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EXECUTIVE SUMMARY

The data presented in this report comes from a survey of 350 firms
operating in Madagascar in the Spring of 1991. The survey data
complements and updates data gathered from secondary sources' on
the Malagasy private sector. The survey was implemented over the
month of March 1991 by Cabinet RINDRA, a Malagasy consulting firm
based in Antananarivo. The results of the survey will help the
USAID Mission in Madagascar develop indicators with which to trace
the evolution of the private sector over time. They will also be
of use in identifying new program/policy priorities in private
sector promotion and targeting on-going program activities to this
end.

Key Findings

1. The economic liberalization process is yielding payoffs in the
form of increased firm growth and efficiency. Firms of all
sizes and operating in all sectors and regions of the country
reported increases of at least 20 percent in capacity
utilization over the last 12 months. Over one third of all
firms interviewed reported over 20 percent growth in business
turnover over the same time period. Over 60 percent expect to
continue growing next year. There is also evidence that
Malagasy entrepreneurs are diversifying into new activities.
Small firm growth in agribusinesses, fishing/aquaculture and
agro-processing, and mining of non traditional minerals has
been particularly high.

2. The current requlatory environment has been improving.

Generally, only the larger firms, and industrial sector firms
continue to face any significant amount of "red tape" when
establishing or trying to conduct routine business operations.
Regulatory issues revolve primarily around unclear transport
permits within city limits and road checks when transporting
their goods to the market. Low barriers to entry into
business are reflected in the fairly fast growth of newly
registered firms in the late 1980s and early 1990s.

3. Imperfect information about markets and high transport and

communication costs continue to limit the size of the market
and reduce sales growth of firms. Survey results suggest that
there is little inter-provincial trade (less than 16 percent
of goods are marketed outside the province), and very little
export trade (on average firms export less than 6 percent).
This is true for firms across all sectors, and in most size

!See "The Private Sector in Madagascar: Role and Performance
1984-1991," April 1991, prepared by J.E. Austin Associates and
SOA.TEG (Antananarivo). :



categories. In many ways, Madagascar remains an economy
characterized by various "enclaves," dominated by regional
buyer and seller monopolies, 1limiting new entrepreneur
expansion capabilities. Survey responses suggest that there
is a wvast unmet demand for more and more accurate market
information, and for improved contacts and linkages between
suppliers and buyers. The key investment priority for most
firms is to find relatively low cost ways of expediting and
improving linkages among markets.

The high interest in joint ventures (82 percent of all firms
questioned expressed interest in working with an outside
partner) as a means of injecting capital and providing access
to new markets suggests one possible strategy currently being
explored by local entrepreneurs. But the formation of new
joint ventures, or other forms of linkages and partnerships
between economic actors will remain limited unless there are
clear rules of the games for commercial relations, and an
infrastructure in place to facilitate the identification of
opportunities for joint ventures and new marketing relations.

Linkages among firms may be hindered by the lack of well

established legal framework for commercial relations. The
vast majority of firms interviewed feel that contract

enforcement is a critical problem. Problems enforcing
contracts entered with small firms are felt to be particularly
serious. This factor exacerbatas communication problems

between markets.

No private sector business associations are currently playing
an_effective bridging role between firms of different types

and operating in different regions. Most Dbusiness
associations have a very homogenous membership base, and most
association members continue to concentrate in major urban
areas. Few small firms (less than one fifth) belong to any
business association, and none belong to business associations
to which larger firms belong.

Credit is a key constraint for a majority of firms in the

country. None but the larger firms have access to formal
credit sources. Supplier's credit is virtually non existent.

Survey data showed that women-owned firms have been better
able to access formal credit.

The current interest rate and credit ceilings reduce bankers'
willingness to lend to riskier and less experienced ventures,

as_well as their willingness to extend credit for longer
terms. Survey responses suggest that access to long-and

medium-term credit is more difficult than access to short-term
credit. Even a majority of the larger firms (over 60
percent), which are able to meet collateral requirements, are
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reporting difficulty obtaining term credit.. The current bank
regulations and liquidity problems faced by the formal banking
sector make it difficult for firms of any size to obtain
formal financing.

There is a substantial degree of interest in exporting.
Although the survey indicates that most export activity is now
confined primarily to relatively few larger firms, responses
also suggest that there is considerable interest in export
markets among entrepreneurs who are not now exporting any
substantial amount. Survey responses suggest that information
on product standards and prices, especially for export
markets, may be the single largest constraint facing the
potential exporter. There are preliminary indications that
improving access to better and more timely market information
would not be particularly expensive. Madagascar already has
access to Soviet satellite transponders, something that other
nearby countries such as Mauritius lack. Madagascar is
already thinking using a series of ground links to improve the
reach of their radio broadcasts to the countryside. If proper
ground stations can be installed, which entails relatively low
cost technology, Madagascar could become a regionali supplier
of market information.

The promotion of joint ventures, particularly in the IFZ may
also be another mechanism for encouraging greater information
flow and contacts abroad.

Firms are interested in developing their human resource based,
primarily in the area of technical and managerial skills.

Access to quality technical labor was a serious constraint by
the firms sampled. Smaller firms in particular seem to be
having difficulty attracting and retaining their quality
skilled personnel. The key investment priority of firms in
the sample was managerial skill development.

Implications for Future Actions

A critical priority for private sector development should be
to _encourage greater national economic integration by
promoting institutions and mechanisms which lower

communication barriers among entrepreneurs. At a basic level
physical transport and telecommunication infrastructure

constraints must be addressed. This entails major physical
capital investment projects which cannot be easily addressed
by one donor or institution. But there are other means for
lowering communication and trade barriers which can be
explored and implemented in the short-run.

One possibility is to exploit or use local intermediaries or
brokers, who are currently playing the bridging role between
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smaller firms and larger buyers. Theilr current role must be
explored and opportunities to use them to extend communication
and marketing information networks must be examined. Other
bridging/networking support structures, such as an information
clearinghouse of local suppliers, improved and clarified legal
structures, supply of technical assistance in the area of
quality control and procurement, either through joint ventures
or expansion of business support services, can also help open
new avenues for transferring technology and capital among
firms. By encouraging the growth of networks among local
firms, Madagascar also becomes a more attractive place for
foreign investors. Positive experiences forging new linkages
among entrepreneurs may also have positive demonstration
effects and encourage greater integration throughout the

economy .

On the policy side, there are other activities in this regard
which could also offer large payoffs. Working to lower the
effective tax rates (which are perceived as constraints by
virtually all types of firms) could help encourage greater
investment (particularly foreign investment) and increase the
reliability of financial information currently available, with
potentially positive effects on capital market growth.

The managerial base is very thin in Madagascar. There are
many different means of building these skills. One is by
increasing access to training services. Another one is by
providing access to technical assistance, or even
internship/apprenticeship positions in more experienced firms.
Donors have already moving into this area, with UNIDO and the
ILO providing entrepreneurship training and technical
assistance services. USAID has helped sponsored a policy
dialogue group in human resources development. All such
assistance strategies should be results oriented however:
building skills tied to specific results, to ensure that
training or TA provided continues to be of high quality and
responsive to the changing needs of what is becoming an
increasingly dynamic and fast changing economy.
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1. STUDY BACKGROUND AND OBJECTIVES

1.1 Study Background. In the latter part of the 1980s the
Government of the Democratic Republic of Madagascar (GDRM)
began an economic liberalization process which has raised the
level of business activity and private sector investment, both
by Malagasy and foreign entrepreneurs. New Investment Code
(IC) and export processing zone (IFZ) laws have been approved.
A new private bank (Banque Malgache de 1l'Ocean Indlen) was
created in 1990, another is being started in 1991, and one of
the three parastatal commercial banks in the country was
privatized in early 1991, with another scheduled for
privatization later in the year.

The USAID/Madagascar Mission is in the process of finalizing
designs for programs in the environment, agriculture and
family planning, all of which have potential implications for
and linkages with the newly energized Malagasy private sector.
In support of objectives in each of these areas, one of the
Mission's central strategic objectives is to assist Malagasy
entrepreneurs respond effectively to the economic
liberalization process and help foster the growth and
diversification of an efficient and competitive private
sector. This study is one of a series of analytical exercises
being undertaken by the Mission which will provide information
essential to the development of a sound program for achieving
private sector development objectives. .

1.2 Study Objectives. The data presented in this report comes
from a survey of 350 firms operating in Madagascar in the
Spring of 1991. The objective of the study was to: a) develop
a base of descriptive statistics on private enterprises
operating in Madagascar and b) develop information on the
perceptions of the business community regarding the investment
climate; resource constraints to business development in the
country; the effect of public policies on business growth; the
role and effectiveness of business associations; and test the
interest in export and other non traditional investment
opportunities. The survey data complements and updates data
gathered from secondary sources’ on the Malagasy private
sector. The survey was implemented over the month of March
1991 by Cabinet RINDRA, a Malagasy consulting firm based in
Antananarivo. A copy of the survey instrument is provided in
Appendix A to this report.

. See "The Private Sector in Madagascar: Role and Performance
1984-1991," April 1991, prepared by J.E. Austin Associates and
SOA.TEG (Antananarivo).



The results of the survey will help the USAID Mission in
Madagascar develop indicators with which to trace the
evolution of the private sector over time. They will also be
of use in identifying new program/polilcy priorities in private
sector promotion and targeting on-going program activities to
this end.

1.3 Organization of the Report. The report is organized as
follows:

o Section 2 presents the methodology used for gathering
data on private sector perceptions. This includes a
discussion of the scope of the survey, the sampling
frames, the stratification techniques, and the key issues
addressed by the survey. It also presents a discussion
of the analytic tools used to understand and interpret
the survey results.

o Section 3 presents the major findings of the survey. It
includes a description of the characteristics of the
survey sample.

o Section 4 summarizes the study's key conclusions and
discusses some preliminary implications of the findings
for designing activities to promote and support private
sector development in Madagascar.

