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EXECUTIVE SUMMARY

Madagascar’s political situation Is in turmoll. President Ratsiraka
has lost the support of every major constituency !In: the country
with the exception of the miilitary, but the divided opposition
cannot produce & ieader able to end the stalemate. Obyservers
&gree that Ratsiraka wili eventuclly have te step down. The
process of creating a new political system and governmert will
be protracted and dlfficult, despite aimest universai support for
a real dermocracy.

Madagascar is atill a baslc agricultural econoniy. Diversification
within sectors and Into new Industries is prasuent but with mixed
resuliz and on a small scale. Growth: has been slow generaliy,
with healthy development oniy in a faw sub-sectors.

investment pollcy and regulation in Madagascar are attractive,
but operating In the couriry can sometimes be prohibitively
difficuit. investors are cautlous about what is actually possible
In the near term but remain optimistic about long-term
opportunities.

The public sector is dominant In the Malagasy economy, but
efforts are underway to reinvigorate the private sector and
establish more balance between public and private enterprises.
The public sector generally performs poorly, while the private
sector generally Is limited to small enterprises and farming.

Understanding the regulation of foreign investment In
Madagascar requires distinguishing between the letter of the law
and what Is actualily the practice. The goodwiil of the government
toward forelgn investors, and its openness to Investment In
almost any sector, Is quite real. But the capacity of the
government to execute investment deals and provide riecessary
support and services will continue to be problematic.

Madagascar’s Infrastructure Is prinitive at best and unworkable
at worst. The problems with Infrastructure are among the most
sorious an Investor must face In doing business there. Donors
are concentrating much of thelr funds on Improving
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Infrastructure, but progress has been slow and wiil probably
remain so.

Madagascar’'s enormous external debt burden wiil bring
continuing reschedulings and debt forglveness, but debt service
will remain a drain on hard currency earnings for many years to
come. This situation only underscores the country’s dependence
on donor aid for survival over the next few years.

Investors report high levels of satisfaction wiith Malagasy labor,
citing low costs and high productivity in particular. Labor Is one
of the country’s maln attractions and will remaln so for investors
seeking low-cost, labor-Intensive assembly and manufacturing
platforms.

Madagascar’s financial sector Is basic and still primarily state
controlled. It will for the next several years be controlled and
then monitored by the major donors, who will be supplying
liquidity and directing restructuring of the sector.

Moderate Inflation wiil continue to plague Macagascar, but price
controlzs wlil be graduaily reduced under denor guldance.
Necessary revaluation of the FMG will make this more difficult.

Madagascar’s fiscal management has been poor. Government
revenues are for the time belng significantly dependent on donor
funds, while expenditures are being restructured under donor
guidance.

Madagascar’s tax policles for investors are liberal and attractive
but may not be rigorously enforced over the near term.

Madagascar offers no particular protection of Intellectual
property, but such Issues have not arisen for most Investors
given the basic types and small levels of investment going Into
the country.
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MAKING THE INVESTMENT DECISION
COUNTRY OVERVIEW

Madagascar is a country with abundant natural and human resources, a
place that should offer numerous attractive opportunities for investors. The
tragedy of Madagascar—-and it is a tragedy-is that a generation of pseudo-
socialist economic policies and accompanying "nationalistic” purges of the
educational system, commercial class and civil service have luft the country
in an economic shambles. As cne investor put it, the "economic motor of
the country has been virtually destroyed." Madagascar is now among the
fiteen poorest countries in the world, and its economy remains dependent
on small-scale agriculture and the same export crups it has sent abroad for
the last 150 years.

The current political transition flows from this recent experience of decay
and continuing, unrelieved poverty. While the transition may not produce
immediate political stability, it has certainly solidified a change in economic
direction: the country is committed to full economic liberalization, to
attracting foreign investment, and to cementing relations with Europe and
the United States. The last fifteen years have been a dismal failure--there is
no question of returning to a centrally directed economy.

This change of direction will, finally, begin to create the opportunities for
investors that should have appeared decades ago. Given the country’s
recent political turmoil and economic crisis, most oppertunities will have to
be nurturac over time. But some are aiready available. Morzover, positive
progress in turning the economy around should be rapid. Penple are tired
of being poor and unemployed, and they are eagur to have an opportunity
to start over.

investors should understand, however, that "sager" must be understood in

the local context. Orie important characteristic of Madagascar is that
change does not come quickly. The local people call it muramu--"slow" or
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"t will happen.” Madagascar is not a country of dynamic entrepreneurs.
Effective use of its resources will require leadership and organization from
abroad; for several years to come, investors will have to rely on thsir own
management and technical talent to get things going, to organize projects,
and to make things work.

The country’s goal for the coming decade is to restructure its political and
economic systems to provide a solid foundation for leng-term growth and
diversification. The country’s government and business leaders want foreign
investment to play an active role in this process, and they are genuinely
eager to help make that possible.

Despite Madagascar’s enormous problems, the World Bank, other donors,
and private-sectcr leaders are optimistic about the country’s prospects in
the long term. Most importantly, the willingness and rescurces are present.
Challenges lia in restoring the proper balance in the economy between
public and private sectors and refurbishing the infrastructure and support
systems that have been neglected.

For well into the next century, however, Madagascar will remain a very basic
economy, deper:dent on agriculture and labor-intensive manufacturing as
well as foreign skills, capital, and technology. Meanwhile, investors should
understand that the country will also be dependent for some time on
international donors, both the multilateral institutions (World Bank, IMF,
African Development Bank) and danor governments, primarily France. In the
early 1970s, this dependence would have sparked widespread discontent.
Now, it is almost welcomed as a harbinger of better times ahead. Dorors
will have significant influence on economic and business policies and will
seek to dismantle many of the barriers still standing in the way of a more
open and viable economy.

A fina! important characteristic of Madagascar for investors to understand
i8 its lack of internal cohesion. Its geography is unusually rugged and
difficult, and its ethnic communitics often divided. Regions are isolated from
each other, and even today inter-regicnal communications and
transportation are difficult, particularly so for business--only 13 percent of
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all formal, internal commerce is inter-provincial. This lack of cohesion has
contributed in important ways to a similar lack of cohesion in government
policies, in strategic thinking, and in the development of the country.

TRENDS IN THE ECONOMY AND BUSINESS

Since independence in 1960, Madagascar’s economy has gone through
three general periods:

1960-1972, moderate growth
1973-1989, deterioration
1990-1991, beginniiig of recovery

The recent ecunomic recovery has of course been damaged by the effects
of the strikes and unrest accompanying the political transition. But the
tumaround seems to be genuine, and both donors and business are
encouraged. Last year the growth in GDP exceeded the growth in
population for the first time in at least a decade. Reforms of the trade sector
have enhanced the efficiency of Malagasy industry, while reforms in the
agricultural sector have brought prices of most crops more in line with
world prices and thus encouraged production. The government is also in
the process of reforming its budget, privatizing parastatals, and generally
opening the economy to competition and a greater foreign presence.

Business is also staging a recovery, with thousands of new private
enterprises coming into the economy in the past few years. Foreign
investment has been slower to come, dissuaded by the continuing
difficulties of doing business in the country. But Madagascar continues to
offer a number of attractive resources to investors:

v cheep and able labor

Malagasy labor is now one-third the price of labor in Mauritius and
is apparently more productive. Workers are literate, extremely skillful
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with their hands, loyal, and excellent to train, according to investors
now operating in Madagascar.

v abundant natural resources

Madagascar has a variety of natural resources, from good water
supplies to forests to numerous minerals and petroleum. Most of
these resources are largely untapped and await exploration and
development.

o particularly fertile climate and soil

It is said of Madagascar that anything will grow there. Both
temperate and tropical crops flourish easily, and the agricultural
potential of the country is snormous.

v/ preferential market access to the EC and U.S.

