whom
wae also with BMM while the other was with BCIM. Together, they
constitute a corpetent and experienced team, which has steered BNI
well in & difficult economic environment. BNI has nine departments
vhich reflects its dual role as a development and a commercial bank,
and several brarches throughout the country. It has a staff of
about 1,100 percons. .

1/ IBRD, Report and Recommendations of the President of_the
TInternational Developmenti Association on a Proposed Credit in an
amount of SDR 40.2 million to the Democratic Republic of Madagascar
for an Industriel Assistance Project, December 1984, 49-~53.
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Operating policies. BNI policies are spelled out in a statement of

policies that was discussed with IDA and approved by BNI Board of

Directors in 19¢0. It spells out that BNIl's objectives are to .
assist in the development of the industrial and handicraft sectors
by financing prcjects that are financially and economically sound.
It also indicates that (1) BNI will not normally finance more than - -
75 percent of a project's total cost (2) its long-term debt to
equity ratio shall not exceed 4 to 1 and (3) its total commitment to
one particular enterprise shall not normally exceed 25 percent of
BNI's equity. Its policy statement is satisfactory.

‘e

Appraisal. BNI appraisal reports emphasize financial aspects of
investment proposals. Although the economic merits of projects are
also analyzed, this analysis tends to be less comprehensive than the
financial reviews. In general, there is slso a need for the reports
to express more clearly and pointedly the opinion of BNI on the
merits of the projects.

Supervision. ERI supervises projects which it finances mainly
through a monitoring of the current accounts of its clients. This
approach has proven satisfactory, if judged by the fact that, at the
end of 1983, arrears of more. than three months amounted to 19
percent of BNI's medium- and long-term portfolio which is low
relative to other development banks in Eastern Africa.

Procurement. BNI requires its clients to obtain several proforma
invoices which, whenever necessary, it helps its clieuts to
determine the most attractive offer. While at the time of the
approval of the first IDA eredit, BNI did not have adequate
technical staff {o assist in the review of proposals, and had to
rely on cutside expertise, it hes now recruited & core of
technicians who are capable of performing that function adequately.

Disbursements. These are made ageinst presentation of invoices.
BNI starts disbursements on its loans only after the promoter has
used his own resources. Long-term loans are utilized first,
followed by medium~term loans. BN1's disbursement procedures are
adequate,

Interest rates. BNI presently charges interest rates of 13.75
percent per annim on medium term loans that can be rediscounted at
the Central Bank and 15.75 percent per annum on loans that are
non=rediscountatle. On long-term loans, it charges an interest rate
of 15.5 percent for both rediscountable and non-rediscountable
loans. In addition, BNI charges an annual commission that varies
between 0.6% percent and 1.50 percent. As it applies to the amounts —
outatanding during the whole life of the loan, it is in fact a

supplement to the interest rate.
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Finally, BNI passes the foreign exchange risk to all medium~- and
large-acale borrowers.

Audit. The annual sudits of BNI asccounts are conducted by a
qualified CPA Melagasy firm. They ere, in gencral, well prepared
and provide an accurate picture of BNI's situation. They are
expected to be eent to IDA within 6 months after the end of the
fiscal year. Tre last two audits were not submitted within the
agreed upon time limit because BNI was in the process of
establishing s computer-based management information system. This
task has now been completed and future avdits will be submitted on
time.

Operations. In 1977 which was its first year of operations, BNI
approved term loans that amounted to only FMG 0.4 billion and equity
investments totelling FMG 0.2 billion. This relatively low level of
approvals wae due to the changes and the restructuring involved in
the creation of BNI. However, in the following years, operations
increased rapidly: in 1978 term loan approvals totalled FMG 2.9
billion adequity investmente FMG 0.5 billion; in 1979, loans
increased further to FMG 4.1 billion which equity investments
amounied to FMG 0.4 billion. ‘

A peak was reachted in 1980 when BNl term loan approvals reached FMG
8.2 bvillion. In recent years, with the deepening of the economic
crisis, the amount of lending decreased considerably to FMG 3.8
billion in 1981, FMG 4.6 billion in 1982 and only 0.9 pillion in
1983, During this period, equity investments were: FMG 614 million
in 1981, 606 million in 1982 and 33%Y million in 1983,

At the end of 1483, BNI had approved term loans totalling FMG 24
billion of whicl FMG 13 billion (54 percent) was for the
manufacturing, MG 3.9 billion (16 percent) for the petrnleum, FMG
%.9 billion (16 percent) for water and electricity, FMG 1.9 billion
(8 percent) for transport, FMG 0.6 billion (2.5 percent) for public
works and FMG 0.4 billion {2 percent) for tourism.
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39. BENI MANUFACTURING LOANS BY SUBSECTOR

Subsector MG (m) Percent Number
Textiles 2,702 20 5
Food Industry 2,682 20 B8
Construction katerials 1,423 11 2
Paper Products 1,285 10 6

-Tobacco Products g28 T 1l
Beverages 908 T 2
Chemical Products 908 T 5
Pharmaceuticals 663 5 3
Leather Products 655 5 1l
¥ood and Stones ‘ 568 4 1
Shoes and Clothing 264 2 1
Metals 161 1 2
Printing 44 _1 1
Total 13,3%11 100 38

4lthough BNI's cperations were well diversified among 13 different
mamfacturing subsectors, four of these-~i.e. textiles, food

products, construction materials and paper products--accounted for
more than 60 percent in value of BNI lending operations. '

The types of projects that BNI has financed since it started
operations, were 47 percent for expansions of existing enterprises,
31 percent for modernization/rehabilitation, and over 19 percent for
the launching of new activities. A small proportion (3 percent) was
also devoted to the acquisition of spare parts. a large share of
BNI financing (75 percent in volume) was for companies in which the
.Government owned either directly or indirectly, through BNI, &
majority of the capital.

Loan portfolio, As of December 31, 1983, BNl's medium-~ and
long-term portfolio totalled FMG 18.8 billion while its short-term
portfolio amounted to FMG 96.6 billion, thus reflecting the
pignificance of commercial banking activities in BNI's operations.
At the same date, arrears of three months or more represented about
19 percent of the portfolio. On doubtful loans, BNI has made
provisions amourting to FMG 616,9 million, i.e. about 17 percent of
the total amount in arrears. These provisions ere adequate. BNI's
arrears situaticn is much better than most development banks in the
Bastern and Southern Africa region. This is mainly because BNI,
through the comrercial accounts maintained by its clients, is in a
position to monitor their liquidity position &nd, in

s
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addition has leverage to obtain timely repayments on its term loans.
Overall, BNI's loan portfolio is of acceptable quality.

Equity portfolic. As of December 31, 1983, BNI's equity portfolio

totalled FMG 6.€. billion of investments in 49 enterprises of which 25
made a profit in 1983 and 12 suffered losses, Eight{ companies are
still under construction or have just began operations; three
enterprises are operating at a reduced level and one is being
liguidated.

14

Resources. In sddition to its capital and deposits which it uses to

finance equity investments and short-term credits reapectively, BNI
alsc has term resources both in local and foreign currency. Term
regources in local currency have been provided by the Treasury, the
Post Office and Insurance companies for durations generally ranging
between 5 and 1( years, In addition, BNI has rediscount possibilities
at the Centrsl fank for the financing of short and medium-term credit.
foreign currency resources have been provided by IDA, CCCE, kfw and
some foreign comnmercial banks (CIC, CCF). Terms range between 6 and 10
years for the CCE loans, to between 15 and 20 years on the KW loans.
ig of December 21, 1983, BNI had foreign exchange resources equivalent
o MG 1.3 billion and local currency resources amounting to FRG 11.3
billion available for commitments.

Financial position. As of December 31, 1983, assets totalled FMG 168.4

billion of whicl the lcan portfolio represented FMG 110 billion and
equity portfolic FMG 6,6 billion., Capital, reserves aad surplus
totalled FMG 27.5 billion and term borrovings FMG 10.6 billion. BNI's

- long-term debt/equity ratic is thus (.4:1, a very low proportion which

allows substantial additional borrowing. The financia) position of BNI
is sound.

Profitebility. In 1983, BNI made a net profit of FMG 7.4 billion which

represented a return of 34.10 percent on average net worth. . Gross

income represented 9.7 percent of total assets while administrative

expenses amounted to 2.14 percent of total amssets. These results are
satisfactory.

The first IDA credit to BRI, The first{ IDA credit to BNI was approved

in January 1980. Commitments have been slower than expected at
appraisal, largely because of the economic crisis in Madagascar. Out
of the US$5.0 million, US$4.9 are now committed.

BRI used the ID& Credit to finance 13 subprojects, of which three were
small-scale enterprises. In addition, the project financed five
feasibility studies and the purchase of computer equipment to improve .
its management information system.  Most of the subprojects were for
the purchase of equipment to modernize the facilities of existing

enterprises.



ANNEX C: IERD STRATEGYL/

IBRD lending, wkich began in 1967, consists of 27 projects concentrated
in the agricultire, transport, and energy sectors. Annual
disbursements rcse from $23 million in 1980 to $32 million in 1984 and
are projected tc reach $50-60 million and $55-65 million in 1985 and
1986, respectively. An industrial sector loan of $40 million and an
irrigation rehatilitation credit for $15 million were signed in 19865,
An Agricultural Sector Adjustment Credit, a technical assistance credit
to agricultural institutions, and a line of credit for the
rehabilitation of investments in agriculture are under preparation, A
third railways yroject and a second project on audit and saccounting,
alsc under preparation, should be negotiated shortly. IBRD lending
will be supplemented by disbursements under the Special Facility for
Africa. A supplemental credit to the industrial sector of $20 million
from this source was approved in 1985, and $40 million is also expected
to be available in 1986 for the Agricultural Sector Adjustment Credit.