2. STUDY METHODOLOGY

2.1 Survey Instrument Design

The evolution of the survey instrument reflected close
collaboration between the MAPS Team members, the survey experts at
RINDRA and the USAID/Madagascar Mission personnel.

2.1.1 Initial version of the Survey Questionnaiire was prepared
in December for Mission review. An initial version of

the survey instrument was prepared in English and French
during the first visit of the MAPS Team in December 1990.
All senior Mission staff had a chance to comment and
suggest changes/additions to the questionnaire. A final
version of the questionnaire was drafted and approval
segured during the consultant's second visit in February
1991.

2.1.2 The _questionnaire was adapted to the Malagasy
environment. The questions were formatted so as to

facilitate post-survey codification and data entry by
using pre-coded responses. The final version was
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2.1.3

2.1.5

2.1.6

translated into French and Malagasy. After agreement on
the contents of the questionnaire was secured, the survey
experts at RINDRA worked with the MAPS Team to adapt the
language and the manner in which the questions were posed
so that it would be understandable to the smaller
entrepreneurs.

Interviewers were carefully selected and trained. RINDRA
used a team of 60 interviewers. All interviewers
selected for the team had previous survey experience.
Interviewers were trained in a classroom situation by the
RINDRA Technical Director and the MAPS Team survey
director.

Testing the survey instrument. The survey instrument was
tested in March with a group of 15 firms located in

Antananarivo. These firms were chosen at random for this
purpose. Half were in the formal sector; the remaining
firms operated in the informal sector. The enterprises
selected for the pilot study came from the manufacturing,
service, commerce and agribusiness (commercial
agriculture and agroindustry) sectors. Thus testing was
aimed at obtaining a cross section of the target groups.
The results from enterprises chosen for the pre-tegt were
not included in the results of the full-scale survey.

Survey was modified based on the Pre-Test results. The
experience with the pilot study was used to refine the
survey instrument. Changes to the questionnaire which
were required as a result of the pre-test entailed some
restructuring in language and response categories. In
addition, the survey technical director and the J.E.
Austin Associates (JAA) survey monitor were able to
observe and correct the enumerators survey technique
during the pilot study.

Quality control measures were established for the full
scale survey. The survey team also established a number
of procedures to insure the integrity of the responses
and minimize inconsistencies and possible biases:

In order to insure that all those who were scheduled for
an interview RINDRA kept a detailed log with the list of
all firms to be contacted, and the time and date of the
interview. The RINDRA survey supervisors reviewed
finished survey questionnaires daily and matched them to
the 1log. The RINDRA supervisors verified with each
interviewed firm in order to attest to the authenticity
of responses.
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o The supervisors reviewed all completed questionnaires to
insure all questions had responses, that the skipping
instructions had been followed, and that the responses
were internally consistent. Questionnaires which were
not completed accurately were not signed as approved
until errors had been corrected through follow-up
interviews. In total, RINDRA reports that 18 percent of
the enterprises required revisits to correctly finalize
the interview questionnaire.? No data from unsigned
questionnaire was entered.

2.2 Sampling Methodology

2.2.1 The sampling frames' were constructed for formal and
informal sector firms:

o Sampling Frames:

Formal Sector. RINDRA constructed a comprehensive
sampling frame based on the registry of firms maintained
by tne Direction Generale de la Banque de Donnees, up to
January 1 1989, the most recent year for which there were
complete data available by sector, size and province
(faritany). The central registry was based on fiscal
declaration forms all formal sector firms must submit.
The firms were organized by size and faritany. A
stratified random sample of firms was then drawn from the
universe of firms in each of these groups. The Banque
des Donnees provided addresses and telephone numbers for
the selected firms; RINDRA supplemented this from its own
information sources (including its Guide d'Entreprises de
Madagascar). RINDRA's full report of the survey
methodology, "Rapport D'Enquete Sur le Secteur Prive a
Madagascar," April 1991 contains a list of all the firms
interviewed, with their full addresses and telephone
numbers. A total of 100 large scale and 150 small scale

‘Refer to RINDRA's full report of the survey methodology,
"Rapport D'Enquete Sur le Secteur Prive a Madagascar," April 1991.

- “The sampling frame excluded all firms in which the GDRM had
majority ownership. In cases where this could not be determined a
priori, a question in the survey asked firms to specify what
percentage of shares (where applicable) were owned by GDRM. On
average GDRM owned 1 percent of the shares of the enterprises
included in the sample.



(PMEs)® firms were chosen for the survey covering all
major cities in the country.® Exhibit 1 shows the
distribution of the sample by size category and sector.
Exhibit 2 provides a list of firms by location.

Informal Sector. Approximately 29 percent of the total
sample was reserved for non registered or informal sector
firms (Exhibit 1). Since there was no a priori knowledge
of the distribution of informal sector activity by
region, RINDRA, in consultation with the Mission and JAA,
sought to arrive at a distribution which would provide a
broad picture of informal sector activity nationwide.
Thus 40 percent of the informal sector survey was
concentrated in the Antananarivo area, and the remaining
60 percent was evenly divided among the rest of the
cities where formal sector firms would be interviewed
(Exhibit 2).

The sample of informal firms was drawn using a geographic
cluster sampling technique. RINDRA field supervisors
first established those geographical areas or clusters in
each city where there were informal sector firms
operating. A sample of clusters was drawn from that list
of clusters. Each cluster was broken down into blocks:;
the supervisors assigned to each enumerator the firms to
interview within each block. The methodology used by the
supervisors to assign firms within each block sought to
ensure that the enumerators chose a sample within each
cluster that was roughly representative of the sectoral
distribution of firms in <that cluster. It reduced
enumerator discretion in choosing the firms and thus
reduced the likelihood of systematic biases introduced in
the manner in which the firms were chosen.

Note that the above procedure minimizes biases in the
responses. But because the sample of the informal sector
firms was a nonprobability sample we cannot generalize
the results to _the universe of informal sector firms in
the country. We have no mathematical theory to estimate
the chance of any unit in the universe of being selected
into the sample and therefore no basis for estimating
population parameters. On the other hand, by minimizing

biases when choosing the respondents we can be fairly
confident that the responses were a "good" (though not

*The Bangue des Donnees classifies as petite et moyenne
entreprises (PME) all firms employing less than 20 people. RINDRA
followed this definition to stratify the sample by size.

*Appendix A, question 2 provides a list of all cities where
the survey took place.



2.2.2

2.2.3

"gtatistically valid") representation of the population

of firms found in the clusters chosen.

An__attempt was made to include in the sample a
significant number of firms in all major industrial

sectors. The distribution of firms in the sample tried
to reflect roughly the nationwide sectoral distribution
of private sector activity. But in order to insure that
all major industrial sectors would contain at least 7
firms, some sectors were over represented in the sample.
Hence the sectoral distribution in the sample deviates
somewhat from the sectoral distribution in the sampling
frames. Exhibit 1 displays the sample distribution by
industry sector.

Possible biases in the sample have been minimized. The

rejection rate for this survey exercise was fairly low
(approximately 15 percent). The most common reason for
dropping a firm from the sample was that the director
general or the managing director was unavailable at the
time of the survey;’ in some cases firms initially
chosen through the registry of firms could not be located
or had closed their operations. 1In every case however,
RINDRA sought to replace firms which could not be
interviewed with firms of similar characteristics. Hence
in the end, the composition, both sectorally and in terms
of size and location, of the sample remained basically
unchanged. This gives the analyst greater confidence in
the reliability of the survey results and in the ability
to extrapolate from the sample to the universe of firms
operating in the country.

2.3 Survey Analysis

2.3.1

Special software reduced the probability of data entry

error. All survey variables and responses were coded and
entered by the RINDRA survey team, specially trained for
the exercise. RINDRA constructed a data entry program to
flag inconsistencies in responses during the process of
data entry. The program reduced the probability of error
by the key operators. The data was analyzed using SPSS,
a software for statistical analysis. The raw data and
the software to analyze it will be downloaded to a

'Given the nature of the responses, only firm owners, managing
directors or other senior decision-makers were deemed to be
appropriate respondents. No substitutes, e.g. public relations
officers, were acceptable.
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computer in USAID/Madagascar.

2.3.2 The first output produced from the survey data was a
complete set of frequency tables -~ a count of the number
of respondents per answer per question. For those

questions where responses were integers rather than
categories, the mean and median response was computed.
The frequency distributions and averages for all
continuous variables are shown in Appendix B to this
report.

2.3.3 Contingency_ tables, or "cross-tabulations," were
prepared in order to examine the effect of firm size
(using full time equivalent employees), economic activity
(sector), ownership (male or women owned as well as

foreign and Malagasy-owned and geographic location on
the responses. Excel, a spreadsheet package, was used to
consolidate the crosstabulated information provided in
Appendix B. Several statistics were computed to test the
probability that the differences between groups or types
of firms in the crosstabulations were different from
zero. Unless otherwise indicated in the text, those
differences between groups presented and discussed in
this report are "statistically" significant to the 0.05
level (there is better than 95 percent chance that the
differences between groups are different from zero).

3. RESULTS OF THE SURVEY

This section first presents descriptive data on the firms sampled.
Subsequent sections discuss how perceptions regarding the
environment, resource constraints, opportunities, and business
associations are distributed by firm size, gender, type of
ownership, sector or geographic location.