Madagascar, as an ACP (Associate State) member of the EC, has
the same duty-free trading privileges as Mauritius, an enticement for
many non-EC firms. Also, Madagascar (unlike Mauritius) has, so far,
been allowed largely unrestricted access into the U.S. market:
Malagasy exports have not reached a sufficient level to require U.S.
textile and sugar quotas.

Private- and public-sector officials stress that there is a "strong urgency" in
the country to get the economy moving again and to establish a mcre
transparent government. These are clearly positive signs fcr investors
already interested in the country’s underlying advantages.

(HOW INVESTMENT PGLICY AND REGULATION WORK
Both investment policy and regulation remain largsly questions of how the

government chooses to respond to particular transactions or deals, not of
simply abiding by understocd regulations and precedents. The reasons for
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this include corrpution, lack of foreign investment and lack of time to
develop policy mechanisms.

The most recent investment code, whose components date only
from late 1990, has not been in effect long enough for any standard
procedures to be established. Most recent investments have been
in the textile sactor, and most of these are from Mauritius, where
investors are familiar with Madagascar and have thsir own personal
business contacts there. New firms from outside the region have
been rare so far.

Corruption: is endemic in Madagascar and will remain a problem in
the civil service even with a new government. Corruption has been
a major factor undermining the establishment of regular procedures
and systeins.

Finally, the amounts of foreign investment continue to be so small
that most transactions are still treated on an ad hoc basis, with
individual deals the norm rather than the exception.

The public sector remains very much a part of the econony, though its
unquestioned dominance is now over. Yet the private sector is still
underdeveloped ar.d weak and will be unable to provide effective leadership
to the economy for some time. Thus, a vacuum must be filled. Diraction of
economic and business policy wiil come primarily from donors working with
a locse coalition of hoth public- and private-sector leaders.

KEY ISSUES FOR AMERICAN INVESTORS

Discussion of general issues for business is given in section 5.3, and for the
economy in section 2.4. American investors in particular should consider the
following:

Madagascar is a very poor, underdeveloped country. American
Investors should understand that opportunities will be basic and
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limited for severai years to come. On the other hand, many fields will
be wide open and could become quite profitable for initial entrants.

. Madagascar is not ready for higher-technology or capital-intensive
investments. With the exception of enterprises such as self-contained
mining operations, successful investments in Madagascar will focus
on laber-intensive, low-tech activities.

Opportunities for licensing and similar provision of services and
equipment will offer particularly interesting options, though local
market development will be slow.

. American investors should consider from the outset using
Madagascar as part of a chain of production rather than as an end
in itself. Thus, an operation that is managed and financed in
Mauritius, assembles parts in Madagascar, and sells into the South
African market probably makes more sense in some sectors than a
single entity designed to sall into the local market.

. Decisions are made slowly in Madagascar. Expect muramu to
operate and be patient.

MAJOR OPPORTUNITIES AND CONSTRAINTS

A general view of the investment outlook in Madagascar is given in section
5.3. For American firms in particular, however, certain opportunities are
worth highlighting:

construction
Massive construction projects are already underway and will continue
for many years to come. American companies with experience in

infrastructure development, equipment, technologies, engineering,
and managemert will find numerous opportunities, particularly if they
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have worked with the World Bank before, and particularly in
conjunction with French partners.

rehabilitation

With construction will come renabilitation of everything from banana
plantations to housing. Projects in this sector will be smaller but
nevertheless interesting to Arnerican firms.

mining

Sophisticated exploration of Madagascar remains to be done for
most minerals, but the country’s potentiai is apparently significant.
American mining companies may find interesting possibilities,
particularly in working with a local partner.

pharmaceuticals

Madagascar Is the home of the tropical plants that provide several
exciting new drugs and other pharmacautical products. This industry
is particularly interesting for the U.S., and it remains largely
untanped. As long as margins are high enough, transport and
collection problems should not be too overwhelming. Also, local
distributors are anxious to find sources of both finished generic
drugs and inputs for local manufacture.

food processing

Basic food processing will certainiy be a growth industry given the
country’s need to boost local food production. American
technologies, even outdated ones, would be helpfui, as would more
efficient horiicultural techniques from appropriate piaces such as
Hawaii. '
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tourism

Finally, eco-tourism should hold great appeal for Americans.
American business could develop an interesting niche market for
tours to Madagascar.

Meanwhile, constraints on investment center on red tape, corruption, lack
of local management, and the influenice of France in the country.

10

Red tape and coituption will continue to be major problems.
American investors should use pariners or advisors that are
experienced in Madagascar to guide them through the bureaucracy.
Also, investors should plan on how to handle corruption before
entering business negctiations.

Investors will have to import management, and expatriate living
conditicns can be difficult. But training of local management should
move swiftly.

Madagascar is very much in tha French orbit. American investors
should use negotiators and managers who are fluent in French:
should brief thiemselves on the Napoleonic Code and other aspects
of French business law and practices; and should expect
discrimination in some sectors in favor of French firms.

Business in Madagascar is done on a personal basis; investors have
to get to know people, establish relationships. In the past, this has
sometimes taken inordinate amounts of time--one Mauritian investor
reported having to make fifty trips to Madagascar in one year just to
establish a small business operation.
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1. POLITICAL BACKGROUND

Madagascar’s pclitical situation Is unstable. President Ratsiraka has
lost the support of every major constituency In the country with the
exception of the millitary, but the divided opposition cannot produce a
leader able to end the stalemate. Despite the fcrmation of a coalition
government late In 1991, observers agree that Ratslraka wlll eventually
have to step down. The process of creating a new political system will
be protracted and difficult, despite almost universal support for a real
democracy.

1.1 GOVERNMENT AND PoOLITICS
Background to the Current Situation

Madagascar was known as one of the jewels of the French empire in the
19th and early 20th centuries, with its impressive agricultural production,
beautiful capital of Antananarivo, and world-class educational system.
Madagascar achieved full independence from France in 1960, with Philibert
Tsiranana becoming president, but the country maintained very close ties
with Paris.

The Malagasy experience of French colonialism had not gone entirely
smoothly, however. Nationalism and anti-French feelings began to assume
growing importance in the country in the 1960s, culminating in a series of
student strikes in 1972. Various unions joined the strikes, and finally the
governrnent called in the military to suppress the unrest. The movement
proved too strong, however, and Tsiranana was forced to resign in May
1972 in favor of Maj.-Gen. Gabriel Ramanantsoa. Over the next three years,
a series of military coups and assassinations left the country without real
leadership. In June 1975, Didier Ratsiraka took control as head of a military
government, the Supreme Revolutionary Council (SRC).

Mutltinational Strategies 11



Tha SRC began the process of sweeping away anything French, from the
language to the business presence. Most of the private sector was
expropriated and a new socialist consitution was formulated. Ethnic
minorities in commerce, such as the Indians and Chinese, were forced to
emigrate or had their assets seized. Ratsiraka began to develop relations
with the U.S.S.R. and COMECON countries, receiving aid from the East
Bloc and basic equipment for the first stages of agricultural mechanization.