IERD sirategy focusses on the more efficient use of resources to
attain increase¢ production of goods and services. This effort is
concentrated on rehabilitating existing productive capacity and
gupporting GDRM efforts to restructure the economy. Specific IBRD
objectives include: :

1. asgisting with policy formulation and reform, directed .
particularly at making the economy more efflclent and
regpunsive to market forces:

2. strengthening GDRM's pollcy naking capacity;

3 contrituting to GDRM 1nvestment prlorities of rehabilitation
of infrastructure and productive capacity;

4. hélping to increase utilization of existing capacity;

5. - continving to place emphasis on helping mobilize and
effectively coordinate external assistance through the
Consullative Group; and

6. assisting GDRM to strengthen its management and use of
resources, including formulation of appropriate rolling public
investment and expenditure programs.

1/ IMF, Staff Report, December 1985, pp. 44-5.

s
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40. IERD, IDA, AND IFC PROGRAN 1/

Source

Completed projects:
IBRD
Ipa

Active Projects {IDA):
Agriculture and rural development
Energy, power, and utilities
Transportation

Industry and tovrism

Forestry ' '

Cyclone rehabilitation

Urban development

Education

Total’
IXRD
IDA

Repaymentsa
~ IBRD
IDA

Debt ovtstanding
Disbursed
IBRD
1DA

IFC investments

1 Status on Sertember 30, 1985.

(3 million)

Disbursed Undisb. Total
172.50 - 172.50
32,57 =2 32.57
159.93 - 159.93
172.21 180.49  352.70
34,47 59,83 94, 30
67.73 17,351 85.10
. 39.3%2 29.68 €9.00
©o5.81 39,19 45,00
11.96 8.04 20,00
4.%1 10.69  15.00
0.74 12.06 12.80
7.87 3.63  11.50
344,71 180.49  525.20

32.57 - %2.57
312,14 180.49  492.63
14.74

4.68
g.86
$10.46
329.97
27.69

482.77
. 22,06

Scurce: IMF, Staff Report. Dgcember 1985, p.43.
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INTRODUCTION

The information in this paper is based on key interviews
carried out in Madagascar and on written sources. Since the
previous CDSS, the results of a few new studies are available
which provide a better understanding of the current social
conditions in Madagascar. Alsc, the social analyst has had the
opportunity to review previocus studies which were not available
to the FY 1986 CDSS team. Nevertheless, numerous other field
studies, such as those carried out by the Department of

_ Development Research of the Center for Agricultural and Rursl

Development Research (FOFIFA) and pre-1975 materials have not
been reviewed due to time and accessibility. Alse, time
constraints have prevented the inclusion of an analysie of key
insatitutions. Information on government institutions is
available in several documents such as World Bank reports, the
UNICEF Situation Analysis and special reportas undertaken by
consultants for AID,

Organigation of the following presentation is based on
AID/W overall guidance on conceptual organization of the
problem aresas and specific guidance on the Madagascar CDSS
update.

SUMMARY OF SOCIAL ANALYSIS

Madagascar has a complex social system with important
regional variations, 1Inequaties tend to reflect historical
settlement patterns and sociopolitical events. In the crop
producing regions the poor have small rice plots and low levels
of both in-kind and cash income. Particularly the poor are
dependent on hillside land and the clearing of primary and
gsecondary forests for cultivation. The problem of hunger 1is
menifest in several ways and seems to be increasing.

Malnutrition is high among children, Also, the infant
mortality rates are high. The GDRM, with UNICEF assistance,
haa been carrying out an Expanded Program of Immunization but
coverage rates should be increased., TFamily planning services
effectively reach only one percent of the target group.

There is a growing body of relevant data which will provide
a basis for sound policy analysis and program/project design.

Previous Page Blank



JMenustik
PPB


INCOME AND HUNGER
Land Distribution and Use

About 80 percent of all Malagasy families derive income
from agricultural production, whether from rice, cultivation of
other cropa, livestock husbandry or a combination of these.
There are significant differences in access to land, ecological
conditions and the value of the crops grown which relate to
level of income and hunger. More detailed information on this
exists for the central highlands than for other geographic
regions.

The central highlands is located in the provinces of
Antananarivo and Fianarantsoa. These two provinces, which
include other sgroecological zones in addition to the
highlands, have the highest population demnsities and account
for 52 percent of the total population of Madagascar. In
central highland localities where & rigid caste system existed,
the amount of land, especially for rice production, currently
controlled and owned by a houssehold and their access to water
for irrigation, reflect the caste of the family's lineage.
Farmers gain access to more land through sharecropping and
leasing arrangemenis., There is evidence that lsnd poor
families are increasingly forced to sell a portion of their
holding when an emergency requiring cash arises.

Several case studies document differences in land
distribution and use. While the pattern of holdings is not
highly skewed when ecologicel factors are takem into account,
the differences are pignificant in terms of & household's
ability to meet its bamsic needs from agriculture., A 1984 study
conducted by G. Rakotonirainy et. al, for FAO compares two
sites, One site has a history of & strong caste system, is
inhabited by Merina, and ig located 50km. from the capital city
within Antananarivo Province. The second community, within the
traditional heartland of the Betsileo, is in Fianarantsoa
Province, The size and distribution of riceland is more skewed
in the Antananarive than in the Fianarantsoa community., 1In the
former 43 percent of the agriculturalists have less than 50
ares® of riceland, whersas 8 percent each have more than 200
ares. In the Fianarantsoa sample, 29 percent of the
agriculturalists have less than 50 ares and 11 percent had more
than 200 ares, In both communities the amaller the rice land
owned the greater the percentage the non-rice, hillside land
(called tanety and herein referred to as hillside land) is of
the total land owned., For example in both communities for
those with less than 15 ares of riceland, the hillside land
accounted for 70 - 74 percent of their holding. VYevertheless,
in terms of actual size of the hillside land controlled by each

*One hundred ares equal one hectare.
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farming household, the size tends to increase as the sigze of
the rice holding increases. Por example, in the Fianarantsos
comnunity those with more than 100 ares of riceland sverage 113
ares of hillside land, whereas those with less than 15 ares of
riceland average only 43 ares of hillside land.

The Midwest region in comparison with the central highlands
is more sparsely populated and has poorer soils and leass
rainfall. A study by FOFIFA of 433 households in 12 fokontany
(group of villages) revealed that 16 percent had no land. Of
those with land, 54 percent have less than 2.5 ha.,, 11 percent
have 2.5-3 ha, and 35 percent have more than 3 ha, In general,
the sigze of the hillside plots were larger than the rice
fields. Most households had more than one parcel of each type
of field., In the sample 18 percent of the households had no
rice land while only 8 percent had no hillside lend, Those
households which controlled over 3 ha, of land often had some
under sharecropping.

In the Midwest about three-guarters of the landowning
households in the FOFIFA sample combine crop production with
livestock production, cattle and/or pig raising. The Bara and
the Sakalava who sre known for raising livestock also practice
crop production. In the area inhabited by the Bara, ecological
conditione favor rice production and the area is usually
self-sufficient in rice. The Sakalava tend to place leas
emphasis on crops than do the Bara, which is attributadble to
ecological conditions, ,

A study conducted by C. Kottak in 1966-67, in three
communities in Fianarantsoa Province shows the diversity of
settlement patternas and differences in access to key
regsources. His findings document that historical socioecononmic
inequalities are mirrored in the current situation. His
research also reveals aignificaant practices and behaviors
related to rice production, Kottak's findings show that
farmers with more than one rice field tend to invest more labor
in the traditionally more productive fields, Soil type
influences the cultivation technigues and labor requirements,
The labor inputs and yields vary with the type of rice
cultivated, which is only partially a function of soil type.
The traditioral variety of rice, whose taste i3 preferred, is
grown for domestic consumption, but balanced against other
varieties in terms of labor, amount of land, soil type, and
potential yields.

The main events in rice production are transplanting and
harvesting and these are associated with a traditional division
of labor based on age and sex. These major tasks, as well as
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others, were often done with communal labor. However, communal
labor parties whose traditional reward was food and drink are
gradually becoming obsolete and are being replaced dy paid
labor. '

Kottak's date show that the intensification of labor inputs
on poor land can actually result in yields comparadle to those
obtained from better soils. In a study site with poor land
conditions, the people worked between two and three times more
on their rice fields, and in fact the yieldes were slightly
higher than in the other two communities studied. The same
community was poorer than the others and relied on family and
communal labor.

When lebor expended in drying and pounding rice for family
household consumption is& included in the calculations on the
number of hours men and women devote to rice production, women
tend to spend more hours than men on rice., If it is not
inecluded, men apend more time. On average an adult woman,
solely or with assistance from children, spends about 300 hours
a year pounding rice for femily consumption.

A socioeconomic baseline study undertaken by the Highlands
Rice Project in the Antsirabe area of Fianarantsoa Province in
1984 showed that 60 percent of the families farmed 25 percent
of land surveyed and each had less than 20 area of psddy land.
In comparison, 10 percent of the farm families averaged 120
ares which accounted for 42 percent of the total land aresa.
The survey also revealed that many farmers have large numbers
of very small plots for rice., In the communities atudied by
Kottak, the average number of rice plots per community ranged
from 7 to 12.