3.1 Description of the Sample

3.1.1 Most private gector activity tends to be concentrated in
the lateau region but the maijorit of exporting

activity takes place outside the plateau.? About 57

8In this report cities have been re-classified as "Plateau,"
"Coast" and "Other," in order to have enough units of analysis to
meaningfully explore broad regional differences. Throughout the
report, "Plateau" firms will be those operating in Antananarivo,
Antsirabe and Fianarantsoa. "Coast" refers to firms operating in
Mahajanga, Nosy Be, Antsiranana, and Toliary. "Others" refers to
firms operating in tertiary cities like Brickaville, Ambositra,
Morondava, Sambava.



percent of all firms interviewed operate in the plateau
area, but only 42 percent of firms exporting more than 35
percent of their goods operate in this region. Export-
oriented firms tend to concentrate in the coastal areas.
Exhibit 3 shows the geographic distribution of the total
sample compared to that for export-oriented firms.

3.1.2 Though the average number of full time employees for the

firms interviewed was 40, 64 percent of the firms sampled

employed less than 10 people full time; 52 percent
employed fewer than 5. According to the latest GDRM

figures (1987) only 6 percent of registered firms
employed more than 10 persons full time, hence the
survey, which by design included 100 firms employing at
least 20 persons, tends to overrepresent the larger
formal sector firms.

For the purposes of analyzing survey results, those firms
which employed no workers other than the owner were
classified as "owner operated." Those employing between
1 (excluding the owner) and 5 full time equivalent
employees (FTE)®° were classified as "microenterprises."
Those employing between 6 and 20 persons were classified
as small; those employing 21 to 50 FTE workers were
classified as medium; and those employing more than 50
FTEs workers were classified as large. These divisions
were not arbitrary. Preliminary analysis of the data
showed that there were substantial differences among the
responses of firms in each size category outlined above.

About 11 percent of the sample consisted of owner
operated firms, another 35 percent was classified as
"micro enterprise", 23 percent was classified as small,
13 percent fell under the "medium" category and the
remaining 18 percent was classified as large (Exhibit 4).
The largest firm in the sample, in terms of workers,
employed 1,200 full time equivalent pewsons. Industrial
sector firms employed on average over twice the number of
full time workers as firms in other sectors (70 full time
workers). But agribusinesses (those operating in either
agriculture or agro-processing activities) employed on
average the greatest number of full and part-time workers
(33 full time and 89 part time); those operating in the
services sector tended to employ fewer people (27 full
time and 20 part time). Informal sector firms employed
an average of 3 people full time and women owned firms 26

Full time equivaleni number of employees were computed by
weighting the number of part time employees by 0.5 and adding this
figure to the number of full time employees in each firm.
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(Exhibit 5)?%°. Thirty-four percent of owner-operated
and 23 percent of microenterprises in the sample were
women-owned, and women-~owned enterprises accounted for 45
percent of informal sector firms (Annex B: Women-Owned
Firms).

Two thirds of the firms sampled reported business
turnover of less than FMG 60 million.!! Industrial
sector firms tend to have a much higher proportion
reporting over FMG 5 billion in turnover (7 percent) than
firms in other sectors (Exhibit 6).

3.1.3 The survey sample over represented the industrial and
agribusiness sectors.!’? Service sector firms represent

over 90 percent of all registered firms in the country,
according to the latest Banque des Donnees figures. But
they represent 49 percent of the firms interviewed, given
the desire of the survey designers to obtain enough non
service sector units to make meaningful analysis of these
sectors possible. This is another reason why the firms
in the sample tend to be on average larger than the
universe of firms operating in Madagascar; service sector
firms tend to be a third as large (in terms of employees
and turnover) as firms in other sectors.

3.1.4 Women-owned firms are more likely to be represented in
manufacturing than other firms in the same size category.

Women owned firms tend to be small (57 percent of firms
employing under 5 people are women owned), but they are
more likely to operate in industry than other smaller
enterprises. Nineteen percent of industrial sector firms
are women-owned; 29 percent of women-owned firms operate
in manufacturing, compared to just 10 percent of all
small and microenterprises.

3.1.5 Firms in Madagascar have been operating on average 14

%The average FTE workers in women-owned firms reflects the
presence of one very large company, employing over 500 people.
Overall however, women owned firms tend to be very small, with over
70 percent employing less than 5 FTE workers.

111n March 1991, when this survey was implemented, the official
exchange rate was US$ 1.00 = FMG 1,700.00.

2rhe sample for this study underrepresents the agricultural
sector in Madagascar as the sampling frame for this study focused
on the urban private sector. Thus the sampling frame (and
therefore the sample) tended to exclude the smallholders who,
though constituting the bulk of agriculture production activity in
the country, tend to operate outside the major urban centers.

9



years, but 60 percent have been operating less than 10
years and over 40 percent have been operating less than
5. Operating experience varies significantly by size,
though not by sector (Exhibits 7A and 7B). Owner
operated firms had an average of 10 years experience,
compared to 27 years for the largest firms. And almost
60 percent of owner-operated and microenterprises
reported less than 5 years in operation, compared to only
2 percent of the large firms. Informal sector firms,
most of which are owner-operated or microenterprises,
reported an average of 7 years in operation; 61 percent
of firms in this category reported operating less than 5
vears (Exhibit 7C).

o Many of the older smaller firms tend to be women-owned.
While the average number of years of experience was the
same for women-owned and smaller enterprises (about 10
years), the proportion of women owned firms operating for
more than five years was greater (54 percent) than the
proportion of owner-operated and microenterprises (less
than 45 percent) operating for at least this 1long
(Exhibit 7C).

o Malagasy-owned firms are on average less experienced than
foreign-owned enterprises. Malagasy-owned firms have
been operating for an average of 11 years compared to an
average of 30 years for the foreign-owned firms.

o Firms operating in the industrial sector were slightly
more experienced, reporting 17 years in operation,

compared to the average of 13 years reported by firms in
other sectors, but the differences in age among sectors
were not statistically significant.

Thus the private sector is fairly young, reflecting the
relatively accelerated entry of new private sector actors
within the last 5 years. But the fact that at least one
quarter of firms in all size categories and sectors have
been operating for over 10 years also suggests that there
is a significant reservoir of business experience in the
country which survived the period of state economic

control.
3.1.6 Foreign-owned firms!® accounted for 15 percent of all

enterprises in the sample. Foreign ownership tends to be
concentrated in the industrial sector (where foreigners
own a majority shares in 23 percent of the firms in the
sector), while Malagasy private enterprises tend to

3These are defined as businesses in which non Malagasy
nationals own over 50 percent of the shares.
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concentrate in the agribusiness sector (where foreigners
own a majority of the shares of only 8 percent of the
firms in the sector; see Appendix B: Agribusiness,
Manufacturing and Services Sectors). The likelihood of
foreign-ownership increases with the size of the firm
(Exhibit 8A).

The vast majority of the 15 percent of firms in the
sample owned by foreign nationals are French. On average
the French account for 60 percent of all foreign-owned
shares of firms in the sample. They account for 66
percent of foreign shares in the large firms interviewed.
The next largest group of foreign owners identified in
the survey were Indian/Pakistani, who accounted for 13
percent of the shares in foreign owned companies.
Indian/Pakistani-owned firms tended to be smaller,
accounting for 13 percent of medium and 67 percent of
small €firm foreign ownership, compared to just 6 percent
of large scale firm foreign shares.

French nationals own shares in firms across all major
sectors in the economy, and account for virtually all
foreign ownership in the agribusiness sector.
Indian/Pakistani ownership tends to be highest in
industry, where they account for over one quarter of
foreign owned shares in the sector (Exhibit 8B, see also
Appendix B: Malagasy and Foreign-Owned Enterprises).

Labor Composition and Labor Management Practices

3.1.7

On_average, women make up 16 percent of the total work
force in the firms sampled. Exhibit 9 shows that the

participation of women in the work force decreases as the
size of the enterprise increases. While on average 25
percent of the work force in small and micro enterprises
is made up of women, the figure for large firms is only
15 percent. This exhibit also shows that women owned
firms (which comprised 17 percent of the enterprises in
the sample - See Appendix A, question 5) are more likely
to employ other women and employ them in management
positions.

() Women account for only 15 percent of the management
cadre in large firms, compared to 47 percent in
women-owned firms. Differences between women and
non-women owned firms in other skilled positions
are not so marked. On average 21 percent of the
skilled and professional labor force in the firms
interviewed were women, whilie 25 percent of the
labor force in women-owned firms were also female.

11
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3.1.8

3.1.9

3.1.10

Malagasy-owned firms tend to employ fewer people than
firms owned by foreigners. On average, Malagasy-owned
firms employed 22 full time people compared to 140
employed by the average foreign-owned firm.

Malagasy firms were more likely to employ other Malagasy
in top management positions than foreign-owned firms. On

average 100 percent of management personnel in Malagasy-
owned firms was also Malagasy, compared to 53 percent in
foreign-owned firms (Exhibit 9). Sixty-six percent of
the top decision-makers in Malagasy-owned firms were
Malagasy, compared to 27 percent of the top decision-
makers in foreign-owned firms (Exhibit 9). This explains
why Malagasy nationals are less likely to be employed in
top management positions in the large firms. Only 71
percent of management in large firms, which are also more
likely to be foreign-owned, are Malagasy.

Management labor accounts for approximately 3 percent of
full time equivalent employees in the sample of firms:
unskilled labor accounted for 76 percent. The

distribution of labor skills varied by sector and type of
firm. Agribusinesses employ unskilled labor in greater
proportion (85 percent of their total full time labor
force is unskilled) than industrial sector firms (where
70 percent of the labor force 1s unskilled).
Agribusinesses are also more likely to employ large
numbers of part time personnel (employing on average 89,
compared to an average of 9 for industry and 20 for the
services sector).