But the socialist experiment quickly tumned sour. By the early 1980s, the
East Bloc equipment had broken down for lack of spare parts, and
peasants began leaving their farms and migrating to the cities becauss they
could no longer afford to farm (the government had removed "capitalist"
middie-men from the economy but did not provide any substitute way for
farmers to get the financing and inputs they needed to plant and harvest).
Urbarization created huge squatter communities in the suburbs of the
major cities and a large population of unemployed people, who took to
robbing local farms and generally causing social unrest. Meanwhile, the
local universities gradually broke down, crippled by curriculum restrictions,
chronic strikes, and lack of funds. French was no longer taught, leaving a
whole generation literate only in Malagasy, the local language.

By the mid-1980s, Madagascar was decimated. No major construction or
maintenance had taken place for a decade, shortages were common, living
standards had fallen, and per capita income had declined steadily. Once a
major rice exporter, Madagascar now had to import rice and many other
food needs. The country was broke and the population increasingly
unhappy. The government decided to listen to what the World Bank, the
IMF, and even France had to say.

The World Bank had begun structural adjustment programs in Madagascar
as early as 1984, but no real changes began to occur before 1986-1987.
Even then, the government resisted altering many basic tenets of its
socialist programs. For example, a proposed free-trade zone between
Mauritius and Madagascar collapsed because the Government of
Madagascar (GDRM) tried to impose too many restrictions on the system.
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Finally, a new World Bank mission in 1989 succeeded in getting the
government’s full attention, and real econiomic liberalization began.

Liberalization was supported by the population. In fact, the 1989 elections
demonstrated how pervasive that support was. However, the slow pace of
liberalization led to political crisis. For example, liberalization of imports filled
up the shops once again. The problem was that purchasing power did not
keep pace. Duties and taxes, coupled with corruption and goverrment
monopolies on trading, priced the goods beyond the reach of most people.
Meanwhile, evidence of corruption throughout the Ratsiraka government
was growing. People’s frustrations—and resentments--grew.

Two other important developments that led to political crisis were the fall of
the Iron Curtain in Eastern Europe and the boom in neighboring Mauritius.
Events in Eastern Europe were followed with great interest in Madagascar,
one further evidence of the bankruptcy of socialism as practiced in
Madagascar and by the country’s erstwhile allies. Meanwhile, Mauritius had
embraced a liberal, pro-investment program that brought it rapid growth
and development and was, by 1989, a great success.

Madagascar began to follow suit in 1990 with a new liberal investment code
and other related actions, but by then it was too late. Strikes began in early
1991, grew, and culminated late in the year in opposition rallies in the
capital of more than 300,000 people. Demonstrations included people from
all sectors, both public and private, as well as major infusions from the
large, dissatisfied squatters settlements in the suburbs. Pressure on
Ratsiraka grew as the strikes shut down first the government and then
much of business life. Dozens of people were killed and wounded in the
turmoil over the second half of the year.

The deadlock was broken at the end of October when Ratsiraka and the
opposition agreed to form an 18-month transition government. Some
reports indicate that the military had threatened a coup if the political
stalemate was not settlad.
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The Current Siuation

The government now in place in Antananarivo gives significant power to the
former opposition, though Ratsiraka retains at least nominal command of
the armed forces. A "High State Authority" has been formed, which takes on
the functions forinerly given to the national assembly and the Supreme
Couricil of the Revolution (both bodies have been dissolved). Albert Zafy,
one of the most prcminent opposition leaders, is head of the Authority, and
his group hoilds a majority of its ceats. Prime Minister Guy Willy
Razanamasy, originally named head of gevernment by Ratsiraka, retains
executive power but is answerable to the Authority.

Most Madagascar citizens welcome the new government--they are tired of
the political turmoil and declining economy. Likewise, France and other
donors have expressed strong support. Many observers are skeptical,
however, about the longevity of the new system. Opposition demands for
sigrificant reform of the legal and judicial systems, separation and balance
of powers, open and fair elections, more transparency in government, more
rapid liberalization and democratization, and an end to corruption will
requira some time to attempt, much less accomplish. Also, Ratsiraka
remains president "as a symbal of national unity." Though his actual power
and duties are still unclear, the opposition has continued to insist on his
ouster. Aimost all observers, both local and foreign, believe this is inevitable,
though the process may take some time without the active support of the
armed forces. (The armed forces have so far refused to completely support
either Ratsiraka or the opposition, thus leaving their ultimate intentions
difficult to ascertain.) The French are working behind the scenes with some
vigor to try to get Ratsiraka to step down.

1.2 HUMAN RIGHTS
Madagascar’'s human rights record has been tarnished by the previous

regime, which maintained a secret police, detained political prisoners, and
generally ran a system typical of centralized states elsewhere. Investors ¢an
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expect the new government to maintain a much better human rights record,
one which will not pose any problems for business.

1.3 CORRUPTION

Corruption is common in Madagascar. Over the past few years, it reached
a level that becare unsupportabie. In fact, government corruption is a
primary cause of the current public outcry against Ratsiraka and his regime-
-pecple simply feel it has gone too far. He is known to have interests in
most of the major commercial operations in the couatry, and many of his
cabinet and associates formed interlinking directorships or relationships with
a variety of business enterprises.

Ratsiraka’s removal from office will not remove carruption from the system.
Foreign investors and local business stress that not participating in
corruption almost always damages business operations and opportunities.
Payoffs, gifts, favors, and even participation in enterprises are
commonplace considerations given to civil service members (in fact, a
common form of corruption is for a civil servant to ask for an equity stake
in an enterprise in return for needed approvals or administrative
clearances).

In .one example, a French company was trying to set up a
cooperative to export corn. An official in the Ministry of Industry
demanded an equity share in the concern, but the company resisted.
They managed to work around the official, but orily by arranging a
deal giving; the local district a share in the operation.

In another example, a large equaculture interest was delayed for
several months in setting up a new project and forced to spend a
significant amount of money in its attempts to avoid paying for
bureaucratic approvals. In the end, a loc:al government office did
acquire a share in the venture, financed Ly a local bank.
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Corruption has become a way of life for many in government and will be
difficult to eradicate for any future government. Corruption in Madagascar
therefore poses major problems for businesses that prefer to operate
without such “conditions."

1.4 FRL_.DOM OF EXPRESSION

Madagascar has a free press and basic freedoms of expression. These
conditions are expected to remain under any new government.

1.5 INTERNATIONAL RELATIONS

Madagascar has over the past few years redirected its principal
international relationships away from the Soviet Union and COMECON
countries and back toward France and the rest of Western Europe.
Madagascar’s relationship with France is once again central, both financially
and culturally.

Madagascar has ACP status with the EC (the same type of relationship
Mauritius has) but so far has made little effective use of the commercial
advantages this brings for it in European markets.

1.6 IMPLICATIONS FOR AMERICAN INVESTORS
. Madagascar’s political instability is likely to continue for some time,
particularly in terms of economic and investment policy: the

direction of policy will be attractive, but implementation and
consistency may prove lacking.
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2, ECONOMIC PERFORMANCE AND OUTLOOK

2.1 SUMMARY TABLE OF MAJOR INDICATORS

GDP growth (%) (constant prices)

GDP per capita, growth (%)

2.5 1.3 0.7 1.0 "

Consumption growth (%)

Savings, growth (%)

Inflation ()

2.2 STRUCTURE OF THE ECONOMY

The concept of a national
economy is misleading in
Madagascar. Not only is there a
two-tier economy on a national
scale (very small and very large
firms), but there are also
numerous small domestic markets
that are largely independent of
each other.