The fragmentation of riceland may appear extremely
ingfficient., 1In the central highlands it is the result of the
inheritance system of the Betsileo and Merina, which is
ambilineal, tending towards patriliny. A man inherits rights
to cultivate on the ancestral estate of his mother's as well as
his father's family. The man may choose to reside in his
mother's village, or just to activate rights to cultivate
there. Activation of the right to cultivate invokes a host of
obligations, such as lending labor to sssist others. A
Betsileo woman cannot inherit peddy land but can inherit
hillside agricultural land. In contrast, a Merina women
inherita rights to both types of land. The rights of
inheritance of land, even if not invoked, are ususally
maintained through participation in ancestral tomb-centered
ceremonies, which oblige the person to give gifts. Access
particularly to rice land is an intricate part of the entire
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social fabric and cultural history of Madagaascar, Associated
with this is acceas to water for irrigation which is Jjust as
important. However, no research seems to have been done on
organizetional forms, rights and responsibilities asscciated
with water,

Both the smaller traditional and smallesr government-
aggisted rice irrigation schemes appear to be better managed
than larger government assisted ones., This is probadly =a
result of community cooperation on the amall, older schemes
which has a hiastorical precedence. Community cooperation is
evident in the repair and maintenance of irrigation
infrastructure, allocation of water, and communal labor.

The degree of cooperation among households in a community
igs normally related to the historical pattern of settlement and
kinship affiliation. Communities recently settled, such as
around government essisted large irrigation schemes, and
comprising several kinship groups are less cohesive than others.

Because of the relatively high population densities and
skewed distribution of land in the central highlands, there has
been permanent migration over the decades within the highlands
to areas of lower agricultural potential and movement into
other regions. Permansnt migration is motivated by the desire
to obtain wage employment snd to obtain land. Government
schemes in other regions have provided some relief to the
highlands. In the Midwest region a common pattern has been for
migrants to engage in wage employment or sharecropping but
eventually to obtain land. While no hard data are available,
it is likely that those who migrate are the poor whose
ancestors were slaves and commoners since these people would
probably feel the strongest push towards leaving the arsa of
their ancestral tombs. Kottak points to cases where over time
a community has its regional appendage and tomba are built in
the newer community. Permanent migrants usually do not give up
land claime in their original home area, but allocate these
land resources to close members of their family. Also,
migrants normally maintain their claime to land through
participation in ceremonies in the original home area,
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Over the decades migration has also been from regions other
than the highlands. For example, people from the southwest
have settled in Sakalava territory. Anthropologist R.
"Huntington has concluded that Madagascar shows a pattern of
continuous migration and while there are cultural varistions
and ethnic categories, there seems to be little correlation
between the two.

The Lac Alaotra region located northeast of the central
highlands has absorbed migrants since the early 19C0=s, The
region originally inhabited by Sihanaka people attracted Merina
and Betsileo in the early 1900s. During the colonial period
large French concessions established in the area drew large
numbera of migrant laborers, many of whom settled and
eventuslly became landholders.

In 1962 the Societe Malagasy d'Amenagement du Lac Alaotra
(SOMALAC) was created to redistribute modern irrigated land and
further the development of irrigation. Some 7,500 families
benefited from land distribution, receiving on average a 4 ha. .
plot. Sixty-six percent of the plots were 3-5 ha,, 15 percent
. were less than 3 ha,, and 19 percent were more than 5 ha, The
size of the land allocated varied according to traditional land
¢claims and productive potential of the land. Smaller plots,
averaging 1.4 ha., were later msllocated to farm families,
Especially among families with larger holding, family labor is
insufficient. This has led to some 15-30 percent of the total
land area being farmed under a tenancy or sharecropping
arrangement. Also the demand for seasonal labor, particularly
for transplanting and harvesting relies on temporary migrante
mainly from the central highlands.

+ The Lac¢ Alaotra area is primarily a rice producing ares,
wihth approximately 68,000 ha. under rice cultivation, Almost
half of the rice area (35,000 ha.) is under modern irrigated
schemes, whose operation and maintenance is the responsibility
of SOMALAC and the Ministry of Agricultural Production and
Agrarien Reform (MPARA). The rest is under traditional
irrigation. The region, however, annually looses up to 3,000
ha, of rice paddies due to poor maintenance of the primary
irrigation system and to siltation amd sand deposition
resulting from erosion in the lake's watershed. The rice
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marketed from the Lac Alaotra region represents about a third
of the total marketed production in Madagascar, Rainfad
agriculture also occurs on the hillaides and covers some 8,000
ha, Cassava, maize, beans and groundnute are the main crops.
Cattle are also important in the regional econony.

The main export crops are grown in the humid tropical areas
which extend inward along the eastern cosst, except for the
extreme south and north, According to a 1984 World Bamk report
between 20-35 percent of all rural households are engaged in
production of export crops, Most of these households produce
export crop on a amall scale, as shown below.

Total number Coffee Vanilla Cloves Pepper Cocoa
of producers

small traditional 345,000 65,000 70,000 59,500 2,000

farmers

small commercial 5,000 5, 000 8, 000 5,000 -
farmers
plantaticn type 10-50 1 2,000 - n.a.

Average farm
size (ha.)

amall traditional .5 34 .9 1 .4
farmers
emall commercial 4.5 1.0 3.1 .4 -
farmers _
plantation type 50-2,000 12,0 8.5 400 500~
_ : 2,000

The World Bank report states that the low price paid to
producers hasa led gmallscale farmers to neglect their cash
crops and concentrate on production of food c¢rops. Specific
local studies carried out earlier, confirm the priority peasant
farmers give to Becuring their domestic food needs, It is also
apparent that difficulties in transport and receipt of payment
add to the reluctance of farmers to invest significantly in the
production of cash crops,
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In recent years, migration has contributed to problems
whiceh reflect a growing pressure on the land. For example, in
the Midwest and Southeast agricultural settlements on land
previously used for pasture have placed greater pressure on
available graging land and occasionally fighting breaks out
between the inhabitants and the newcomera, Migration combined
with the natural rate of increase of population has led to
clearing of foreats for c¢rop production, and poor management of
the land which results in high rates of asoil erosion and a
decrease in biological diversity. PBrosion in turn has caused
serious impediments to irrigation within the watershed
catchment area, It is estimated that erosion puts out of rice
production as many hectares as is brought into production each
year, {(See the REDSO/ESA Energy and Natural Resource CDSS
Update Report.)

The national Conference on Conservation of Natural
Resources for Development was held in late 1985 and drew
international support and involvement. The background
documents, and reportedly many of the discussions, revealed a
superficial perspective of the causes of and solutione to the
current misuse and mismansgement of natural resources, The
problem, however, is real. Clearing of natural and secondary
forests for agricultural production is & result of land
pressure felt in these areas and of the conditions of poverty
in which the pecple find themselves. Erosion, which plays
havoc with large investments in irrigation, is similarly =
result of misuse of the land within the watershed, as pesople
become more and more dependent on hillside farming and '
livestock to sustain themselves and their families. Further,
redressive, corrective measurea to protect the soil are limited
by institutional factors, including the extremely limited
number of GDRM gtaff to address the problem. The training and
awareness campaigna proposed in a conference background paper
are unlikely to stem the increasing deterioration of the
natural resource base upon which the nation is dependent for
its livelihood since this approach ignores the underlying
causes and measures needed to address these causes,

The data on land use and distribution indicate that the
poor tend to have small rice plots. For the poor, non-rice,
hillside land is extremely important for earning an income to
meet basic needs. Attention to rainfed crops other than rice
which have & good nutritional value, market potential, and
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ability to contribute to maintenance of soil fertility would
particularly address the rural poor. Greater productivity on
rice land through improved land and water use, and cultivation
of a second crop during the dry season, would be of value in
securing food and cash income for at least a portiom of the
households., However, attention also needs to be given to
production of crops on the hillsides,

Recently the National Assembly enacted legislation which
will affect rice cultivators, This legislation permits the
formation of water user associations and will assist them to
become financially autonomous by being empowered to collect
user fees and to establish bank accounta, The intent ia to
establish and gradually strengthen the ability of users to
finence at leaet minor repairs and maintenance of irrigation
worka, The overall financial ability to raise funds will vary
based on the size of the scheme and on the number of usera,
However, these associations should develop a local financial
maintenance capability to provide some assurance that external
funds invested in repair or rehabilitation of these schemes
will be sound. The ability to enforce the collection of user
fees ought to be closely monitored. It is likely that on

schemes with strong community cooperation, financial assistance
" from others may be forthcoming to assist households who through
"exception circumstances are unable to meet an obligation.

.Land and Tree Tenure

Land tenure is significant since it relates to access to land,
land distribution and land usage which includes protection of
the soil, watershed management, and production of trees for
woodfuel and building materials., Righta to land such as
ownership, inheritance, use and disposal may be held by
different parties at different timeas. These factors affect the
level of income obtainadble from agriculture.