Most_ firms offer employees incentive bonuses, but few
offer other employee benefits. On average, three out of
every 4 firms employing over 20 people provide special
incentive bonuses for their employees, but only 38
percent offer health plans, and 10 percent offer employee
savings plans. As one would expect, the larger the firm,
the greater the probability that it will offer employee
benefits. Sixty-nine percent of the medium and 66
percent of the large firms offer employees a health plan
(compared to less than one third of the smaller firms,
see Appendix B). On the other hand few firms, in any
size category offer employees savings plans. Industrial
and service sector firms were most likely to do so (with
about 12 percent of firms in this sector reporting such
employee benefits, compared to 4 percent of
agribusinesses -- see Appendix B).
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Markets and Marketing Channels

3.1.11

The majority of the firms sampled are oriented almost

exclusively to the domestic market. Only 6 percent of
the sample reported exporting over 35 percent, and on

average only 8 percent of the goods and services produced
by the firms in the sample were marketed abroad (Exhibit
10). This average changes only slightly among all size
categories, except for the medium and large firms, where
the average proportion of the total product marketed
abroad increases to 22 and 21 percent, respectively.

Export-oriented firms* tend to be located in_the
coastal regions of the country (Exhibit 3); on average 11
percent of the product of firms located in the coastal
cities is exported compared to just 5 percent of that
produced in the plateau.

Export-oriented firms are more likely to be foreign-
owned. Thirty-eight percent of export-oriented firms are
foreign owned, compared to the average 15 percent
foreign-ownership nationwide (Annex B: Export Oriented
Firms). Exhibit 9 shows that on average Malagasy-owned
firms export just 1 percent of their product, while
foreign-owned firms sold on average 15 percent abroad.

Most exports are directed to Europe, with relatively few

goods sold in regional African markets (Exhibit 11). The
most important marke% for exporters is the EEC, in which

67 percent of all the exported goods and services were
sold. Overall, only 17 percent was sold to
Mauritius/Reunion/Comoros; the percent sold to other
African markets was less than 0.5 percent. But the
importance of different export markets varies with the
size of the firm (and thus with the likelihood that it is
owned by foreigners, and particularly French nationals).
Sixty-three percent of the goods sold abroad by large
firms went to the EEC, compared to just 5 percent sold to
Mauritius/Reunion/Comoros. On the other hand, small and
medium scale firms sold 26 percent and 18 percent of
their exports respectively to the Indian Ocean market.

Export markets also varied by sector. Seventy percent of
the goods exported by agribusinesses went to the EEC,

while only 52 percent of industrial sector goods were
sold in this region. But 16 percent of industrial sector

4In this report, export-oriented firms or "exporters" are
defined as those firms selling more than 35 percent of their goods
and services abroad.
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3.1.12

3.1.13

3.1. 14

and 22 percent of service sector firm goods and services
were sold in Mauritius/Comoros/Reunicn, compared to only
9 percent of agribusiness goods.

There is relatively limited inter-provincial trade. Less

than 13 percent of the trade reported nationally was
inter-provincial. The average marketed outside the
province was below 14 percent for firms of all sizes,
except for the large firms, which reported that 27
percent of their domestically sold goods and services
were also sold outside the province (Exhibits 12 and 13).
Thus markets remain limited for the majority of the firms
in the country. As seen in subsequent sections of this
report, this may reflect the difficulties transporting
goods overland, and the difficulty and cost of
establishing communication channels with buyers in more
distant areas within the country. In addition, anecdotal
evidence suggests that the real rate of inter-provincial
trade is much higher but largely informal and illegal in
response to strict GDRM regulations.

Smaller firm sales tend to be directed primarily to
consumers and other small and informal firms.
Approximately one fifth of sales by owner-operated and
microenterprises were directed to other small and
informal sector firms; and, few large firms reported
buying from smaller firms. On average large firms
reported that only 8 percent of their inputs were bought
from small firms, compared to 37 percent bought from
other large firms. But large firms bought another 23
percent from farmers/producers, many of which are also
small operators. Agribusiness firms were much more
likely to be using local small producer sources; Orn
average 69 percent of agribusiness inputs were bought
from farmers/producers and other small firms. Hence the
net transfer from large firms to the smaller operators
may in fact be significant, for at least some types of
firms.

Agents are important channels for the goods sold by the
smaller firms. Sales to agents accnunted for
approximately 10 percent of all sales by firms employing
less than 20 people. After customers, agents are the
single most important buyers for the goods and services
produced by microenterprises; they are the only other
major outlet for the goods and services sold by the
owner-operated firms. Agents buy on average
approximately 10 percent of the goods and services
produced by the firms in the sample.

Few firms in the sample sold their goods and services to
the GDRM or parastatals. On average sales to these
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entities accounted for 7 percent of total firm sales.
But the percentage marketed to these entities increased
with the size of the firm; large firms sold on average 21
percent of their goods to GDRM agencies or parastatals.

o Less than 1 percent of firm sales were to cooperatives.
Only agribusinesses and service sector firms showed any
significant sales to these entities (each type of firm
selling on average just 1 percent).

3.1.15 On_average firms directly import 11 percent of their
inputs (Exhibit 9). Again, the average amount of inputs

imported varies significantly by size and sector. Larger
firms were much more likely to use imported inputs (on
average 32 percent of the inputs used by the large firms
were imported) than the smaller firms (on average less
than 5 percent of the inputs used by firms employing less
than 20 people were imported). Industrial sector firms
imported on average 22 percent of their inputs, compared
to 8 percent for service sector firms and only 4 percent
for agribusinesses. The sources of imported inputs
tended to vary by firm size. Smaller firms relied on
inputs imported from nearby regional suppliers, while
large firms relied on goods imported from Europe. For
example, 40 percent of the inputs imported by the
microenterprises came from Mauritius/Comoros/Reunion,
while only 20 percent came from the EEC. On the other
hand, just 2 percent of the inputs imported by large
firms came from regional markets and 59 percent came from
the EEC.

In addition to directly imported inputs, firms purchase
raw materials from importers, which was not measurable in
this exercise. Anecdotal evidence suggests, however,
that the 1liberalization of the import regime has
stimulated growth in the import-export business.

o Parastatals are important sources of inputs for the
private sector. On average 10 percent of all inputs came

from parastatals. Parastatals provided 19 percent of the
inputs bought by owner-operated firms, 15 percent of the
inputs used by agribusinesses.

3.2 Perceptions Regarding Business Environment, Firm Performance
and Business Opportunities

Perceptiocns of the Business Environment

3.2.1 The majority of private entrepreneurs in Madagascar
15
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believe the business climate has been improving
significantly. Less than one third of all firms
interviewed believed the business climate had
deteriorated over the last year, and over 60 percent
believe that the climate for business has improved
compared to 3 years ago. Fifty six percent of all firms
reported an increase in their sales over the last 12
months, and 28 percent of respondents reported sales
increases of more than 20 percent (Exhibit 14A).
Moreover, most firms believe this growth will be
sustained over the next 12 months; 60 percent of all
respondents believe their sales will continue to grow
next year (Exhibit 14B). These responses reflect a
remarkably high level of confidence in the economy and
the overall climate for conducting business. These
perceptions varied most significantly by size, ownership
and market orientation:

Export-oriented firms of all size categories were more

likely to report high sales growth over the 1last 12
months (Exhibit 14A). Thirty-eigl. percent of export-

oriented firms reported sales growth of over 20 percent.
Moreover, 76 percent believe that their sales will
continue to grow over the next 12 months (Exhibit 14B).

Large firms were more likely to report large sales
increases over the last 12 months. Thirty-nine percent

of large and 44 percent of medium sized firms reported
sales increases of over 20 percent last year, compared to
13 percent of the owner-operated firms and 19 percent of
the microenterprises. Informal sector enterprises
reported slightly higher growth than smaller firms in
general, with 25 percent reporting sales growth of over
20 percent (Exhibit 14A).

The high growth of exporters last year, which account for
a large proportion (over 40 percent) of the large firms,
may explain in part why larger firms tended to report
higher sales growth.

The poorer performance of smaller firms is in part
explained by increasing competition. The number of new
entrants in the market has been increasing at over 5,000
firms per year.!®* Most of the new entrants are small
firms and concentrate in & few sectors, primarily
commerce. As noted above, smaller firms also tend to
have limited outlets for their products, most selling
directly to consumers and within a limited geographic

Ssee the MAPS Phase 2 report, "The Private Sector in
Madagascar: Role and Performance, 1984-1991," April 1991.
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radius. Slower growth for smaller firms may *thus be a
reflection of increasingly keener competition among firms
producing a narrow range of goods, within a limited
region and within a narrower set of outlets than larger
firms.

Industrial sector firms reported higher sales growth
rates than firms in other sectors (Exhibit 14A). Almost

one third of all firms in this sector reported sales
increases of over 20 percent, compared to one quarter of
firms in other economic sectors. In part higher sales
may be explained by their markets. Industrial sector
firms tend to have a more diversified set of locsal
markets than firms in other sectors, and they export
greater quantities to a wider variety of markets than
firms in other sectors. For example, industrial sector
firms placed 52 percent of their goods in the EEC,
another 12 percent in other parts of Europe and an
additional 16 percent in the Indian Ocean markets;
agribusinesses placed 70 percent of their goods in EEC
countries, 9 percent in other Europe and 10 percent in
Mauritius/Comoros/Reunion. Industrial sactor firms also
market their goods among a greater number of buyers,
including 18 percent to agents and 6 percent to
affiliates abroad. This diversified buyer portfolio may
make them better able to weather wvariations in buying
patterns and priorities among regions or types of client.

In part the higher szales may also be explained by lower
marketing transaction costs. Industrial sector firms
tend to operate in larger urban centers, and report fewer
problems transporting their products to the market.
Their central urban locations may also give them better
access to a greater portfolio of buyers. Entry barriers
for industry may also be higher (since it requires access
to greater amounts of capital and specialized technology
and skills in many cases) than in other sectors. Thus
industrial sector firms still f£find themselves better
protected from increasing competition from new entrants
than firms in commerce or even simple agro-processing
activities.