Multinational Strategies
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That said, Madagascar’s economy is built on basic agriculture and a large,
and largely inefficient, state sector. The graph above showing distribution
of GDP is thus somewhat simplistic. What is more revealing of the true state
of the Malagasy economy Is that between 90 percent and 95 percent of the
work force is still engaged in agriculture, and that "services" means primarily
the public sector, including heavy indirect taxes.

Another measure of the current state of Madagascar's economy is seen in
the change of proportions of GDP since 1973, when the "socialist revolution
began to change the structure of the economy:

in other words, the share of
agriculture in the economy
actually rose, while that of
industry declined over the
past fifteen years, reversing
the course of normal
economic development
elsewhere.

Agriculture

Agriculture means primarily subsistence food crops; cash crop
production is limited and relies on the same exports Madagascar
was producing 150 years ago--vanilla, coffee and cloves. The
agriculture sector has suffered because of the collapse of sources
of supply for finance and inputs to small-scale farmers.

Industry

Industry has been limited to labor-intensive manufacturing and
assembly, primarily in textiles and food processing. Nationalized in
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the 1970s, many manufacturing enterprises remain in the public
sector and operate at chronic losses. In mining, meanwhile, local
firms (primarily smali) lead the way in mining of gemstones, while
larger foreign investors (only afew) are beginning to develop mineral
deposits.

Services

The services sector in the usual meaning of the word is very basic
since sources of demand are limited. Trading (wholesale and retail),
construction, and transport are the most important activities in the
sector. Important aspects of these sectors, particularly retail
distribution and air and rail transport, are still controlled by iarge
parastatals.

2.3 STRUCTURAL PERFORMANCE
Sectors

Nominal GDP growth in Madagascar was 3.5 percent in 1980, following a
4.1 percent growth rate in 1989. Over the ten-year period beginning in
1980, however, the average annual growth rate was only 1.1 percent. From
1965 to 1973, by contrast, the rate was 3.6 percent.

More disturbing is the fact that GDP per capita fell at a 2.5 percent annual
rate between 1980 and 1990 and at an even faster 2.8 percent annual rate
between 1973 and 1980. Again by contrast, the measure grew by 1.7
percent annually between 1965 and 1973.

. Agriculture’s share of GDP dropped slightly below 30 percent in

1990 after rising slightly above it in 1989. Overall production grew by
1.5 percent in 1990 after a strong 5.1 percent growth rate in 1989.
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K Industry has contributed about 12 percent of GDP since 1988;
growth rates have been consistently just above 1.0 percent annually
until 1990’s anomalous 6.0 percent growth rate.

. The services sector has grown at just over 4.0 percent in 1989 and
1990, but the average growth rate between 1980 and 1990 was only
0.3 percent.

Spending & Savings

Total consumption in the economy declined at an average annual rate of
0.7 percent between 1980 and 1990, though increasing at a 4.4 percent rate
in 1990. Gross domestic savings has meanwhile been growing steadily
since the mid-1980s, posting increases of 9.1 percent in 1989 and 8.2
percent in 1990. Savings is still inadequate for local needs, but the increase
of net savings indicates a positive change in the structure of financial
incentives in the economy. Meanwhile, gross domestic investment exploded
by more than 25 percent in 1990, reflecting new spending commitments by
donors and some increase in local activity. But Madagascar’s overall gross
investment rate in recent years, 12 percent, has been lower than the
average for developing countries (17.5 percent).

2.4 ECONOMIC PROSPECTS 1991-1996

Madagascar has certainly turned an economic corner over the past two
years as growth rates in the general economy and in important sectors and
sub-sectors show rising activity. This improvement should continue and
even accelerate over the next few years. In a recent analysis, the World
Bank projected that GDP should grow at a minimum annual rate of 4.0
percent between 1994 and 2000, and possibly at almost 6.0 percent
annually. Per capita income would resume positive growth at just over 1.0
percent, and inflation would remain relatively low at just under 6.0 percent.

This improvement is from a very depressed base, however. The problems
that have plagued the Malagasy economy and caused the present
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economic mess are still present and will shape economic prospects over
the next five years:

Large and inefficient state sector

The parastatal sector remains a tremendous burden on the local
economy, taking the lion’s share of domestic capital and strangling
many key sectors of the economy. Efforts to reduce the state sector
are positive as far as they go, but a major impact from privatization
and other efforts is only beginning to be felt. Meanwhile, the
government is facing growing pressure in the opposite direction to
maintain public-sector employment given the high rate of un- and
underemployment in the economy.

Inadequate incentives

The government has removed the major price distortions in the
economy, but it has yet to remove fiscal distortions caused by the
large amount of spending on the state sector and penalizing tax
structure (except under the new investment schemes). It also must
simplify the regulatory, judicial and administrative systems that
govern the economy. Business still encounters significant
disincentives simply trying to operate; managers will begir: to invest
and expand only when incentives have increased sufficiently.

Inadequate infrastructure

Infrastructure of all types and at all levels--transport, communications,
energy, and business services—is inadequate in Madagascar,
inadequate for the present level of economic development much less
for more sophisticated operations down the road. Massive
investment by donors is beginning, but this can only proceed so
fast. Major improvements will take years, if not decades.
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Poorly mobilized domestic savings

Madagascar’s recent average annual investment rate is below the
average for developing countries, pointing to a major structural
problem that the government must seek to remedy. A more
predictable economic and political environment and stable incentives
will help raise investment levels. But liberalization and expansion of
the domestic financial system is also essential given the inefficiency
and corruption of the state-sector banks over the past few years—
trust in the system must be estabiished to attract savers. Again,
improvement will be slow until adequate baseline conditions are
established.

Poor institutional capac:::s

The gutting of the civil service and educational systems, and the
nationalizations that accompanied them in the 1970s, have left the
country bereft of capable institutions in both the public and private
sectors. Likewise, lack of trained managers in both sectors will
remain a problem. People are eager to learn, but the resources for
training and restructuring local institutions are limited (though
improving).

Environmental degradation

Finally, environmental degradation of Madagascar looms as a
catastrophe in the making. Driven to poverty and even starvation by
government policies most of the last fifteen years, peasant farmers
continue slash-and-burn agriculture practices despite the major
damage it is doing to both the topsoil and the country’s uniquely rich
ecosystem. The level of economic destruction has reached such
proportions that concerned experts have called it "national suicide."
Enforcing environmental regulations under present conditions in
Madagascar is almost impossible, however, and it is difficult to
predict when conditions will have improved enough to make such
enforcement feasible.
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2.5 IMPLICATIONS FOR AMERICAN INVESTORS

. The World Bank--and the local private sector~feel that Madagascar
has nowhere to go but up. Thus, growth is likely to be positive and
even strong over the next five years, but from a very low base.

. The numerous serious problems in the economy mean that real
improvement in the operating environment for investors will be slow.

. American investors should consult closely with both donors

(particularly the World Bank) and private-sector investors to monitor
the progress of various reform efforts.
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3. SECTORAL ANALYSIS OF THE ECONOMY

Madagascar !s still a basic agricultural economy. Diversification within
sectors and Into new industrles is present but with mixed resuits and
on a small scale. Growth has been slow generally, with healthy
development only In & few sub-sectors.

3.1 AGRICULTURE

Madagascar’s economy is overwhelmingly dependent on agriculture, and
primarily small-scale food agriculture. Aimost 90 percent of the total
estimated work force is still engaged in agriculture. Agriculture accounts for
40 percent of GDP and 80 percent of export earnings.