Three basic forms ¢f land tenure systems currently exist:
-individual, private property
-~communél or corporate property
-state property composed of (i) public domain and
(ii) collective property under cooperatives



-10-

Land law was introduced as early as 1891 and has undergone
many phases. A major attempt was made at land reform in the
19702 which involved state expropriation of large estates and
encouragement of widespread smallholdings, atate farms, and
collectives, BSharecropping and all forms of feudal obligations
were forbidden, although there are few meane of enforcing
this, Agents have tended to discourage abusive sharecropping
arrangements and encouraged fixed-rent contracts. In 1974
legislatior introduced the idea of a social obligation to
develop, meintain and use land. This was aimed particularly at
those who claim land for speculation and for their descendants
rather than putting it under production. If for a period of
more than five years an owner of more than 5 ha., of land has
not farmed the land personally or at his/her own cost, legally
the property should be transferred to the state. (Land put
under crops, trees and fallow are deemed by this regulation as
farméd.) All sharecroppers or tenant farmers on such land are
legally bestowed the right of preemption to the land. In spite
of the far-reaching implications of this regulation, there
appedras to be no enforcement.

bifferent tenure arrangements, de facto and de Jure,
operate within local communities. Because of the historical
importance of rice the claime to rice land are usually
established de jure, For example, a farmer's parcel of
irrigated rice lard may be officially registered in his name,
whereas the hillside land may be cultivated through traditional
righte, Claims to hillside land for cultivation and to grazing
land often follow traditional customary patterns.

In the Sakalave region, which extends along the western
coast and inland, land nominally belongs to the locael chief.
Usufruct rights to cropland and grazing land however are
maintained in perpetuity, unless difficulties arise with the
local chief. Sakalava families sometimes move from one
chiefdom to another because of conflict with the original chief
or family feuds over inheritance. The Sakalava territory
consists of numerous small chiefdoms and low population
densities. Over the decade non-Sakalava have become integrated
in the region., Also, in the past two decades government
agsisted irrigation schemes have attiracted outsiders,

In arees of low population density in the coastal aress,
sharecropping seems to be rare, However, some renting and
loaning of land without a monetary charge occurs which actually
signifies rights of acquisition. This takes plece mainly
through immigrants marrying into an indigenous family, the
allocation of land to the young, and returning migrants
aggerting claims to land, While land is not sold per se, the
person acquiring the rights of exploitation is usually obliged
to perform work for the original claimant,
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The Midwest has also been a region attracting immigrants
over the years, During the colonial period immigrants sought
wage labor and eventually claimed and cultivated land of their
own, Currently about 16 percent of the rural households do not
own land. Most of these are engaged in sharecroppingz. Becauss
of the lack of unclaimed land suitable for rice and hillside
cultivation, it ie unlikely that the historical pattern of
those engaged in sharecropping eventually holding land will
continue,

Plots allocated on irrigation schemes fall under wvarious
tenure arrangements, Titles can be acquired in two of the
largest parastatal rice schemes, FIFABE and SOMALAC at Lsc
Alasctra, In the Lac Alaotra area {the one moat studied), after
congolidation and redistribution of land, farmers were given
lease-purchase agreements. The agreement provided that after
12 years of cultivation, mortgage and tax payment, the farmer
would receive a title. The firat titles were given out in 1983
to some farmers who had met their obligations within Lac
Alaotra. Thirteen different types of sharecropping, land
rental and hired labor contracts have been identified. (Data
from the acheme show that the highest yields often come from
rented land.) This occurs mainly because the holding sizes are
larger than can he farmed by the farm family. Over the years,
however, through inheritance, the individual farm sizes should
diminish.

There is some evidence to show that in the densely
populated ares of the central highlands, there is competition
within families over the control of lend, As land registration
progresses, competition occurs between brothers, With a title,
adults tend to held the land in their name until they die,
leaving sona with low status because they are not yet
landowners., Parents who wish to sell a portion of their land
are occesionally challenged in the courts by their heirs., The
individual titled land seems to deprive women of their
traditional rights to land in their family estate. The
implications of increasing land pressure and individual
ownership, are unclear for intrahousehold income distridbution.

Legs is known about tree tenure. In a central highlande
area where a Swiss/GDRM agroforestry pilot project is being
implemented, hill slopes are State land. The community
insisted on registration of some of the land as individusal
holdinge prior to planting trees. The insistence on land
security prior to investing time and money in tree planting
probably 1is true for other interventions aimed at watershed
management and applicable nationwide.
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Private and "communal" woodlots exist in the central
highlands, The social regulations govern communal woocdlots,
however are not understood nor documented. It may be that the
communal woodlots actually belong to & specific extended
fdmily. Lack of knowledge about community woodlots hinders an
assessment of the feasibility of their promotion and of
encouraging improvement and management of existing ones, Some
woodlots are claassgified as sacred, communal forests.
Apparently with clove trees and vanilla vines, the planter has
exclugive rights.

In 1985 a2 new policy was formulated and announced with the
aim of encouraging tree planting. The regulation states that:

the tree belongs to the person whe flanted'it and

the planter who has correctly reafforested following
written specificatione will be given the right to own the
reafforested land

The specifications are extremely strict and implementation will
be difficult. If implemented, it is likely that this
regulation will have both a positive and negative impact,

While it ought to encourage the establishment of private
woodlota, the wealthier people will be the ones who will be
able to take advantage of this regulation. Reafforestation by
wealthier people may indirectly benefit others through improved
80il control and greater access to wood for sale, bdbut may
deprive future generations of poorer families access to
hillsdide land for crop production.

Hunge}

Due to multiple causes, hunger appears to be increasing.
The GDRM has decontrolled the price and marketing of rice asm a
measure to increase production and improve distribution, Over
the past few years the price of rice has fluctuated greatly.
For example, in 1984 after harvesgt a kilo of white rice was
100-120 Fmg, while during the dry season the price rose to
500-600 Fmg. In November 1985 the price was 725 Fmg for a kilo
of white rice in Antananarivo. Poorer families without =
sufficient supply of domestically produced rice are hard
presased to purchase the amount deemed necessary to feed
themselves., It is also likely that the high price has
encouraged some familieg to sell some of their domestic supply
to meet critical cash needs. The decontrol of rice marketing
to promote a more effective and efficient system has left a gap
yet to be filled by the private sector. This is particularily
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true in regions which are traditionally dependent on movement
of rice from surplus areas. Thege difficulties may continue
until the private sector is willing and able to reaspond to
marketing opportunities and an increased supply of rice
decreases the price,

Yet, other symptoms point to the possidbility of a deeper
erisis, A decrease in the grinding capascity in surplus areas
(excluding SOMALAC and POFIBE) hinders movement of rice to
deficit areas since transportation of processed rice is more
efficient than of paddy. In the highlands as in other parts of
the country, household production of groundnuts for domestic
consumption and sale has decreased due to the poor quality of
the seeds and disease problems. Even vegetable production is
reported to have declined for lack of new seeds., The GDRM's
extremely strict quarantine regulations prevent importation of
new germ plasm. Recent smallscale nutritional studies show
reletively high rates of malnutrition among children., The main
urban centers have a larger number of beggara and street
people, Formerly when rice was unobtainable by poorer families
manicc and maize served as substitutes., So why should there be
more hunger now? The increases in hunger may reflect regional
patterns which drive the poor into the main urban centers,

It is likely that the lack of access to basic agricultural
inputs especially improved seeds, and the deterioration of
basic productive infrastructure, such as irrigation, combined
with population pressure on the fragile ecosystem have locked
numerous smallacale farmers into a cycle of poverty from which
they are unable to respond despite recent policy changes,
Because of the small amount and guality of the land owned, a
small percentage of households are unlikely to meet most of
their needs from farming unlese there is a major technological
breakthrough. A much larger percentage of amallszcale farm
householde, however, have the requisite land rescurces but need
greater accessibility to low-cost inputs and many need
financial assistance, in the form of more opportunities for
off-farm employment or loans, to break out of their poverty
trap.

Before incresses in the price of rice, when prices were
controlled by the GDRM, food consumption patterns reflected
economic status, The wealthier households consumed more meat,
vegetables and other nutritious foods, while the diets of
poorer households consisted largely of rice,

While food taboos are practiced, they do not appear to be
among the main causes of hunger, Food taboos may apply to a
large ancestral group, a femily, or & few individuals. The
taboos involve prohibitions against eating certein types of
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animala or fish, eating certain types of relishes or fruits, or
drinking certain beverages. For example, among the Sakalava
there is & prohibition against rearing and or eating zebu
caettle with certain types of coloration patterns.

Approximately 25 percent of the population observe a
prohibition against eating pork, but this does not diminish the
importance of pig rearing and marketing in the Midwest and
central highland regiomns.

Over the past two years the GDEM has monitored food
consumption and sales of farmers (see section on On-going and
Proposed Research). However, currently the information is not
accessible to donor agencies nor will it be made publie, Thie
is the direct consequence of the GDEM experience when a donor
used the information againet the GDRM to press for epecific
policy reforms and when a consultant used information to
advocate a specific course of policy action rather than to set
out policy alternatives, The information is indeed politically
senaitive.

Incones

No studies are available which enalysze levela of income
needed to sustain a minimal standard of living by urban and
rural households, Neither is there recent nationwide data on
patterns of income distribution, A few case studies do point
to the dynamics of income distribution and composition.

In the communities covered in the FAO study discussed above
{under Land Distribution and Use) almost all households in the
Antananarivo Province community had a non-agricultural source
of income, which is related to the peri-urban statuas of the
community. In comparison, the Fianarantsoa community's main
gource of off-farm income was from the occasional sale of labor
and normally accounted for less tham 10,000 Fmg annually. The
regsearchers found that almost a1l households with an
agricultural revenue above 200,000 Fmg concentrated on farming,
indicating structural problema which push others into informal
sector activities and wage labor to aupplement agricultural
production to meet domestic needs.