Capacity utilization has been increasing steadily over
the last 3 years. Exhibit 1% shows that on average

capacity utilization has increased for all firms from 56
percent 3 years ago, to 63 percent last year to 65
percent during the first half of 1991. This increase in
capacity utilization is common among firms in all sectors
and size categories, though more pronounced for some
types of firms:

Capacity utilization is on average 20 percent higher for
17



3.2.3

larger firms than for smaller enterprises (Exhibit 15).
Capacity utilization was on average lowest for owner-
operated firms (50 percent) and highest for the large
firms (72 percent). The gains in capacity utilization
have been fa._.rly equal across firms of various size
categories, suggesting that the eco..omic liberalization
process has been broadly felt. The broad reaching
effects of economic liberalization is again illustrated
when one examines increases in capacity utilization by
sector (Exhibit 15). Over the last 3 years firms in all
sectors have experienced a gain of at least 8 percentage
points in capacity utilization.

Smaller firms perceive greater uncertainty regarding

their future. While on average just 14 percent of the
large firms could not predict how they would perform next
year, 55 percent of owner operated firms and 40 percent
of microenterprises could not predict how their sales
would perform over the next 12 months (Exhibit 16). 1In
part this reflects the smaller amount of operating
experience among the smaller firms (see point 3.1.5
above). But it may also reflect a greater perceived
inability to cope with an increasing competitive
environment and pressure to diversify their operations
than the larger firms. It may also reflect a lower level
of skill in forecasting and planning among the smaller
firms, a skill which is critical for serving in an
increasingly competitive economy.

Perceptions of the Effect of the Regulatory Environment

3.2.4

Firms believe that the tax system has had a negative

effect on their past performance. Exhibit 17 shows the
top factors reported by firms to have had the most

negative effect on their past sales performance (see
Appendix A, question 31 for the full list of factors).
The most common constraint for firms in all sectors and
size categories were taxes. Taxes are perceived as most
onerous by firms operating in the industrial sector (58
percent of which reported that taxes had a negative
effect on their sales compared to 43 percent for the
sample as a whole). Indeed, survey responses suggest
that industrial sector firms must pay on average more
different types of taxes than firms in other sectors. As
seen in Annex B, industrial sector firms, along with
export oriented firms in all sectors, were more likely to
be paying all types of taxes than the average firm
operating in the country. This is true even after
controlling for size. On average most (over 50 percent
of firms) in the industrial sector pay 11 different types
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of taxes; in contrast, most firms in other sectors pay on
average just 5 types of taxes.

3.2.5 Government regulations, were the second most serious
constraint to sales performance over the last year,

particularly for industrial sector firms. The most
onerous regulations, according to respondents in the

industry sector were custom regulations, tariffs and
quotas, tax and foreign exchange policies and credit
controls (over 40 percent of respondents felt that each
of these factors had negative effect on their sales--
Exhibit 17). This in part reflects the fact that
industrial sector firms are most likely to be using
imported inputs.

o The smaller firms (micro and small scale enterprises)
were most likely to report being negatively affected by
infrastructure permits and general GDRM paperwork and
formalities required for permits and licensing, while
remaining 1largely unaffected by other types of
regulations and laws (Exhibit 18). The larger firms,
which were more likely to be exporting as well as using
imported inputs, - were primarily affected by customs,
tariff and tax and foreign exchange regulations.

o Foreign-owned firms and exporters generally faced a wider
set of regulations than the average 1larger firms.
Agribusinesses which were the least likely to be using
imported inputs, were the least 1likely to perceive
customs controls or exchange policies as constraints to
their sales performance (Exhibit 18).

o While the regulatory environment is perceived as
particularly onerous by large firms in all sectors and
industrial sector firms of all sizes, in general the
number of permits required to start a business is fairly
low, especially compared to other Francophone African
countries. On average less than 18 percent of all firms
report requiring more than 5 permits to begin operating,
and only 11 percent report requiring more than 5 permits
on an ongoing basi: to operate.!®

o The average number of permits required for firms to
operate increases significantly with the size of the

firm. Thirty one percent of large firms required more
than 5 permits to begin operations, and 21 percent report

For example, a similar survey in Camercon in 1990 revealed
that on average firms must apply for over 10 different types of
permits before they can begin operating, taking more than 12 months
to obtain.
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3.2.6

needing to obtain at least 5 permits on a regular basis
to continue operating, most of which must be renewed
annually. Over 1 out of every 4 large firms reported
that it takes on average over 6 months to obtain all the
required permits (Exhibit 18). The situation for
industrial sector firms is not appreciably better; 27
percent of all industrial sector firms report requiring
over 5 permits and 10 percent require more than 10.

Over a third of the firms sampled reported that it took
them over 7 months to obtain these permits and licenses.

The legal environment makes it difficult to operate; 59
percent of the respondents felt that it was difficult to

enforce contracts in Madagascar, and 60 percent felt this
made i1t difficult to conduct business (Appendix A,
question 59). This perception is equally prevalent among
foreign-owned and Malagasy firms, and across sectors
(Exhibits 19 and 20). Larger firms were less likely to
feel that contract enforcement was a problem, perhaps
because they conduct more of their business with large
private firms. It is clear from Exhibits 19 and 20
however, that contract enforcement is perceived as a
particularly serious problem when dealing with
parastatals and government agencies. Large firms also
felt that enforcing legal obligations entered with
unincorporated firms was also difficult. Responses to
other parts of the survey suggest that unincorporat~d
firms tend to be smaller, and may be less able to meet
delivery dates and quality standards on a regular basis.

Perceptions of Investment Opportunities

3.2.9

3.2.10

Many firms not now exporting see prospects in export

markets. Though as noted above only 6 percent of the
sample exported more than a third of their products,
almost 33 percent of those interviewed felt the returns
to investment would be highest for those who found a
market abroad, primarily for agricultural and
manufacturing products (Exhibit 21). Twenty-eight
percent of all firms are interested in penetrating export
markets, and over 60 percent of these are not now
exporting. The interest in export markets varied by size
of firm, with the largest the most interested in foreign
markets. But it is significant that while
microenterprises exported on average just 1 percent of
their products, 11 percent were interested in entering
the export market more actively; while small enterprises
exported only 5 percent of their goods, one quarter
wished to enter export markets.

Exhibit 22 shows that the EEC _and the regional markets of
20



Mauritius/Reunion/Comoros are believed to be the most

potentially profitable export markets.

Those firms which are now exporting are more likely to
believe that the EEC would be the most profitable export
market. This is where most of their exports are now
going. Exporters also showed high interest in the
markets of Asia (China/Japan/Hong Kong/Singapore). Those
firms which are not now export oriented were more likely
to believe regional African markets including other
African countries outside the Indian Ocean islands, would
offer the best return on investment to the exporter.

All firms now exporting over 35 percent plan to continue

to expand their exports in the future. This is not
surprising. As noted in earlier sections, the exporters

in the sample reported significantly higher growth in
sales than the average firm.

The smaller firms who are now exporting expressed very
little interest in expanding their export operations;
only _ percent of the smaller firms now exporting any
amount were interested in expanding their exports in the
future, compared to over 65 percent of the medium and 95
percent of .he larger firms who are now exporting some
amount. These results suggest that the difficulties
experienced Ly those now exporting, especially the
smaller firms, may be discouraging them from increasing
their exporting activities.

The lack of transport and communication infrastructure,
and lack of adequate market information were cited as the

most important constraints to expanding or entering
export operations. The lack of adequate communication
infrastructure was cited as a constraint by 84 percent of
respondents interested in entering the export market or
expanding export operations; lack of market information
was cited as an important constraint by 80 percent; and
lack of transport infrastructure was cited as a
constraint by 79 percent.

Exporters however were more likely to place emphasis on
the lack of credit, and less on lack of adequate market
information than other firms in the same sector and size
category however. Three fourths of all firms now
exporting over 35 percent felt lack of credit was a
serious constraint, compared to 68 percent of other firms
of similar size. On the other hand, 60 percent of
export-oriented firms felt that 1lack of adequate
information is a constraint to exporting, compared to 71
percent of large firms exporting less than 35 percent.
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3.2.11

Knowledge regarding the Industrial Free Zone in
Madagascar is high among the larger industrial sector

firms, lower among other firms. On average 47 percent of
all firms have heard about the Tamatave IFZ. But while

only 27 percent of agribusiness firms expressed knowledge
of this program, over two thirds of all industrial sector
firms knew about it.

3.3 Perceptions Regarding Resource Constraints Affecting
Productivity.

3.3.1

Credit
3.3.2

Transport and communication infrastructure present the

most serious resource constraints to improved
productivity. Exhibits 23 4illustrates the relative

difficulty respondents experienced obtaining resources
for their operations. The responses suggest that the
most common resource problems facing Malagasy firms in
all sectors and size categories are those related to the
transport and communication infrastructure. There were
some notable differences among the resource constraints
faced by firms of different sizes and sectors or market
orientation; these are discussed below.

Most entrepreneurs rely almost exclusively on personal

sources of finances (Exhibit 24). On average, firms
obtained just 9 percent of their financing needs from
local formal financial institutions (commercial banks and
other financial institutions). The only other
significant source of capital for entrepreneurs were
suppliers, who on average accounted for only 3 percent of
the total credit needs of businesses interviewed.
Personal sources and family together provided 83 percent
of the average Malagasy entrepreneur's credit needs.
Data from a previous MAPS study of the private sector in
Madagascar (see footnote 1) suggested that the total
amount of formal sector credit channeled to the private
sector had been increasing since the late 1980s, but it
is clear from survey responses that commercial banks have
barely begun to meet local firm needs.