The staple food crop is rice. Madagascar used to be a major exporter of
rice, but it now must import supplies to meet demand.

Major agricultural exports include coffee (traditionally accounting for about
a third of export earnings), vanilla (18 percent of export earnings), cloves,
and sugar. Seafood exports, especially lobster and shrimp, have grown
significantly in recent years.

Export crop production is primarily in the hands of small farmers, who
produce 95 percent of Madagascar’s coffee, aimost all of the country’s
vanilla, and all of the cloves, pepper, and litchis. The problem is that most
marketing and distribution are still controlled by the state, as are most
producer prices. This bottieneck is slowly improving as individual markets
are liberalized to allow private traders and brokers.

The private sector's role in major agroindustry has been increasing,

primarily in cotton and sugarcane production. But this role has not been
entirely successful.
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In cotton production, for example, the private-sector share of valuo
added has actually decreased slightly sirce the mid-1980s: state-
sector cotton producers maintain a productivity advantage of 200
percent to 300 percent over private firms.

Likewise, in the sugar sector, two state companies dominate the
industry, and the overall value added in the sector from private
farmers has grown by less than two percent annually since the early
1980s.

Most of the growth in the agriculture sector has come from fishing activities,
but private-sector share in this industry has actually been declining.

Fishing production grew at an average annual rate of 5.3 percent
during the 1984-1989 period, but since 1985 publicly-owned
enterprises have grown almost twice as fast as private firms.

How Madagascar's agriculture sector develops is key to the country's
future. The traditional development model asserts that until a country can
feed itself and begin producing an economic surplus from agriculture to
invest in nonagricultural activities, it cannot evolve as an econoimy.
Madagascar, despite the presence of other sectors, is still basically a
subsistence agriculture economy. Progress when it comes can be rapid,
but at least a decade will be necessary to establish agriculture on a sound
footing for both food and export crops.

3.2 MINING

The mining sector has been among the fastest growing sectors over the
past few years, but its contribution to value added in the economy remains
limited since almost all production is exported without processing.

The mining sector grew at over @ percent annually between 1984

and 1989 but accounted for only 1.8 percent of industrial value
added by 1990.
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Most growth has come from the exploitation of non-traditional
minerais and semi-precious stones, such as monanzite, zircon and
tourmaline.

Only a few major resource-extraction operations exist despite the presence
of several minerals, including chromite, graphite, mica, quariz, and titanium.
Also present are coal, natural gas, tar sands, and heavy oil. Most
companies that have explored Madagascar, including several American
firms, indicate that extraction costs are high and the size of recoverable
reserves unknown or too small for a major effort.

Nevertheless, the government and many local investors are confident that
Madagascar has substantial resource extraction possibilities. One problem
hindering further exploration is that initial survey work, done under Soviet
support in the 1970s, is of poor quality, and that conditions in the country
have hindered proceeding with better work. The government hopes that
once the political situation stabilizes, mining companies can be attracted in
for further exploration.

3.3 MANUFACTURING

The manufacturing sector is trying (o get back on its feet after being
nationalized in the 1970s. It has seen few new entrants and not much
growth or evolution since re-privatizations began in the late 1980s.

Because the 12 million Malgache live mostly in a demonetized economy
with unstable prices, bartering is still common at both the consumer and
producer levels, making more sophisticated manufacturing for the local
market difficult. Also, the lack of domestic capital has hindered development
of all but the smallest manufacturing enterprises, and these are primarily
small artisan shops. Thus, manufacturing continues to be focused on
producing for export.

26 Multinational Strategies



Madagascar’'s manufacturing firms produce primarily consumer
perishables such as food products, paper, cans, candles, packaging
materials, footwear, and clothing.

Diversification has besn slow; a recent survey indicated that few
domestic entrepreneurs are now considering the manufacturing
sector other than for textiles and clothing investments.

As evidence of the poor performance and efficiency of the local
manufacturing sector, mostlocally preduced products, except for consumer
perishables, are more expensive than imports. Also, local manufacturers
find distribution difficult since most distribution channels are largeiy
controlled by the import/merchant houses (such as Sice, Darrieux, and
SCIM).

The most successful foreign investments in manufacturing have been in
textiles, particularly operations moved from Mauritius to take advantage of
the cheaper and more productive labor. These operations are based almost
exclusively on this "labor advantage,” however, since investors have
carefully imported only cld or outdated capital equipment "in case a quick
exit is needed." Thus, the sector has suffered significantly from the instability
and hostility of the investment environment in the recent past.

The fastest growth in manufacturing in the near future may be in spare
parts and construction inaterials, supporting the expected large demand for
construction and rehabilitation projects. But any major growth will be
hindered by the continuing inadequacies of local capital supplies,
distribution, and supply of basic raw materials.

3.4 CONSTRUCTION
Because construction has been so moribund for the past decade (some
business leaders assert that literally no new major construction has taken

place in the capital for a decade), demand and need for construction at all
levels is significant. For example, research suggests that only four percent
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of the total demand for housing in Antananarivo is beirig satisfied by formal-
sector construction, and only some 40 percent of total housing demand is
being met by any type of enterprise.

The Malagasy construction industry is characterized by an historic
and now overwhelming presence of largely foreign-owned and
operated firms, which control most the sector’s business. The major
company is Cimelta Jeumont, a French-owned firm present since
19486.

Operating difficulties in the sector include a lack of government funds
and the relatively high costs for imporied materials (which must be
imported in any case).

Local firms have increased their presence in the sector lately; they now
account for a majority of employment in the sector, though not a majority
of Income. They are also significantly less efficient than the Halian and
French-owned firms.

The growth potential of the construction sector depends on relieving credit
bottler.ecks, better allocating scarce key inputs, and improving the overali
efficiency and capabilities of local firms. In general, however, the
construction sector is among the more capable in the economy and is
certainly the sector most influenced by foreign investors.

3.5 TOURISM

Tourism is still nascent in Madagascar. The total number of hotel rooms is
now just over 2,000 (compared to almost 100,000 in Mauritius), with 40
percent of these rooms in the Antananarivo area. Tourist arrivals since 1986
have been growing at an average rate of 13 percent annually, totalling
39,000 in 1989. Tourist spending has expandeci even more rapidly, reaching
$23 million by 1989. The tourist sector has almost shut down because of
recent troubles and is unlikely to begin significant recovery before well into
1892,
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Future growth depends on solving a number of infrastructure problems--
particularly adequate transport-and upgrading facilities available. Also,
Madagascar’s main tourist attraction, so-called "eco-tours," are as yet poorly
provided for given the concentration of hotel rooms in non-tourist areas.

3.6 IMPLICATIONS FOR AMERICAN INVESTORS

Opportunities in agriculture lie primarily in small, niche markets where
local conditions can provide an attractive way to supply an already
established foreign market. There is some possibility for a major
plantation investor, who would want to build for the future, but this
presents numarous problems.

Mining investments are feasible right now assuming the operation
can support aimost complete self-sufficiency. But exploration to date
has been disappointing.

Manufacturing is weak in Madagascar, and investors have been
primarily interested in exploiting cheap and good labor. Such
operations are feasible in the short term given the procedures for
investment already established by firms in the texties and food
processing sectors.

Construction offers severai opportunities, primarily in joint ventures
with established foreign firms. Demand for all types of materials and
services will consistently outstrip supply.