The same satudy shows a direct relationship within each
community between total income and amount of rice land owned.
In each community families with smaller rice plots had lower
total incomes, even when accounting for income from non-farming
sources., The range of sources and levels of off«farm income
however, were much higher in the periurban community than in
the Pianarantsoa community. In the latter only 37 percent
derived some income from off-farm activities, compared with 88
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percent in the periurban area, Reflecting the lack of options
in the ¥ianarantsoa community, 76 percent of those with
off-farm sources of income worked as occasional laborers, in
comparison with only 39 percent in the Antananarivo community,
Total annual incomes were estimated as follows:

Total Household Income (Percentage)

Below 200=- 300~ 400,000 + Nu,
200, 000 300,000 400,000
Antanansrive ; ;
community 39 . 13 ' 42 6 206
FPianarantsoa :
community 57 21 6 16 273
Both
50 17 20 13 479

The income estimates above include agricultural and
non-agricultural income and do not take into account
expenditure on agricultural production. The FAQ study
estimates annual minimum expenditure for food and major items
for a family of six. The budget is far from inclusive and does
not et out alternative expenditures on food, dut rather bases
it on a rice consumption diet. However, it does indicate a
poverty class for families earning below 200,000 Fmg.

The legal besaic minimum wage rates for low wage earners
have kept pace with the increase in prices for basic consumer
goods., It ie unclear, however, if the wage rates are set as a
family wage rate or to cover basic needs of the individual
workers,

POPULATION AND FACTORS AFFECTING THE ACCEFPTANCE OF FAMILY
PLANNIERG

Madagascar has approximately 10 million people (1985). 1In
1975 when the last population census was taken, 16 percent of
the total population (7.6 million) were living in the 47 urban
aress, One-third of the urban population, however, resided in
the capital city of Antananarivo. According to 1980 data, the
average number of people per household is 5,16, with a medium
of 4.02., The 1975 population census showed that households
tend to be sm&aller in urban areas than in rural areas and that
23 percent of the urban compared with 14 percent of the rural
households are headed by women,
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The highest rural population densities occur in sections of
Antananarivo and Fiananantsoa provinces, where there are
between 50 - 100 people per km<, OQther concentrations of
population (20 - 50 people per km2) are found in the eastern
coastal areas, Inter-provincial migration, either permanent or
temporary, account for the distribution of approximately 10
percent of the 1975 population. An analysis of the net
migration by province reveals a negative flow in Fianarantsoca
and Tulear provinces., Those migrating from Fianarantsoa go
mainly to Antananarivo and Majunga Provinces, while those from
Tulear mainly migrate to Majunga and Diego Suarez provinces,
Not surprisingly, the provinces of Antananarivo and Majunga
have net increases in migrants. Migration is mainly to rural
areas for employment and there does mnot appear to be a large
differential between the rate of migration of males and
females, indicating that entire families move,

The legal age of marriage ig 17 for males and 14 for
females., Information from the 1975 population census shows
that 10 percent of the rural males and 39 percent of the rural
females were married before age 20. The average age was 19,6
for females and 22.9 for males, Polygamy has been legally
prohibited since the 1960s, but is still practiced in some
coastal areas, especially Tulear Province., The general tendency
is for a newly married couple to establish residency at the
home of the husband's parents. Marriage patterns vary
according to socioeconomic atatus. Among the progcriptions
governing marriage, none appears as strong as the proscription
against intermarriage of descendants of free people and
slaves., Marriage involves bridewealth transfera. Among the
Betsileo, custom recognizes a trial marrisge period to allow
the groom and his family to evaluate not only the potential
wife's appropriateness as wife and daughter-in-law but also her
procreative powers, Marriages are often finalized after the
birth of a child., The customary wish of happineass to a newly
married couple, among some groups, is the wish that they have
saeven boys and seven girls., ~

The actual fertility rate is less, The 1975 census showed a
fertility rate of 6.4, whereas data from the 1980 household
budget survey by INSRE gave a fertility rate of 5.8. Malagasy
generally assert that they like to have as many descendants as
possible to comfort them in old age, to attend their funerals,
and to conduct ancestral rites. A%t least outside the densely
populated central highlands, it appears children still have an
important economic rele in performing agricultural and other
domestic tasks, In the central highlands, though, land
pressure results in the desire of agnates to control exclusive
asgsess to family estate and limit claims from other relatives
such as sister's sons. An adjustment mechanism exists through
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the custom of fosterage, usually with relatives, although it is
poessible that with the increasing conditions of poverty this
system is under stress,. Fosterage is often at the suggestion
of an astrologer or diviner, Belief in the Bupernatural realm
is strong among all Malgasy groups and includes a belief in a
person's destiny, Every condition and event is deemed to have
a cause, often personalistic.

The customary supernatural realm exists side by side and is
often incorporated with adhence to Christianity and "modern”
science, Almost half of the population report themselves to
be Christian, The Christians are almost evenly divided between
Roman Catholics and Protestants. About fifty percent of the
population follow a traditional religion. The upper strata of
scclety and leadership of the country consists primarily of
Christians,

The Catholie church is active in the provision of sccial
services and it can be assumed that they will only advance
natural family planning methods, However, because of the
Malagasy sense of privacy this method ia unlikely to gain many
followers.

Currently family planning services serve leas than one
percent of the target population, PFianakaviana Sambatra
(FISA), the main private voluntary organization providing
family planning services, has stringent eligibility criteria
for women wishing to receive contraceptives. A woman must
present proof that she is married or living ir a consensual
union, muat obtain her husband's signature on a consent forn,
and provide two photos for her FISA membership card. Also,
contraceptives are furnished to a woman only when she is
menstruating. While these criteria are not enforced to the
same extent in all FISA cliniecs, they certainly limit acceass
and discourage women from seseking services., It is generally
considered that FISA has such criteria to prevent criticisms
being levied by the GDRM and more vocal members of the public.

Among the middle and upper urban clasa married couples, it
is not unusual for a woman to have limited her family to less
than 4 children., Women have obtained IUDs and other
contraceptives while outside Madagascar., There is alao
evidence of the use of abortion in urban and rural areas to
limit the number of children, Thus, it appeara that a
aignificant although maybe small percentage of the target
populestion would readily welcome greater access to family
planning services., A better understanding of the receptivity
to family planning will be available when the results of 1985
survey are analyzed., Attitudes, knowledge and practices in
regard to population and family planning were covered in a 1985
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nationwide survey of over 8,000 males and females aged 15 years
and older. The survey will provide information on views of
males and females of varying socioeconomic status (see section
on On-going and Proposed Research).

HEALTH DEFICIENCIES

Morbidity and Mortality®*

The 1ife expectancy of & Malagasy woman is 45.9 years and
that of a man 44.8 years. Poor health of pregnant women and
the need for them to continue to carry out arduous tasks
contribute to miscarriasges, low birth weights and maternal
deaths. The maternal death rate was eatimated to be around 1,3
percent in 1980, with regional variatione from .09 percent to
2.4 percent. Ministry of Health Statistics for the first
semegter of September 1984 showed maternal mortality at 4.6
percent. The number of miscarriages/abortiona has been
estimated to be at 50 per 1,000 pregnanciea., A amall survey
undertaken reveals that 14 percent of the new borns are
underweight {(less than 2500 granms).

Causes of morbidity in adulte tend to vary by geographic
region, reflecting climatic factors, Reapiratory diseases are
predominate in the highland province of Antananarive, while
infectious, parasitic and digestive diseases prevail in the
coastal areas, Some 25 percent of all recorded infectious
diseases are due to malaria., Health service facility records
indicate an overall death rate of 18 per 1,000 inhabitanta.
Most of the deaths (78%) recorded in health facilities were of
<hildren aged between O and one year. Eighty percent of the
recorded deaths of children under the age of 5 were caused by
transmittable diseases,

The mortality records from health facilities indicate that
mothers are prone to take mick children to modern health
facilities for care, while adults are less likely to turn to
these facilities when serioualy 111l. The latter is probably
due to & belief in witcheraft and sorcery which prevails among
the Malagasy. Illness and death are often considered to have
personal causes, Nevertheless, most Malagasy like Africans
blend the belief in the supernatural causes of illness with
faith in modern medicine,

In the paat few years there has been a problem in regsards
to availability of chloroquine. None has been available in
many health facilities. What has been available has been
reserved for children. The problem of availability is caused
by & scarcity of foreign currency.

* DThis is primarily based on information from UNICEP 1984,
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The rate of infant mortality is uncertain, Calculations in
1975 on the basis of information from a post-census survey
showed the rate to be 72 per thousand. The rate was reexamined
in 1981 following the introduction of a new health statiastics
system and showed a national rate of 92 per thousand, the
highest being in the western province of Mahajanga {148 per
thousand), A study carried out in 1978 covering some 3,000
mothers attending maternal and infant health centers gave a
rate 0f 144 per thousand. It is generally considered that the
rate in more on the high side, at over 100 per thousand. It ie
hoped that the effort to improve statisticse on births, deaths
and other vital population statistics, undertaken on a sample
of 10 percent of the fokontany and 1.2 million inhabitants
through the Service of Health and Demographic Statistics in the
Ministry of Health, with assistance from UNFFA, will result in
better basic statisties.