Exhibits 24 also suggest that formal financial
institutions may continue to be reluctant to offer credit
to what they perceive as non traditional borrowers.
Owner-operated and microenterprises, even those which
have been in existence for over 5 years, and may have
presumably have a "track record," received together just
one percent of their credit from formal financial
institutions. Other non traditional borrowers are
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exporters. Despite the fact that, as seen in previous
sections, this group of firms experienced particularly
fast growth over the last 12 months, it obtained just 12
percent of its total credit needs from formal commercial
institutions (including special 1lines of credit),
compared to over 25 percent obtained from the same
sources by other firms of similar size.

Long-term credi is mor ifficult t tain han
shorter-term credit. Previous MAPS research in

Madagascar suggested that the amount of longer-term
credit had been increasing in the late 1980s. However,
survey responses suggest that long-term credit continues
to be in very short supply (Exhibit 25)."

Forty-three percent of the large firms were having
difficulty obtaining short-term credit, 63 percent
reported difficulty obtaining access to long-term credit.
The main factor which the large firms believe affects
their access to commercial banking credit has been
interest rates and bank fees; collateral requirements was
a problem for 45 percent of firms in this size category
(Exhibit 24).

Most smaller firms had so little experience with formal
banking institutions that they could not identify the
factors most likely to be affecting tneir ability to
obtain financing from these sources. Generally smaller
firms agree that the issue is not so much the distance to
barks, but the cost of borrowing, as reflected in
interest charges and bank fees.

Women-owned firms do not seem to face greater
difficulties than other firms of similar size in
accessing credit. On average 5 percent of women-owned
business credit comes from formal banking institutions.
Women also rely more heavily on supplier's credit than
other smaller firms (Exhibit 24).

"Responses regarding longer term credit availability by the
smaller (ie owner-operated, micro and small) firms are omitted from
the graphic because they are based on very few respondents. Over 98
percent of these firms have not used any formal commercial credit.
Because responses to these questions were based on the actual
number of respondents with experience using credit (the rest not
having responded), the total number of respondents in the smaller
size categories is very small, giving somewhat distorted views.
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Labor

3.3.4

3.3.5

Transport

3.3.6

Labor productivity was not perceived as a_serious
constraint by the firms sampled. Over 8 out of every 10
respondents felt satisfied with the productivity of their
workers. The degree of satisfaction was fairly constant
across sectors and size categories.

Perceptions regarding availability of certain labor
skills do vary appreciably by type of firm (Exhibit 23).

Generally firms in all sectors and most size categories
found it most difficult and costly to recruit qualified
technical personnel (see also Appendix B). Bi't the
largest firms, as well as agribusinesses, even in smaller
size categories, felt is was most difficult to find

qualified managerial personnel.

Labor turnover ratios are low for skilled staff but
significantly higher for unskilled labor. On average,

the turnover ratio for skilled personnel and management
in all firms is under 5 percent, while the turnover for
unskilled labor is 10 percent. Turnover ratios for all
personnel tends to be larger for the small firms,
reflecting perhaps the fact that they are unable to
compete with the larger firms in terms of salary, and
retain the staff they recruit (Exhibit 26).

Infrastructure

Land transport, and the lack of a quality road network,
are the major transport infrastructure problems faced by

the Malagasy firms interviewed. Cost is perceived as a
constraint more often than transport availability,

reflecting perhaps the fact that poor roads increase wear
and tear on vehicles and increase the length it takes to
travel, pushing up costs per kilometer. Exhibit 23 shows
that transport is perceived as a major constraint for
most firms. Exhibit 12 suggests that smaller firms are
less likely to perceive that road transport is a problem
because they sell most of their goods within the
province; smaller firms may have adapted to high
transport costs by limiting the size of their markets.
Because their market is all local, transport issues tend
to loom less large than for exporters and large firms,
which tend to sell a much larger proportion of their

goods within a wide radius. Hence transport constraints

may be limiting the size of markets for the Malagasy
entrepreneurs.

Exporters believe that the road network is inadequate to
meet their needs. Eighty-three percent of exporters
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believed that the lack of an adequate road network
presented a serious constraint to their business
operations; 82 percent felt the lack of quality roads was
a constraint to their operations. Less than 50 percent,
in contrast, felt lack of air or marine cargo space was
a constraint (see Appendix B: Exporters v3 Non
Exporters).

Over 80 percent of agribusinesses felt poor road networks
and the lack of accessible and affordable transport had
negatively affected sales last year. In contrast, less
than 30 percent of exporters felt transport problems had
negatively affected their sales; exporters believed
however that transport problems did negatively affect
their internal operations, raising production costs.
These response patterns suggest that exporters continue
to enjoy price advantages in their foreign markets, but
that transport costs may be cutting into their profits
and margins.

Road checks exacerbate difficulties encountered
transporting gocods over land. Over 70 percent of all
firms reported that road checks hindered their ability to
operate. These unscheduled checks seem to have affected
smaller and informal sector firms especially, with over
80 percent reporting this as a serious constraint to
business operations last year. Larger firms, which as
noted above were far more likely to transport gocods for
longer distances, seem to be better able to cope with
these checks, either because they have special permits or
are otherwise able to expedite the process.

Communications and Information Infrastructure

3.3.7

3.3.8

Almost 8 out of 10 firms interviewed felt the lack and
cost of telecommunications was a serious constraint to
their business operations (Exhibit 23). This figure is
almost uniform across sectors and size categories. The
lack of an adequate telecommunicetions infrastructure was
cited as a key impediment to expanding or entering the
export market by 84 percent of firms interested in
exporting.

Few firms have access to adegquate export market
information. Only 28 percent of the firms questioned

believed that the information on export markets is
adequate (compared to 58 percent satisfied with local
market information).

The most important source of market information for firms
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of all types are personal contacts (overall 92 percent
report are relying on this source). The larger the firm,
the more likely that they will use additional sources.
Exporters are most likely to report relying on foreign
partners (67 percent use this source); small firms are
most likely to also rely on trade journals (Exhibit 27).

Exporters and large firms are most likely to be using the
information services of trade and business associations
(Exhibit 27). The most likely official source of market
information was the Chamber of Commerce of Industry and
Agriculture (CCIA), used by over 30 percent of exporters,
and 11 percent of all firms.

Firms are interested in all types of market information;
over 65 percent said they feel they need better
information on prices, product standards, market contacts
abroad and trade regulations. The single most important
type of information desired however is information on

prices (of interest to over 94 percent of entrepreneurs).

Resource Development Priorities

3.3.9

Enterprises of all types were most 1likely to be
interested in management. Entrepreneurs interviewed
seemed to understand that the basis for adapting to a
fast changing economic environment is to build basic
managerial skills, which can then be applied to the
formulation of solutions in marketing, communication,
procurement. Thus, despite the problems in marketing
highlighted above, the main area in which they will be
investing in the future will be improvement of management
skills.

Another priority area of investment, again almost uniform
among all types of firms, was quality control (Exhibit
28). Quality control was the number one investment
priority for 80 percent of exporters.

Building a quality managerial base 1is a long term
process. In the short term, some entrepreneurs are
looking to the outside for quick injections of
technological knowledge and marketing skills and
contacts. Twelve percent of the firms interviewed are
interested in joint ventures; virtually all (97 percent)
of these were searching primarily for access to markets
and technology from these partners.
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3.4 Implementing Agents

The results highlighted above suggest that there are some key
bottlenecks to private sector development in the country. The
issue is how to reach private entrepreneurs to relieve these
bottlenecks. Survey results suggest that reaching the smaller
enterprises may be far more problematic than reaching the larger

firms:

3.4.1

3.4.2

3.4.3

Smaller enterprises by and large do not belong to any
business association (Exhibit 29). Membership in an

association 1is largely a function of size. While the
majority of the large enterprises (56 percent) report
belonging to some association, only 3 percent of owner
operated, 2 percent of the micro enterprises, 19 percent
of small enterprises and 38 percent of the medium scale
enterprises do. When asked to explain why they do not
belong to any association, over 50 percent of firms in
all size categories said it was because associations did
not offer services they found useful (Appendix B).

To the extent that small firms belong to an association,
it tends to be the Chamber of Commerce, 39 percent of the
small firms belong to the CCIA (Exhibit 30).

Agribusinesses are less likely to belong to an
association than enterprises operating in other sectors;
only 11 percent of agribusinesses belong to an
association, compared to 34 percent of industrial sector
firms. They are most likely to belong to the CCIA and
FIVMPAMA, to the extent they belong to any.

GEM _has the highest overall "effective" or "very
effective" rating. Over 80 percent of GEM members
believe it is an effective organization, compared to 64
percent of CCIA members. The likelihood that it will be
highly rated increases with the size of the member firm
however; 60 percent of small firms belonging to GEM think
it 1is effective, compared to 87 percent of the large
firms. It also varies by sector; 50 percent of the few
agribusinesses belonging to GEM believe it is effective,
compared to 89 percent of industrial sector firms.

Small firms are primarily interested in associations
which offer access to credit and information on local
markets; larger firms, though also interested primarily
in local market information, are more 1likely to want

access to technical assistance than credit. Larger firms
were also very interested in improved access to
information on GDRM regulations (Exhibit 31).
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3.4.4 There is very little contact between the large and_ the

smaller firms. The smaller firms generally do not belong
to the same business associations as do the larger firms
(Exhibit 30). The Chamber of Commerce has the most
diversified membership base in terms of sector and size
of firms. All other major business associations
identified through the survey cater primarily to firms
employing more than 20 people.

4. IMPLICATIONS FOR PRIVATE SECTOR DEVELOPMENT STRATEGY

The economic 1liberalization program is having a favorable
impact on private sector activity, both formal and informal.

Malagasy entrepreneurs are recognizing and responding to new
business opportunities emerging from the economic
liberalization process. But the private sector in Madagascar
remains relatively atomized. Firms rely on their immediate
circle of family and community for their information, the
capital and their market. Unclear or ineffective legal
structures discourage firms from forging linkages with newer
firms, and may encourage inefficient integration and
diversification. High transaction costs associated with
marketing exacerbate the situation, discouraging the
development of extra-village or provincial trade ties.
Business association infrastructure is not now effectively
addressing these communication problems.