The tourism sector is still in need of basic infrastructure and services,
but eco-tourism should be very popular with Americans. New
investments in this area could be lucrative in the long term if political
stability is achieved. -
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4. STATE'S ROLE IN THE ECONOMY

The public sector is dominant in the Malagasy economy, but efforts are
underway te reinvigcrate the private sector and establish more balance
between public and private enterprises. The public sector generally
performs poorly, while the private sector generally Is limited to smalil
enterprises and farming. '

4.1 STRENGTH AND ROLE OF THE PUBLIC SECTOR

Between the revolution in 1972 and the mid-1980s, the Malagasy economy
was transformed into a state-run and state-managed system, with
parastatals taking on every major responsibility in the economy except at
the basic agricultural and shopkeeping level. The resuilts wers disastrous,
but the legacy of that policy has been difficult to erase.

Madagascar has naver had an endemic entrepreneurial class on a par with
that of, say, Mauritius. The economy was run by French colonials, and then
ex-colonials, and a group of indian and Chinese traders. Their success
preduced growing popular resentment, which was one of the well-springs
of the revolution. Their expulsion from Madagascar has left the country
bereft of similar capabilities, thougn Chinese and Indian traders are now
returning in significant numbers.

Meanwhile, however, a generation of mismanaged public-sector enterprises
has tried to take their place in the economy. These institutions’ lack of basic
competence did not provide the commercial and management training
needed for that generation of the civil service, with the resuit that few really
knowledgeable business managers are available in the economy.

The parastatal sector in Madagascar is broadly composed of three groups
of enterprises
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. those existing at or around independence, primarily public utilities;

. those created through the wave of nationalizations of the mid-1970s,
including a number of industries, agricultural entities, banks, and
cc.nmercial operations;

. new enterprises built through the "all-out investment’ program
launched in 1978, mainly white-elephant, large industrial projects.

In 1985, 167 public enterprises were formally in existence, of which 60 were
in the agricultural sector, 45 in industry, 18 in transport and public utilities,
17 in commerce, and the remainder in various services. There were large
and very small companies, some very active enterprises alongside a
number of moribund ones. Aimost all were alike, however, in that they were
running at a loss and survived only through budgetary transfers or credit
from the state-owned banks. By the end of 1987, loans to the parastatal
sector accounted for more than half of total bank credit.

Beginning in 1987, the government began attempting reform of the
parastatal sector. Progress has been uneven and certainly short of the
goals established, but some positive changes have been achieved:

. credit to parastatals has fallen from half to less than one-third of total
banking system credit;

. dissolution or divestiture actions have been initiated for just over 70
parastatals and fully completed for about 35;

. the important textile industry is receiving priority attention for a return
to full privatization;

. encouraging improvements have been made in the financial situation

and management of certain important public utilities, particularly the
electricity and water company, JIRAMA.
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Nevertheless, the reform actions already completed or underway have
affected only about one-third of the parastatal sector as a whole, according
to estimates by the World Bank, so fundamental reform has really only

begun.

4.2 STRENGTH AND ROLE OF THE PRIVATE SECTOR

Despite the dominance of the public sector, Madagascar does host a varied
and important private sector. But it is a very basic sector with a large
number of small, unsophisticated firms and only a handful of large
companies.

A vast majority of the private sector consists of very small
enterprises--only 6 percent report employing more than ten people.
Large companies, meanwhile, can be counted quickly: a brewery,
milk company, a few textile and garment firms, a few shoe factories,
and the construction firms.

Privata-sector enterprises are now prominent, however, in all sectors
except sugar processing, beverage production, energy,
communications, and banking.

The private sector accounts for more than 75 percent of measurable
GDP (though much of this is local food agricuiture).

The "modemn" private sector employs just over 5 percent of the total
work force but some 70 percent of the ‘madern” sector work force
(about 90 percent of the total labor force remains in small-scale local
agriculture).

Data show that approximately 5,500 new indigenous firms have been
registered each year since liberalizations began in the mid-1980s.
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Capacity utilization has been increasing, indicating more confidence
by managers and demand for goods and services (capacity
utilization is very roughly estimated at about 65 percent).

The private sector is characterized by several particular groups and links
because of the economy’s recent history. Economic concentration is high,
even in the private sector. A small number of large groups continues to
control the majority of commercial and industrial activity in the country, as
well as practically all distribution channels.

For example, the large transport firms--Kobama, Siramamy, Auximad,
SMTM, CMN, and Air Madagascar--are so interconnected with each
other and the state that the country in effect has only one giant
transport company, which operates as a monopoly and has been
protected in practice by the state from effective new competition.

Small firms continue to have problems findiiig markets and gaining access
to potential new buyers. Meanwhile, commercial bank credit continues to
be channeled exclusively to established large firms.

4.3 IMPLICATIONS FOR AMERICAN INVESTORS

Investors will have to work with parastatals in Madagascar one way
or the other, both because of their prominent role in the economy
and because the private sector is so undeveloped.

. American investors in particular may have difficulty finding local
partners with adequate technical competence, technological status,
understanding of international business practices, and access to
local resources.

. American investors should not count on having access to any local
credit (which is restricted in any case).
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5. INVESTMENT CLIMATE

Investment policy and regulation in Madagascar are attractive, but
operating In the country can sometimes be prohibitively difficuit.
Investors are cautious about what Is actually possible in the near term
but remain optimistic about iong-term opportunities.

5.1 RECENT INVESTMENT PERFORMANCE

There are no figures available on the performance of investments. The
tentative state of foreign investment in Madagascar offers a very limited
base of experience from which to draw, but one may assume that the
potential for profits has not yet outweighed the many concerns of investors
about ths operating environment and other problems.

5.2 EXPERIENCE OF PRIVATE INVESTORS TO DATE

The primary experience of private investors to date has been that
investment policy and regulation in Madagascar ars, in principle, attractive
to investors, but these good incentives for investment are often thwarted by
severe restrictions on operating there.

Madagascar’s recent opening to foreign investment has so far a2ccumulated
only a very short track record. The World Bank began providing hard
currency to finance imports in 1988, which made business operations
feasible. The EPZ (zone franche) was established in 1989, also an election
year, but specific laws and regulations were not forthcoming until mid-1990.
Thus, most investors waited until at least the end of 1990 before making
any decisions about Madagascar, much less proceeding with investments.

The majority of investors in Madagascar today are French, Mauritian, and
South African. The South Africans and now investors from Taiwan and
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Honyg Kong are examining further options for low-tech agribusiness and
textile investments.

A major challenge for active and potential investors has been trying to wade
through the Malagasy bureaucracy. Another problem is that existing rules
and regulations for business transactions are not applied evenly.

For example, one French processor and exporter of agricuitural
products has been abie to secure use of radio communications to
relay market information from his points of production and his
markets quickly and efficiently. Ucofruits, however, a Malagasy fruit
growers’ cooperative, was denied permission to do the same thing.

Also, limited freight space, particularly maritime and air, is often
distributed on the basis of personal contacts rather than through an
open market.

Other potential investors have found the combination of problems too
daunting and have looked elsewhere. One potential investor said that
Madagascar was like "moving sand,” making him think he could riever be
sure where he stood. Adding to the list of problems in the country for
business, investors that have looked and left cite:

lack of a sense of sscurity as an investor--"every move requires the
backing of a politician, and you don't know whether you've got the
right politician on your side" (this will presumably change for the
better soon)

lack of trustworthiness among both bureaucrats and workers ("they
promise a lot but don't deliver") -

presence of a strong military, which leads them to expect continuing
political problems

ethnic conflict between the plateau and coastal peoples, a serious
and long-standing tension that can affect investment operations.
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5.3 INVESTMENT OUTLOOK

Investment in Madagascar is likely to grow rapidly once the political
situation and policy environment have stabilized. The basic attractions of the
country as an agricultural and manufacturing center remain:

. fertile land and abundant crop choices
. productive labor

. low wage rates

. available natural resources

Finally, the new government will aimost certainly be more able and ready
to assist foreign investors.