Immunization

Since 1976 Madagascar has had an Expanded Program of
Immunigzation (EPI) for tuberculosis, diptheria, whooping cough
and tetanus., Initially the poliomyelites vaccination was given
only in those areas where the disease was thought to be
abnormally frequent, but currently it is provided nationwide to
the target population. Vaccination against measles has not
been included in the program because of the high cost of the
vaccine and its relstive thermal instablility. Howaver, measles
vaccination began to be included in the EPI program in late
1985.

The official target for diptheria, tuberculesis and
whooping cough and polioc vaccination is the 0 ~ 4 year old
group, with priority given to the 0 - 1 year o0ld, for whom the
death rate is higher, Information from 1984, however, shows
that the vaccines have been allocated to the 0 -~ 2 year old
group. In 1984, 404,134 children ages 0 - 24 months received
BCG vaccination or approximately 38 percent of all those within
this age range., Children born in health facilitiezs now receive
BCG at birth, Madagascar manufactures approximately 2 million
doses of BCG vaccine 8 year, The rate is expected to increase
with modernigation of the factory. In 1984 approximately 43
percent of the 0 - 24 month old received the first diptheria
injection, but only 27 percent received the third injection,
The same year an estimated 28 percent of the O - 24 month old
received their firat polio booster and 16 percent the third
injection, No data for 1984 were available in regard to
regional distribution,
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In 1980, four years after the introduction of the EPI, the
national coverage for diptheria, tuberculosis and whooping
cough for the O - 4 year o0ld group was estimated at 32
percent, Varistionm by region was, however, great: 45 percent
in Antananarivo Province and only 17 percent and 16 percent in
Toliary and Mahajanga provinces regpectively. The coverage
rate for BCG was about 34.5 percent with less regional
variation: 45 percent for Antananarivo to 29 percent for
Mahajanga. The 1980 record showed, however, a drop-out rate of
more than 50 percent between the first and third DTP injections.

A combination of obstacles need to he overcome in improving
and expanding the EPI coverage. The greatesat is the logimatics
problem and setting up of cold storage chains. Second,
further attention needs to be given to staff motivation and
training in communication and education. Third, more public
awareness and education is required because of the lack of
comprehension and understanding of parents, prevalent in
certain regions, which hinders immunigation of their children.

Local Medicinal Plants

There is the potential of valuable medicinal plants being
located in Madagascar, which has 72 plant varieties located
nowhere else in the world. It is estimated that as many as 85%
of the Malgasy plants are endemic to Madagascar. This endemism
extends into the level of both the genius and family. The
potential utility of the Madagascar flora is not limited to the
field of medicine, Madagamscar has as many as 50 wild species
of coffee and 5-6 species of wild vanilla, '

Several older, mainly locally-focused studies, report the
use of indigencus medicines. The medicinal properties of these
have not been analyzed. There is conaiderable concern that the
existence of potentially valuable plants is increasingly
threatened through the c¢learing and burning of natural
vegetation for agricecultural production.

Nutrition

¥No new data exist on a nationwide basis to document the
extent and distribution of low levels of nutrition. However, a
nutritional survey was carried out among 651 households in
parts of Antananarivo and Fianarontsoa provinces. The survey
was conducted jointly by the staff of the Ministry of Health
and of the Highlands Rice Project, financed by the World Bank,
and with technical and financial assistance from UNICEF. The
survey sampled 998 children between the ages of 0 and 60
months, using anthropometric messurement of height, weight and
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age., The results show a high incidence of malnutrition.
Thirty-four percent of the children surveyed had a weight for
age equal to or less than 80 percent of the WHO standards.
Sixty-one percent revealed a height for age equal to or less
than 90 percent of the WHO standard., The incidence of acute
melnutrition indicated by low weight for height, using an 80
percent mark according to WHO standards, was revealed to be
lees than one percent of the surveyed children.

In comparison, a survey undertaken in child health care
centers in rural areas of Antananarivo District in 1979 showed
2.3 percent of the children aged O - 72 monthas with acute
malnutrition and 32 percent with age for weight less than 80
percent WHO standards. This latter survey indicated a
relationship between malnutrition and the number of children in
the family. In families with more tham 6 children, 35 percent
of those sampled were malnourished, compared with 27 percent of
the children from families of five or less children. It was
also found that the rate of diarrhoea was two times higher
among malnourished than well nourished children.

The UNICEF assisted study referred to above was carried out
on the same sample as those covered in the socioeconomic
baseline survey for the Highlands Rice Project. Therefore, it
would be possible to further analyze the deta to study the
relationship between food availability and child nutritional
levels. To date, however, this has not been carried out due to
other demands on Project staff and lack of funds for a
consultant.

Data from the 59 Catholic Relief Services' maternal snd
child health centers also serve to document the low nutritional
status of Malagasy children, Children aged O - 60 months who
are enrolled in the CRS clinica show little improvement in
nutritional status over a period of time in spite of the
receipt of the CRS food package and parental agreements on use
of the food., TFor the period December 1984 - May 1985, 52
percent of the children were below the 80 percentile age for
weight ratio. The lowest rate was in Tulear area (39 percent)
and the highest in Antsirabe (69 percent). Data collected in
June 1985, the harvest period, showed a slight improvement: 47
percent of the children were under the 80 percentile age for
weight, No significant differences appear between age
categorien,

UNICEF intends to support and aid further smallscale
surveys in the coming years, Where possible the intent is to
attach the aurveys to an on-going rural development program so
that the infrastructure will be in place for any follow-up
action, It is unlikely however, that the opportunity to
piggy-beck the survey on top of another will present itself.
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A combination of factors appeasr to cause malnutrition among
children: lack of food, low levels of immuniation, unclean
drinking water, and lack of access to nutriticnal foods. Also,
there are significant nutrient losses when rice is processed
manually. A CRS report notes that their nutrition education
component at the MCH centers is hindered by the lack of
nutritional fooda in local marketes for demonstration,

ON-GOING AND PROPOSED RESEARCH

The National Institute of Statistiecs and Economic Research
carried out a Household Income and Expenditure Survey in 1978,
At the time of the CDS5 FY 1986 it was hoped that the aurvey
could be tabulated, analyzed and published with assistance from
AID to provide a better understanding of poverty groups. A
USAID-financed assessment by the US Bureau of Census and the US
Department of Agriculture in 198%, however, pointed to
methodological problems of the survey. First, the rural
survey, including semi-urban areas; was disrupted because of
financial problems so that fieldwork was reduced to 7 days per
household and the data collected over a period of only 8 :
months, with two visits per household. The survey of the large
urban centers was carried out as planned: each household being
visited on a daily basis for 10 consecutive days and three
times per household at 4-month intervals. The field work was
done in two tranches, three years apart. Thus, adjustments for
inflation in prices and earning index and for general economic
conditions would be required to make the two comparable,.
Second, the fourth semsonal cycle was not covered in the rural
,durvey, and because of seasonal variations in income from
agriculture it would be difficult to project. Finally, no
information was collected on size of the farm holding, a major
indicator of wealth,

In apite of these difficulties, the consultants concluded
that it might be useful for the Inatitute to concentrate on the
urban houesehold data, with help from outside assistants, The
Institute has requested assistance from AID under MARS I, to
edit, tabulate, analyze and publish the data. The Institute
congiders that the training and learning experisnce are as
important as the end-product. This ie reascnadble and
Jjustifiable,

As of July 1985 the Institute was transformed into the
General Directorate of the State Data Bank and attached to the
Presidency. Its responsibilities have yet to be finalized.
Nevertheless, it is expected to continue to be responsible for
conducting an annual survey of industry, a monthly price survey
and for monitoring the civil registration and vehicle
registration systems., Also, it will continue to be responsible
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for the population cenaus and probably other special, national.
surveys, The Institute undertook itas first population census
in 1975. Although the date of the next population census has
not been finalized, it appears that it may occur in 1987 to
provide information for the 1988-1992 national plan. Because
of the relatively short period for adequate planning, cutside
technical assistance will be required fto help plan for the
census. The content of the census will be decided by an
interministerial committee. 3Based on the last census, it will
probably provide a data base for analyzing migration patterns,
age structure of the population, fertility and mortality rates,
size and structure of households, and educational levels.

Additional nationwvide data will be availeble from the
large-scale sample census of agriculture which was began in
July 1984 by the Ministry of Agricultural Production and
Agrarien Reform with assiastance from FAO and supplemental
saupport from AID through use of local currency. Problems in
timing and logistics, exacerbated by financial constraints,
made it necessary for the field work to be divided : +he
northern half of the country was covered during the first 6
months and the southern half during the second six-month
period, with some arrangements for quick trips to the north to
collect production data., Information is also being gathered
on post-harvest losses, and production costs and yields of the
main crops. A specisl survey is being carried out on large
gcale farms.

The sample agricultural census will provide cursory data on
land tenure arrangements such ag if the farm family owns,
sharecrops, grants or leases land, Although sharecropping is
illegal, there does not appear to be a conscious effort among
those ongaged in the system, particularly the sharecroppers, to
withhold information. But, in cases where ancestors of slaves
and of clients maintain in perpetuity the right to use dut not
dispose of land registered under the descendants of the
original patron, it is unclear under what tenure form the land
will be reported. Alsco, the census data will not provide
informetion on the intrahousehold dynamics of rights to land.
Nevertheless, an analysis of this datas will permit an
assessment of the gecgraphic distribution and magnitude of the
different tenure pstterns on farms. These patterns can be
assessed in regard to other variables to determine if there is
a positive correlation with investment in egricultural
production and with agricultural output.