Given the results of this study, a critical priority for

private sector development should be to encourage greater
national economic integration by promoting institutions and

mechanisms which lower communication barriers among
entrepreneurs. At a basic level physical transport and

telecommunication infrastructure constraints must be
addressed. But this entails major physical capital investment
projects which cannot be easily addressed by one donor or
institution. But there are other means for lowering
communication and trade barriers which can be explored and
implemented in the short-run.

One possibility is to exploit or use local intermediaries or
brokers, who are currently playing the bridging role between
smaller firms and larger buyers. Their current role must be
explored and opportunities to use them to extend communication
and marketing information networks must be examined. Other
bridging/networking support structures, such as an information
clearinghouse of local suppliers, improved and clarified legal
structures, supply of technical assistance in the area of
quality control and procurement, either through joint ventures
or expansion of business support services, can also help open
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4.4

new avenues for transferring technology and capital among
firms. By encouraging the growth of networks among local
firms, Madagascar also becomes a more attractive place for
foreign investors. Positive experiences forging new linkages
among entrepreneurs may also have positive demonstration
effects and encourage greater integration throughout the
economy.

There are other activities in this regard which could also
offer large payoffs and these are discussed below. Working to
lower the effective tax rates (which are perceived as
constraints by virtually all types of firms) could help
encocurage greater investment (particularly foreign investment)
and increase the reliability of financial information
currently available, with potentially positive effects on
capital market growth.

Survey data showed that women-owned firms face many of the
same set of constraints affecting microenterprises in general.

On_the other hand women entrepreneurs are in some respects

doing better than other firms of similar size and operating in
similar sectors. They generally are better able to access

formal credit. Thus there is probably no need to target the
women entrepreneurs specifically and programs which target the
small entrepreneur, particularly with business skills
training, will also benefit the women entrepreneurs.

Since such a small proportion of small and micro enterprises
belong to an association, service provision will be difficult.

The Mission should, outside of promoting general membership
expansion programs in all associations, target those groups
who have a wider range of members as delivery mechanisms for
assistance in this area.

The finance sector is not currently addressing the expansion
needs of the private sector. None but the larger firms have
access to formal credit sources. Supplier's credit is
virtually non existent. Even a majority of the larger firms
(over 60 percent), which are able to meet collateral
requirements, are reporting difficulty obtaining term credit.
The current bank regulations and liquidity problems faced by
the formal banking sector make it difficult for firms of any
size to obtain formal financing.

Even 1f interest rates were liberalized, the need for start-up
and expansion capital far exceeds the current ability of the
commercial banking sector to supply funds. New financial
institutions have appeared to start to fill the gap. SIPEM
and FIARO are both venture capital companies, which have
programs to provide risk capital to new entrepreneurs.
FIVMPAMA is starting a Societe de Caution Mutuelle to provide
security for small borrowers. But their outreach remains low.
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Current communication and marketing obstacles also make it
difficult for firms to link up with these sources. Again the
development of profit-motivated brokers may help to facilitate
linkages may be required.

There is a substantial degree of interest in exporting, but

little knowledge of export markets. Although the survey
indicates that most export activity is now confined primarily

to relatively few larger firms, responses also suggest that
there 1s considerable interest in export markets among
entrepreneurs who are not now exporting any substantial
amount. But firms lack information on international demand
for their products and on international requirements and
standards. This may be the single largest constraint to
export diversification and growth. There are preliminary
indications that improving access to better and more timely
market information would not be particularly expensive.
Madagascar already has access to Soviet satellite
transponders, something that other nearby countries such as
Mauritius lack. Madagascar is already thinking using a
series of ground links to improve the reach of their radio
broadcasts to the countryside. If proper ground stations can
be installed, which entails relatively low cost technology,
Madagascar could become a regional supplier of market
information.

The promotion of joint ventures, particularly in the IFZ, may
also be another mechanism for encouraging greater information
flow and contacts abroad.

Firms are interested in developing their human resource base,
primarily in the area of technical and managerial skills.

Access to quality technical labor was a serious constraint to
the firms sampled. Smaller firms in particular seem to be
having difficulty attracting and retaining their quality
skilled personnel. Entrepreneurs are keenly interested in
improving their basic management base. Firms interviewed
understand that before one can expand into new markets, skills
are needed to improve quality control, procurement practices,
technology. There are many different means of building these
skills. One is by increasing access to training services.
Another one is by providing access to technical assistance, or
even internship/apprenticeship positions in more experienced
firms. Donors have already moving into this area, with UNIDO
and the ILO providing entrepreneurship training and technical
assistance services. USAID has helped sponsored a policy
dialogue group in human resources development. All such
assistance strategies should be results oriented however:
building skills tied to specific results, to ensure that the
quality of the training or TA provided continues to be of high
quality and responsive to the changing needs of what is
becoming an increasingly dynamic and fast changing economy.

30



Formal Sector: Large
Formal Sector: Small
informal Sector

TOTAL

Large refers to firms that employ more than 20
Small refers to firms that employ less than 20

Exhibit 1

MADAGASCAR PRIVATE SECTOR SURVEY

SAMPLE BY SECTOR GF ACTIVITY

Agriculture Food Proc Industry Mining
4 13 41 5

46 9 12 2

30 10 10 0

80 32 63 7

Source: MAPS Private Sector Survey, March 1991

Commerce

18
18
13

Services

19

37

119

TOTAL

100
150
100

-3



Exhibit 2

MADAGASCAR PRIVATE SECTOR SURVEY

SAMPLE BY PROVINCE
Antananarivo Tamatave Mahajanga  Antsiranana
& Antsirabe & Nosy Be
Formal Sector: Large 72 6 9 7
Formal Sector: Small 77 17 10 22
Informal Sector 50 10 10 10

Large refers to firms that employ more than 20
Small refers to firms that employ less than 20

Source: MAPS Private Sector Survey, March 1991

Fianarantsoa

13
10

Toliary

11
10

TOTAL

100
150
100

3



Exhibit 3
Madagascar Private Sector Survey
Sample by Location of Enterprise

Plateau Plateau

= Others
7 10%

29%

Sample by Location Exporters by Location of Enterprise
of Enterprise

Plateau Refers to Antananarivo,Antsirabe.Fianarantsoa
Coast refers to Antsiranana,NosyBe,Toamasina,Mahajanga
Others refers to tertiary cities such as Brickaville,Sambava
Ambositra and Morandava
Source: MAPS Private Sector Survey
March 1881 Question 2



Exhibit 4
MAPS Private Sector Survey
Sample by Size of Firm

Micro 36%
OWNER-OP » O FTE employees
MICRO = 1-4 FTE employees

Owner-Operated 11%

oooooooooo
..........
..........

Small 22%
' (i Large 18%

[ 3.4
..........
''''''''''

Medium 13%

Source: MAPS Private Sector Survey Question 36
March 1981



~ Exhibit 5
Average Number of Employees by Firm Type

200
181
62

150
100
5040 5

é i -

9 12 .
4
All Firms Micro Small Medium Large Women Inform
Bl Full Time EZ Part Time

Source: MAPS Private Sector Survey
March 1881

Question 36
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Exhibit 6
Private Sector Survey
Sample by Business Turnover

< 30 million 82%

SRR & > 6 billion 3%

-80 mill e Hig
30-80 million 6% = > 500-1,000 miilion 7%
80-100 million 3%

100-500 miillion 11%
Sample by Size of Firm

Source: MAPS Private Sector Survey Question 27
March 1991
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Exhibit 7A
Length of Operation by Size of Firm

100%

75% [

More than 10 years
6-10 years >
3-5 years 50% ‘

(zz.dl -8 years

(3

(3
3 .
p *
3 13
p .

Bl Less than 1 year

25% [

0% . b B
Owner-Op Micro Smali Large
Avarags 1C yre 9 yrs 11 yrs 18 yre 27 yrs
Source: MAPS Private Sector Survey

March 1881 Question 4



Exhibit 7B
Length of Operation by Economic Sector

100%

75%
More than 10 yrs
5-10 yrs
3-6 yrs 50%
1 1-8 yrs
i

Less than 1 yr

25%

0%
Agribusiness Industry Services
Average: 18 yrs 17 yrs 18 yrs
Source: MAPS Private Sector Survey Question 4

March 1991
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Exhibit 7C

Length of Operation for Women-Owned
and Informal Sector Firms

100% cees

75%

More than 10 yrs
6-10 yrs

3-5 yrs 50%
- 1-8 yrs

BBl Less than 1 yr

25%

All Firms Women Owned Informal Formal
Average 14 10 7 17

Source: MAPS Private Sector Survey
March 1991 Question 4
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Exhibit 8A
Percent of Firms Owned by Foreigners

60% ............