Business Problems

But the country faces several daunting problems for which there are no
easy solutions:

poor infrastructure

Most basic for business, the country’s poor and inadequate
infrastructure base creates a major problem for basic business
operations, much less for beginning a new investment enterprise. In
particular, lack of adequate internal transport and reliable
telecommunications handicaps any business. Investors are turned
away by the realization that they will have to provide at their own
cost much of the basic infrastructure for any investment, even in the
capital region where infrastructure is most available. This situation wiil
not improve significantly in the near future, though donors are
committing major funding efforts toward infrastructure enhancement.
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basic economic poverty

Another problem is the basic underlying poverty of the country.
Capital is simply unavailable in large quantities, and the economy is
stiil far from being able to support most of the population beyond a
subsistence level (this year, the U.S. is even committing humanitarian
food aid to help with a starvation problem in the south of the
country). investors now operating in the country report that they
must import literally everything they need for their enterprise since
they cannot rely on supplies of even basic commodities. The
infrastructure situation compounds this poverty because, even when
goods may be available in one part of the country, they cannot be
easily transported somewhere else.

decimated business class

Anocther problem is that the anti-business policies of the past fifteen
years have served to chase away much of the business and
commercial class of the country. The government's socialist rhetoric
aggravated existing ethnic animosities between the native Malgache
and the Indian and Chinese traders and businesspeople who
controlled most of the country’s commerce. Through both regulation
and sometimes violent popular reaction, most of these people left.
As a result, Madagascar today is sericusly deficient in people who
can set up and manage a business, or who have the strong
entrepreneurial instincts necessary to restore economic dynamism.

This situation will change rapidly once the local situation stabilizes
enough to allcw businesses and traders to operate; even in the past
couple of years, traders and shopkeepers have multiplied. But the
undertying ethnic animosities remain troubling (this is now more a
problem for the Indian traders than for the Chinese; the latter
intermarry and are generally becoming more accepted than the
Indians). Investors will have to consider these ethnic dimensions and
may have difficulty finding business people they can work with in the
local economy.
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Another aspect of this problem is that the native Malgache, although
generally hard-working and quick to learn, have not fully assimilated
reliability and honesty in their business dealings into their cultural
values. Particularly in the absence of a legal and judicial system that
adequately supports contract enforcement, family relationships have
generlaly proven to be the most reliable means of sscuring joint
business ventures. Consequently, internal control mechanisms will
need to be included in partnership agreements between local and
American firms.,

lack of managers or trainad specialists

The decimation of the educational system over the past generation
has meant a sharp drop in the quality of training among the
population in general. Though still highly literate, people lack
technical and competent managerial experience. Investors will have
to import almost all of their needed technicians and local
management for several years to come since this situation, too, will
improve only slowty.

5.4 INVESTMENT OPPORTUNITIES
Mining

Investment opportunities are available now in mining, both for
minerals and petroleum. Oil and mining companies from both the
U.S. and Europe have in fact been exploring Madagascar for several
years (Amoco and Shell are there, for example). Many petroleum
firms feel that available reserves are not large enough to justify major
expense at this point. Also, some mining companies report that the
geology is particularly difficult in many areas, making extraction
costly. Nevertheless, a self-contained mining operation is certainly
feasible for companies able to produce profitably, and some
companies are already operating. A Canadian firm, for example, is
developing a $260 million ilmenite (titanium) mine on the southeast
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coast, and the U.S. Trade Development Program has recently
approved a $500,000 grant for a feasibility study of a ferrochrome
project. Finally, there is growing interest in Madagascar’s high-quality
quartz, a raw material for microchips. The state Omnis company that
controls this industry has reportedly been approached recently by
Motorola, Electro Dynamics, and Nippon Dempa Kogya.

Agriculture

Opportunities exist across the board in agriculture. Madagascar is
reportedly so fertile that both temperate and tropical crops grow
easily. Some agricultural infrastructure does exist, as well as some
trained agricuitural labor. Investors would have to count on providing
financing and inputs for small farmers or on beginning a plantation
or corporate farm from scratch. Also, the internal transport problems
would have to be solved to assure that crops could be moved
expeditiously. Because of the transport problems, many businesses
are looking with interest at basic food processing ideas, building on
the small industry that already exists. Dried vegetables and spices,
essential oils, and small specialty markets (Madagascar has a small,
excellent arabica coffee capacity, for example) would be feasible in
the short term. Also interesting are basic supply services, such as
one for seeds.

Forestry and Wood Products

Local law prohibits the export of raw logs (though there are reports
of Japanese raw wood exports), but other types of forestry and
wood products have significant potential, from paper to furniture.
Malagasy craftsmen are excellent, and cheap labor costs make
carving and other by-hand working an attractive option. Transport
will be a major constraint in this sector, however, particularly if
materials have to come from the interior.
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Labor-intensive Manuiacturing

Madagascar's particularly atiractive labor force and the positive
experience of manufacturing investors to date offer interesting
possibilities to companies desiring a bottom-wage manufacturing or
assembly platform. Mauritian textiie investors, who have led the way
in this sector, are happy with the high rates of productivity and
worker loyalty they have achieved, though they are not as yet ready
to commit to more expensive capital-intensive investments. But basic
labor-intensive cperations will certainly be a major element of
Madagascar’s economic recovery, particularly given the high rates
of un- and underemployment now present. Again, transport and
supply problems will have to be solved, but present investors
demonstrate that this is compatible with profitable operation. Some
attractive non-textile ~ptions include furniture-making and assembly
and leatherworking.

Infrastructure Repair and Construction

Another major area of opportunity is in repairing existing
infrastructure and constructing new facilities. Aimost all of these
opportunities will stem from donor programs and thus donor
tenders. But business will also have strong demand for smaller
projects, ranging from building construction or refurbishing to
connector-road construction and water supply systems. Some
opportunities wili be restricted by donor preference (many contracts
will go to French firms, for example). Also, the possibility of joint
ventures in this area is good since the construction sector is
probably the most developed in Madagascar and certainly hosts one
of the strongest contingents of foreign investors.

Tourism

Once the political and economic situations stabilize, Madagascar
clearly has significant potential for a tourist industry. Major steps
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have already been taken to get things going, including an Institute
of Hostelry that trains hotel and restaurant managers. But the
country still needs foreign skills and management and a major
expansion of tourist infrastructure. Meanwhile, the major roads
project now underway with World Bank financing will open up new
opportunities for eco-tourism, which is probably the major strength
of Madagascar in the global market.

5.5 IMPLICATIONS FOR AMERICAN INVESTORS

Investment performance and investor experience are difficult to
assess in the aggregate because of the low levels of foreign
investment to date.

But opportunities exist for foreign investment almost across the
board, as long as investors keep in mind the basic constraints of the
economy and investment environment.