In addition, the sample agricultural census will permit an
identification and analysis of the poor in regard to land
tenure arrangements, land sige, agricultural-output, ownership
of agricultural implements, size and structure of the labor
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force, and sex of household head. However, it will not permit
an analyeis of the etructure of household income since off-farm
sources were not covered. The census will also facilitate a
etudy of the structure and composition of farming households.
The statistical unit in MPARA intends to analyze the data
according to socioeconomic variables, although this is of lower
priority for MPARA than other types of analysis.

There is no organization or branch of government which has
a permanent structure to gather social and economic data from
rural and urban househoclds. However, the MPARA, with
assistance from FAO, intends to establish a permanent system in
the statistical unit for collection of agricultural dats based
on a national sample. This would provide yearly statistics on
crop areas and production and would facilitate crop
forecasting. The unit would alse conduct special surveys and
has already identified soil erosion as a topiec for a special
survey.

For the last two years the statistical unit in MPARA in
collaboration with the Rice Coordination Unit, has been
collecting data on a regular bases from s sample of households
in urban centers and in nine of the 16 sgroecological zones to
determine food consumption patterns, especially of rice., This
is done through acquisition of information on household
expenditures inecluding the consumption of food produced
domestically. This survey is expected to continue.

Also, MPARA is responsible for technical and socioeconomic
atudies in regard to rice schemes slated for rehabilitation.
For some of the larger schemes, consultancy firms are hired to
carry out the studies. For the small schemes, a system is
being developed and financed under a World Bank project., A
gquestionnaire has been designed to obtain technical, social and
economic data from individuel riceland farmers.

The National Center for Applied Research on Rural.
Development has four departments concerned with technical
research, A fifth, the Department of Development Research,
provides supporting services to the other departments and
helps with the economic interpretation of research results.
This department also carries out regional sociceconomic
studies, but activity is greatly restricted by a lack of
personnel (see Tom Zalla, Data Analyeis Capabilities within
the Agricultural Sector of Madagascar, UDSA/AID, March 13,
1985). Currently the Department's work centers on four
regionsa, In the lLac Alactra region the focus is on seasonal
labor migration and on constraints to the adoption of
technological innovations. To date the research in the Midwest
has consisted of a large diagnostic survey centered on crop and
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livestock production, Work in the coastal southeast has been
on coffee production., Research in the Highlands centers on
constraints to the introductior of specific new crops and on
areas from which seasonal labor migrates to Lac Alaotra. The
Department, using survey methods, tends to focus on constraints
to the adoption of improved technologles and on ways to
overcome thesae, The resgsearch does not give adequate attention
to risk aversion strategies and intrahousehold dynamics,both
important factors related to agricultural production,

An economic study is currently being comducted through
FOFIFA by a U.S. Ph,D. student which addresses the interaction
of policy and production options of highland farmers using a
linear programming analysis.

Discussions and informal training sessions have been held
with FOFIFA ataff by short term farming systems experts. This
was done under MARS I and in preparation for a national
conference on agricultural research priorities,

In 1985 & survey was conducted by the the Ministry of
Population, with assistance from UNFPA. Information will be
available on views of males and females of varying
socioeconomic Btatus concerning:

whether the population in their locality has increased
or decreaped during the past decade, and the problema
this has created,

reasons for preferring either large or small family
siges, )

the causes of female and male sterility,
abortion,

provision of sex education to young maleé
and females, and on population education,

the causes of premature and delayed child births,

the number of meals eaten during the harvest season
and summer,

the age at which children should be given
mixed foods,

the causes of the most frequent childhood and
adult illnesses,

the utility of bush fires and

exhumation.
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- In recent, on-going and proposed research three important
socioeconomic and institutional topics appear to have been
neglected. PFirst, little meems to have been done on the
interface at local levels between farming households and public
and private services {such as produce and agricultural input
markets, and agroprocessing facilities) especially since the
enactment of new economic policies on pricing and marketing.
Though much has been written on the structure and functions of
government institutions, there is limited information on the
access of male and females to such services, While the
fokonotana has heen ingtituted as a major local level community
organization for decision-making, the degree of democratic
decision-making, the ability to enforce decisions, and other
agpects of how they work has not been researched.

* Second, no studies appear to have been undertaken within
theé framework of intrahousehold dynamics to assess the loeci of
decision making, control over rescurces, gender distinctions
and so forth. The resgearch does not include male and female
farmers' perceptions of major problems, their adjustment
strategies, and views on possible solutions to these problems,

Third, studies of community dynamice and cooperation have
been neglected. Although people speak of numercus amall
community level organigzations, their objectives, degree of
commitment, access to resources, and ac on have not been the
subject of research, In particular local studies should be
related to rice irrigation echemes, woodlots and establishment
and maintenance of mini-hydropower facilities.

STRATEGY
Overview

Currently microlevel social and economic data are not
available for a comparative regional analysis of conditions of
poverty which could be used to determine a regional focus for
the AID program. Moreover, the specific objectives suggested
for AID's program can best be achieved by maintaining a
national level focus., This does not preclude a regiconal focus
within bilateral projects when appropriaste, The program
objectives suggested herein are based on the recognition of the
need to keep AID's management burdens at & minimal in
Antananarivo, REDSO/ESA, and Washington. It assumes that there
will be two direct hire officers and three full time nomn-direct
hire staff to oversee the program, It is proposed that
assistance be provided by AID to selected aspects of on-going
programs and to new projects in collaboration with other donor
agencies,
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AID ought to continue to focus on the rehabilitation of the
agricultural sector. Attention to food crops is justified
since Malagasy farmers tend to devote resources to sescure
adequate production of food crops for domestic consumption
prior to allocation of resources to the production of cash:
crops. The suggested program objectives include limited
support to health and family planning activities, The proposed
specific objectives outlined below address the pericd up to FY
1990 and focus on the following sectoral goals:

-incresgsed production of food crops on a sustainsgble
basis,

-more equitable distribution of income and food
consumption,

-incresased acceptance of family planning and

=improved health status of children and women,

The above can be assisted by focusing the AID program on
the following sBpecific objectives,

a) Strengthening Malagsesy capecity and capability to plan
and manage as well as to collect, process and analyze data for
policy eslternatives and for the design and evaluation of
development programs/projects aimed at the alleviation of
poverty.

b) Improved capacity of FOFIFA to conduct farming syastems
and on-farm agroforeatry research to identify improved
technologies and extension methods to effectively reach male
and female farmers operating under different resource patterans,
and to identify improved varieties of rice appropriate to
different ecological conditions,

e) Greater accessibility to improved seeds through
gelected support for seed multiplication of rice, peanuts and
potatoes.

a) Improved physical and managerial resources on selected
private sector rice irrigation schemes farmed by smallholdsra

e) _ Increased sustainability of agricultural production

through asasistance to selected foreastry and natural resource
ectivitien,

f) Improved accessibility in the rural areas to
energy-efficient agro-processing facilities, agricultural
inputas, basic medicines, and agricultural markets. Increased
off-farm employment opportunities at adequate wage rates
through labor intensive productive enterprises,

g) Increased accessibility to child health services
through greater EPI coverage and through maternal and child
health services which include family planning services.

' h) Increased scceptance of family planning by the GDRM
and greater access to family planning services.
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The program takes into account the use of PL 480 funds,
bilateral project funds, access to centrally-funded projects,
and the possibility of AEPRP funds as exemplified in Table 1.

Table 1

Summary Table of Objectives and Sources of Funds

Bilateral Local Central AEPRP
Projects Currency Projects
a)'Data collection
& analysis X X
b)}Farming systems,
« agroforestry &
rice research X X
¢) Seed multiplication X
d) Irrigated rice
schemes X
e) PForestry &
, natural
reaources X X X
f) Services, commo-
dities & employment X
g) EPI & MCH linked
with FP X
h) Acceptance FP X

AID should encourage greaster involvement of non-government,
non-profit organizations in development activities through
dislogue with the GDRM and in the availability of local
currency funds to support selected, viable activities, At this
time, only a few of the many indigenous NG0s are focused on
development in comparison to welfare activities and have the
capacity and capability to undertake development work. Ground
should be laid, however, for greater AID assistance to the
local NGOs within the coming years. Dialogue is necessary with
the GDRM since its permission must be obtained for the NGOs to
receive financial assistance from outside donors,

"7
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Discussion of the Specific Objectives

1, Strengthened GDRM capacity and capability to plan and
manage as well as to collect, process and analyse data for
policy analyses and for the design and evaluation of
development programs/projects aimed at alleviation of poverty.

This is an enormous and long term task. AID should
continue to support efforts in the Ministry of Agricultural
Production and Agrarian Reform, the General Directorate of
Plan, the General Directorate of the State Data Bank, and
FOFIFA. It should also support the Ministry of Animal
Production and Water and Forest Resources in selected areas
including training in collaboration with World Bank projects.

Within this context, AID should play a major role in
helping to increase the collection and analyses of data
dissggregated by sex and in encouraging the use of this
information in the design of programs/projects, Assistance
should be provided through short-term technical assistance for
seminars and on the job training, and by supporting
. participation at international conferences centered on women in
development and gender relationa., PFurthermore, AID should help
ensure that women are well represented in in-country and
out-of-country training financed by AID.