50% ceeeeearmeeemmresseaseeesseennesessesns,

40% ettt sa st st asseee ;‘ |

30%

00 | . B

10% - _______ N [ A u ............................... |

0% -
All Firms Small Medium Large Agrib Indus Serv Exporters

Source: MAPS Private Sector Survey
March 1991 Question 21



Exhibit 8B

Average Shares of Foreign Ownership
By Size of Firm and Sector of Activity

Small '

Medium

Large

Agrib
indus
Serv

ee—

0% 25% 50% 75% 100%
% of Foreign Ownership by Group

B French E=] Indian/Pakistani 555 Others

Exporters

Source: MAPS Private Sector Survey Question 22

March 1881

~U¢V



Women as % of
Total Workforce

% of Management
Female

% of Management
Malagasy

% Sales Exported
% Sales to GDRM/SOE

% Raw Materials
Imported Directly

% Raw Materials from
GDRM/SOFs

% Equity French

Avg Years Operating

41%

100%

19%

10

EXHIBIT 9

SUMMARY DESCRIPTIVE STATISTICS BY FIRM TYPE
AVERAGE RESPONSE FOR:

Micro Smali Medium Large Malagasy Foreign

Enterprise  Sczie Scale Scale Owned

28% 13% 10% 16% 29%
34% 23% 16% 15% 29%
95% 100% 90% 71% 100%
1% 5% 22% 21% 4%
2% 8% 8% 21% 5%
1% 4% 26% 32% 6%
5% 8% 21% 14% 33%
0% 33% 48% 66% 0%
9 11 18 27 1

SOURCE: MAPS Private Sector Survey, March 1991

13%

13%

17%

15%

27%

61%

Women

47%

100%

1%

5%

8%

10
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Exhibit 10
Percent of Sales Exported
by Type of Firm

BB [~

20%

15%

11%
10% 10%

10% _,  [—

5%

0%
All Firms Small Med Large Agribindus Serv Plat Coast Women

Source: MAPS Private Sector Survey Question 16
March 1891



Exhibit 11

Destination of Exports
% of All Exports to Each Market

Agrib
Indus
Serv

For Owned = = v
Mal Owned 5 ‘ ; 54§§§\

Small |
Large §

All

0% 25% 50% 75% 100%
Il Europe Indian Ocean Isl N.America Asia

Question 16
Source: MAPS Private Sector Survey



Exhibit 12
Percentage of Sales within Province

Micro . e 93%
Smali C | | | 84%

Med s : 67%
Large T ' , ) 58%

Plateau 4 I 84%
Coast ‘ ) : B 82%

Agrib ‘ ‘ ‘ 78%

Indus e Il 76%

Serv | _ e 86%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

% of Sales w/in Province

Source: MAPS Private Sector Survey Question 16
March 1991




Exhibit 13

Inter-Provincial Trade
% of All Sales and Raw Materials
from Qutside the Province

30%
20%
10% S S i R e
Z
Z
Z
Z
Z
' Z
0% , | Z
All Mic Small Med Large Agr Ind Serv Plat Coast

Bl Raw Materials Bought Goods Sold

ail:;:e;“b::\!’s Private Sector Survey Questions 16,18



Exhibit 14A
Sales Growth Last Year

All Firms W//////A}:{???:3:3:3:3:3:3:3:3:3:;::?:1:3:1:3:23:3:3:3:3:3:3:3:3:1:1:3j
Micro Bz
Small =
Medium
Large
Agrib
Indus
Serv
Plateau
Coast 5
Exporters B2 i ] ,
0% 20% 40% 60% 80% 100%
Sales Grew 0-20% Sales Grew 20%+
3172?595”3 Private Sector Survey Question 28



Exhibit 14B
Expected Sales Growth Next Year

Ali Firms W%1:3:?:3:1:1:1:2:2:1:2:?:1:Z:2;:;:;:;:;:;:;E;:;:;:::;:::::::::;:::1
Micro 5;;-_;-:‘:-:-:~:~:‘:-:-:-:-:~:-:-:-:‘:-:f':-_g-_;;
Small EEZ—Z—F=2 T
Medium ///M
Large Z—Z——A = B T T
Agrib B TS =
Indus 22— =
Serv gZZ—Z—_4 e EE
Plateau E
Coast ,
Exporters /////////i/As:ss:Si-zzz5:5:1-:5:5:s:z:z:z:z:s:;:ff;s:z:;:z:s:z:;:z:s:;:z:;:s:z:z:s:z:s:s:s:z:;:f;:s:z:z:z:s:5:5:5:5:;:;:;:;:_::;:;;3 : B
0% 20% 40% 60% 80% 100%

Sales Grow 1-20% Sales Grow 20%+

Source: MAPS Private Sector Survey
March 1991 Queation 28
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Agrib Indus Serv

Exhibit 15
Average Capacity Utillization by
| Type of Firm

..........................................................................................

/////4///22?///////////5

,///////////////////////////

Owner Micro Small Med Large

0

o Q (o)

All

N=360
Question 30

1990 1991

Bl 1988

Source: MAPS Private Sector Survey

March 1991



Exhibit 16
Sales Uncertainty

Percent Who Are Uncertain About Next Year's Sales

All Firms § : _ i 33%
Informal | ‘ ' 48%
Owner-Op
Micro
Smati
Medium
Large

55%

Agrib
Indus
Service

Plateau
Coast

s
0% 10% 20% 30% 40% 50% 60% 70%

Source: MAPS Private Sector Survey
March 1991 Question 29
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EXHIBIT 17

GDRM REGULATIONS AFFECTING SALES VOLUME

Owner Micro Foreign Malagasy
All Firms Operated Enterprise Medium Large Agrib Iindustry Services Owned Owned

Credit Controis 46% 18% 36% S0% 53% 39% 49% 47% 55% 43%
Tax Policies 31% 7% 29% 28% 38% 19% 45% 28% 20% 33%
Tarifts/Quotas 26% 0% 20% 31% 39% 3% 46% 23% 35% 23%
Customs Reguiations 25% 0% 18% 30% 36% 10% 42% 24% 31% 38%
Price/Margin Controis 17% 10% 20% 24% 17% 16% 18% 17% 13% 18%
Administrative Formalities 15% 40% 51% 48% 34% 21% 23% 22% 12% 20%
Labor Code (Hiring/Firing Regs) 14% 0% 9% 18% 13% 11% 13% 16% 10% 14%
Export Licensing Procedures 13% % 14% 9% 22% 3% 21% 9% 24% 9%
Labor Code (Wage Regs) 12% 0% 10% 24% 13% 14% 14% 11% 17% 28%
Import Licensing Procedures 2% 0% 14% 23% 18% 6% 13% 8% 15% 13%

SOURCE: MAPS Private Sector Survey, March 1991
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Exhibit 18
Number of Operating Permits Required

by Type of Firm

% all Firms Needing § or Leas Permits

L NN 0 0 0 ot ot e Ve i o e o e M 2 B

ZZZZE%Z%ZZE%%ZZ?e

z,?//?f//?z,//?///,z,////////?é

,////////////////////////////////////////////4 |

100%

Serv Exprtrs

Indus

Agrlb

Smali Medlum Large

£ Permits to Operate Yearly Renewais

B Permits to Start

Questions 6,8,9

MAPS Private Sector Survey

March 1981

Source
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Exhibit 19

The Commercial Legal Environment

% of Firms Responding that Contract Enforcement is Difficult
and this Increases leflculty of Conductmg Business

All W////////////////////
Agrib W
Iindus m’/////‘////////////'A
Serv .
Difficult to:
. s — — Bl Enforce Contracts
Micro —
A —— N-?a | Conduct Business
Smail '7//////////////4//14’/// >
Medium W////I/’/////’J’//’I//A
Large 7//////////7///,%
Foreign 222222222 1 . . i
0% 10%20%30% 40% 50%60%70%80%
Source: MAPS Private Sector Survey Question 60

March 1981



Exhibit 20

The Commercial Legal Environment:

Perceptions of Contract Enforcment

100% % of Firms of Each Type for Which Enforcement Difficult |

80% N : N N .................................

60% N MY & N

s0% JH N NEYEY R

20% BN YEXEY

S

AT

AAMMAMWAWMAWWWNNNG

AMAWMWWWNL___

All Agrib Indus Serv Micro SmallMediumlLarge Foreign

0%

Enforcement Difficult when Dealing with:
Bl Unincorporated Firms SA/SARL

Parastatals The GDRM

Source: MAPS Private Sector Survey Question 61
March 1891



Exhibit 21

65

Best Investment Opportunities

100%

il
gl

75%

50%

—————

W\

2%l ||

‘ m\‘{zsfzfs:s:s:

0%
All Mic Sm Med Lge Ag Ind Ser Plat Coast Exprtrs

Source: MAPS Private Sector Survey
March 1981
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Construction
Mining

Banking
Commerce
Tourism

Manuf for Export
Agroind for Export
Agric for Export

Question 64



Exhibit 22

Best Export Markets
by Size of Firm and Sector of Activity

Services

Micro

Small
Medium

Large B indian Ocean Isl

Other Africa
: EEC

Agribus Asle
Industry 2] N. America

Current Exptrs

0 20 40 60 80

% Foel this is Best Export Market

Source: MAPS Private Sector Survey
March 1881 Question 67
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Lack of Access to Land
Uncertain Tenure

Access to Managers
Access to Tech Personnel
Access to Professionals
Lack of Access to Credit
Access to Technology
Land Transport Cost
Road Infrastructure
Telecommunication Costs

Cost of Electricity

Micro Medium

8%
4%

5%

78%

1%
17%

17%

23%
53%
70%
61%

62%

Large Malagasy Foreign

20%
9%
47%

28%

19%
70%

81%

EXHIBIT 23

CRITICAL PRODUCTIVITY CONSTRAINTS

13%
3%
55%
49%
53%
52%

34%

79%

53%
54%
42%
1%
53%
81%
74%

73%

Women

35%

45%

45%

91%

Agribus

20%
33%
28%
41%

45%

61%
63%
68%
61%

SOURCE: MAPS Private Sector Survey, March 1991

industry Services

15%
31%
33%
58%
51%
49%

61%

2%

11%

31%

48%

61%

61%
88%
84%

Exprtrs

14%
31%

54%

75%

informal

11%

44%

35%

45%

78%
84%



Exhibit 24
Sources of Credit by Type of Firm

Micro
Small
Medium
Large [ Personal Capital
Family Capital
Exporters Suppliers Credit
Informal Foreign Sources
Women-Owned Other Officlal
Bl Commercial Banks
Agrib
Indus
Service

50% 75% 100%

Source: MAPS Private Sector Survey Question 49
Msarch 1881
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Exhibit 24B
% of All Credit from Commercial Banks

35 % of all Credit from Commercial Banks
% -—_

30% 