MARS T includes in-country training and seminars as well
as short-term technical assiatance to assist with data
processing and analyses, The processes begun under MARS I
should continue to receive AID support together with follow-on
activities (including training). For example, under MARS I
funds are availadble for training in social analysis. Because
no opportunities have been identified for short-term training
in the U.8., it is expected that a special course will be
provided in Madagascar. The scope of this training is expected
to be finaliszed by April 1986. Also, if necessary, MARS I
funde are expected to be availadble for & synthesis report on
land tenure systems and patterns and possibly for a seminsr
based on the report, The outcomes of hoth of these activities
may call for additional assistance which should be included in
any forthcoming bilateral project assistance and in use of
local currency funds,

If requested, AID should continue to support the GDRM to
monitor the effects of changea in economic policy upon rural
and urban inhabitants, especially the poor and women, In the
past AID has actively helped do so through assistance to the
statistical unit in MPARA, This asmiatance was in the form of
local currency to help in the collection of data on urban and
rural food consumption patterns and in the analysis of the data.
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AID should discuse with the statistical unit in MPARA and *
with FAO the feasibility of providing short-term technical :
assistance and computer equipment for the analysis of the e

sample agricultural census data according to social and
economic variables., This ought to receive priority attention
soag to provide a better data base on agricultural households
in Msdagascar, The type of analysis suggested is discussed
above under Current and Proposed Research. Also, the
statistical unit should be aasisted as needed to carry out .
special surveys, particularly on s8o0il erosion, and for treining

in data editing, tabulation and analyeis. This assistance

would supplement that from FAO and could be achieved through

short term technicael assistance, short-term training in the

U.5. and the availability of local currency funds,

If funds are not forthcoming from either UNICEF or the
Highlands Rice Project to process and analyze the nutritional
survey data together with household baseline data, AID should
attempt to identify funds for this task. (These data are
discussed in the above section on Nutrition,) It is suggested

that the best alternatives for carrying out the work would be
that:

the statisticael unit within the rice project do the work
under the guidance of the original consultant, or

all parties concerned agree to send copies of the data to
the original consultant to process, analyze and write the
report.

» While the strategy for achieving this objective centers on
increasing the ability of the Malagasy, in specific cases,
pricority attention may need to be given to the end-product,
This would be justified to prevent an "overload" on those
charged with carrying out specific responsibilities such as
data processing and anglysis and when the timely presentation
of . the information would assist in program/project design or
evaluation.

Assistance for the above activities would mainly be through
bidateral project assistance. Local currency funds, though, -
shpuld be available to finance selected activities and
technical assistance might be provided under centrally funded
projects, “
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2. Improved capacity of FOFIFA to conduct farming systems and
agroforestry research and toc identify appropriate, improved

technologies and extension methods to reach male and female

farmers operating under different resource pastterns.

Identification of improved varieties of rice appropriate %o

different ecological conditions,

The research begun on rice under MARS I should be continued
and expanded. Also, under MARS I, AID has helped to finance
ahort~-term consultants to help increase the awareness of FOFIFA
ataff of the objectives of farming systems research and
methodologies employed, It is anticipated that the asame
process will be followed with regard to agroforestry research,
using a short-term consultant from ICRAF, No plans have been
made, however, for & short-term consultant to help increase the
awareness of the role which anthropologists/rural sociologists
can play in a farming systems program, including atteantion to
gender differences related to production., It is recommended
that AID fund such a consultancy. Conpideration should be
given to obtaining an expert who has been on a successful
multidisciplinary farming systems team, is well-versed in
various approaches and examples of successful technigues, and
is fluent in French. This assistance is considered extremely
important given the analytical frameworks currently employed by
FOFIFA social scientiasts.

AID should help fund both farming syestems and agroforestry
regearch through FOFIFA, It is expected that the farming
systems research will center on rice production. However, it
is important thet key intrahousehold and suprahousehold
variables are examined that relate to and effect rice
production, such as the allocation of labor to different
production activities, the strategies used by farmers in
regards to variety of rice grown, and ability to purchase
commercial agricultural inputs, The social scientists should
alsc play a major role in the selection of trial farming
households to help ensure that not only the wealthier farming
households are involved,

The initial focus of the AID-funded farming systems
research may be on rice production systeme. But, because of
80il erosion problems and the limited access to riceland and
greater access to hillside land among pocrer households
especially in the highlands, the research should gradually be
expanded to address the production systems and conditiona of
poorer agriecultural households,

Assistance in farming systems research should be provided
to the Department of Development Research, FOFIFA, through
short term consultants, in fields such as agricultural
economica, anthropology, and computer mspplications, and through

the provision of local currency funds for field research and of
foreign currency for computer equipment.
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‘In regards to on-farm agroforestry research by FPOFIFA, it
is recommended that areas are selected where erosion rates are
high and/or where there is a severe scarcity of wood. The
research should be coordinated with a follow-on development
project, implemented by a non-government, non-profit
orgdnigation. The on-farm agroforestry research and project
implementation ought to take into consideration sociceconomic
factors, including land tenure and women's rights to trees:
planted for fuelwood,

Where appropriate the activities suggested above should be
eligible for local currency funds and AID should draw upon
centtrally funded projects., Most of this endeavor should be
included in bilateral projects.

3, Selected support for seed multiplication of rice, peanuts
and ‘potatoes,

AID should contlnue to assiat to make more mvailable
improved seeds through selectively supporting seed
multiplication of rice, pesanuts and potatoes., Peanuts are
important because of their nutritional value. Potatoes are
included because of their rapidly increasing popularity among
the Malagasy and their potential as an acceptable basic food to
replace manioc as a substitute for rice among poorer households,

This support should come through the availability of local

currency funds to support viable proposals. The reguisite

echnical expertise must be available, While initially the
seed multiplication activities are expected to be undertaken by
the public sector, AID should investigate the feasibility of
encouraging seed multiplication as a small to medium scale
commercial private sector enterprise to facilitate greater
accessibility to improved seeds in rural areas.

4. Physicasl and managerial improvements on selected private
gector rice irrigation schemes farmed by smellholders.

AID should continue to asupport requests for local currency
funds for improvements on selected small rice irrigation
gschemes but only those in which the land is owned and
cultivated by smallholders. In addition, AID should consider
requests for leocal currency assistance relasted. to the
establishment of water user committees, For example, the
proceas of establishment of such committees may require more
training of regional supervisors and assistance in monitoring
the committees to provide feedback on further required

A
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asaistance., Also, local currency funde should be available to
support the socioeconomiec and technical survey of smallacale
private sector rice schemes, under the direction of a World
Bank technical assistant. However, approval of local currency
support should be contingent on a few modifications of the
questionnaire that will provide bettser information on social
variables including gender issues,

5. Increased sustainability of agricultural production through
apsiastance to selected forestry and natural resource activities.

See the REDSO/ESA CDSS update on eﬁergy and natural
resources for suggested activities, strategies and sources of
funding.

AID should alsoc consider local currency support for the
collection of indigenous plants when tied to the collection and
analysis of data on adjacent human populations which has a
development focus, Thie is considered essentlial because
protection of indigenous plant species will only be secured
wvhen the smociceconomic causes for deatruction of indigenous
plant materials are adequately underatood and addressed.

6., Improved acceseibility in the rural areas to
energy-efficient agro-processing facilities, agricultural

inpute, basic medicinea, and agricultural markets. Increass

off-farm employment opportunities provided at adequate wage

rates through labor intensive productive enterprises.

This specific objective should be achieved through support
to private sector enterprises in rural areas. It might take %the
form of (a) loan funds available through local banks, (b)
commodity imports for local purchase, or (c) short-term
technical assistance. In particular, the work launched in
Madagascar under the Energy Initiatives for Africa sub-project
on mini-hydropower for agroprocessing should be continued sas
indirect assistance to rural women,

7. Increased availability of child health care services
through greater EPI coverage and through maternal and child

health care services which include family planning services,

Local currency funds should be available for viable
propcesals that expand and improve the EPI coverage, in
collaboration with UNICEF zssisted activities, In addition,
local currency funds might be made available to support
activities under the proposed GDRM/UNFPA maternal and child
health care project which includees provision of family planning
services. AID should only aspprove requests for financial
assistance when directly related to health centers which
provide family planning services. The activities under this
objective should be chosen on their soundness and the
feagibility of managerial support through the on-going progranms
of other donors,.
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8. Increased acceptance of family planning by the GDRM and
greater coverage of family planning services.

The population strategy should aim at encouraging a
favorable GDRM policy towards family planning together with
stimulating 2 greater demand for assistance in the area of
family planning., These two objectives are considered as
mutually reinforeing., It is considered prudent for AID to
proceed with sensitivity to the political and social context BoO
g3 to develop a sound climate for family plenning services in
Madagascar. The strategy ought to comsist of (&) increasing
the awareness of policy makers to the implicatione of rapid
population growth to attainment of Madagascars stated
development goals, (b) improving the availability of
demographic data to support (a), and (e¢) strengthening the
family health servieces delivery in public and private sectors
through training and provision of needed medical supplies and
equipment for family planning services., The family planning
objective should be addressed through centrally-funded
projects,

Of immediate importance is assistance to the 3tate Data
Bank for planning the forthcoming population census.

LI 'fg"l
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