Some opportunities will be not be available in practice to American -
firms because of the preference given to French firms by the French
government, but joint venture and other cooperative arrangements,
including licensing, are possible even in such circumstances.
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6. REGULATION OF FOREIGN INVESTMENT

Understanding the regulation of foreign investment in Madagascar
requires distinguishing between the letter of the law and what Is
actually the practice. The goodwill of the government toward foreign
investors, and its openness to investraent in aimost any sector, Is quite
real. But the capacity of the government to execute invesiment deals
and provide necessary support and services will continue to be
probilematic.

6.1 GOVEIRNMENT PoLICY

After almost a decade of discouraging and even prohibiting foreign
investment in Madagascar, the government began in the early 1980s to
explore arrangements with foreign investors. Today, investment policy is
liberal, at least on paper, after a series of changes in the investment code.
Many of these changes were at the strong urging of the IMF, World Bank,
and French government, but the patent failure of the government's previous
policies by the beginning of the decade prompted some re-examination by
the government itself as well.

6.2 INVESTMENT PRIORITIES OF THE GOVERNMENT

The principal priority of the government is to get the economy moving
again. It is looking to foreign investors to provide assistance of any type
that will assist this process, whether it is export-related or not. The doors
are thus relatively wide open in terms of sectors and types of activities for
foreign investment. ‘

Because of the general state of decay and inefficiency in the Malagasy
economy, investors can view government priorities at three levels.
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First, and most basically, the government is eager to assist economic
revitalization by refurbishing existing industry and agriculture. Old
factories stil exist and operate; derelict plantations await
revitalization.

Second, the government would like to have investors help
Madagascar reach “critical mass" by adding capacity in sectors
already established on the island, such as textile manufacturing, food
processing, mining, and niche specialty farming.

Third, the government would like to have investors serve as catalysts
for new activities in the economy. The government is particularly
interested in import-substitution and export activities, either of which
would help ease dependency on forsign sources of hard currency.

6.3 INCENTIVES FOR INVESTORS

The iatest investment regulations offer two packages of incentives for
investors, depending on whether the enterprise wiil produce exclusively for
export or not.

For those enterprises producing exclusively for export, the Industrial Free
Zone Scheme provides the following principal incentives:

total exemption from tax on profits for a period ranging from two to
ten years, depending on the classification of the business (see
section 14.2)

duty-free and tax-free import and export of goods

freedom of access to foreign exchange

freedom to transfer funds abroad
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. labor legislation without undue restrictions on personnel
management

For enterprises producing at least partially for the local market, the new
Investment Code offers the following incentives:

. exemption from corporate income taxes
. exemption from duties on imports
. exemption from sales tax on equipment and initial working capital

. freedom in, and guarantees of, repatriation of dividends, profits,
income from licensing fees, royalties, and loans in foreign currency
from foreign institutions

. no restrictions on personnel recruitment and management

Many of these incentives have yet to be tested in practice by investors.
Also, guarantees on repatriation and remittarnces mean little if all such
transactions must go through the ceritral bank and it does not have the
foreign exchange to provide.

Nevertheless, the intent of the government is obviously in a pro-investment
directior:. It will take some time for the last vestiges of Madagascar’s starnly
anti-investment program of the 1970s to be totally erased from the
economic thinking and management of the governmernit, but the latest
investment codes are a major step in the right direction.

6.4 LIMITATIONS ON FOREIGN INVESTMENT
There are no actual written restrictions on foreign investment. In practice,
however, the government and civil service can block or delay planned

investments. And procedures, red tape, and corruption can sink
investments even if their is no local opposition.
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One reported limitation is that foreign investors are required to bring
in at least 50 percent of their capital from overseas. Also, investors
are restricted from borrowing in local markets beyond a share
proportionate to that of local holdings in the project. Given the
Current state of Malagasy capital markets, this restriction does not
place much of a burden on foreign investors, but it is an example of
the kind of problem that can Crop up with the regulatory environment
still somewhat unsettied.

6.5 ACQUIRING ReAL ESTATE

Foreign entities cannot own Property in Madagascar:; the government offers
long-term leases to investors. But the facilities available are usually
inadequate. Also, the System by which land and facilities are allocated has
been notoriously corrupt and difficult to manage.

6.6 ESTABLISHING A BUSINESS

Standard forms of business organization under French law are available in
Madagascar. Foreign investors can Operate 100-percent foreign-owned
enterprises as well as limited partnerships and joint ventures with foreign or
local partners. In principle, foreign companies are given national treatment.

Administrative procedures for establishing a business (dossier d‘agrément)
are relatively straightforward.

Applications and guidelines for completing them can be obtained
from the appropriate government ministries.

The applicatiori must be submitted in six copies to the relevant

ministry(ies) to receive a certificate to operate under one of the two
incentives schemes.
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Once approval is obtained, investors have one year in which to set
up their company under the certificate.

In practice, establishing a business in Madagascar will remain a rather ad
hoc procedure. Any future new government will take some time to decide
just how applications will be processed, a decision that will be complicated
by bureaucratic infighting within the new government about control of the
business sector. Also, investment coming in over the next couple of years
will in effect be green-field investment and thus probably receive some
special treatment from the government, including tailored investment deals.
Finally, the government is well along in establishing a one-stop-shop for
foreign investment, though it remains to be tested in practice (Mauritius has
had a one-stope-shop for years, but it has never really worked well). Thus,
the published procedures should be considered more as guidelines for the
final arrangement than as established mechanisms.

6.7 LOCAL CONTENT REQUIREMENTS

Madagascar has no local content requirements, nor are any contemplated
at this time. As in most countries, high amounts of local content and local
value added give an enterprise added influence with the authorities in
negotiating business arrangements.

6.8 REGULATION OF COMPETITION

There is no formal regulation of competition in Madagascar beyond the
vestiges of the state-run system created in the 1970s. Monopoly regulation
and similar procedures have not been needed yet for the private sector,
while the public-sector monopolies will be privatized (slowly) or eventually
restructured.
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6.9 INVESTMENT PROTECTION

Any investment protection the government may provide is largely worthless
given the lack of redress and recent history of nationalization in the country.
Investors should seek insurance from OPIC and similar agencies. Current
investors note that there has been no "heavy” investment yet (i.e., capital-
intensive or expensive investment) because business continues to be
worried about policy and political stability in the country.

6.10 IMPLICATIONS FOR AMERICAN INVESTORS

. Government priorities and policies are generally liberal and attractive
to foreign investors in almost any sector of the economy.

. In practice, investors will have to find their own way for the next
couple of years; most deals will be ad hoc, and many new
procedures will have to be tested.

. American investors should proceed with caution, obtain political-risk
and other types of insurance, and consider carefully before making
any type of capital-intensive investment.

. American investors should also seek the advice of both local and

regional firms that know local procedures well and can advise and
help them on creating secure business arrangements.
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7. INFRASTRUCTURE

Madagascar’s infrastructure Is primitive at best and unworkable at
worst. The problems with Infrastructure are among the most serlous an
Investor must face in doing business there. Donors are concentrating
much of their funds on improving infrastructure, but progress has been
slow and will probably remain so.

7.1 TRANSPORT

The country’'s geography makes transportation infrastructure projects
difficult. Rugged terrain has kept regions of the island isolated from each
other for centuries; roads and railroads are difficult to build. The
government has tried to introduce the modern age by building a series of
local airports, 57 at last count. These help some, but lack of equipment and
maintenance means that air transport is often difficult.

As an example of problems in the transport sector, the Fianarantsoa-
Antananarivo-Toamasina-Mahajanga road is the main route for
commercial activity. Heavy trucks, however, can use the national
highway route between Toamasina and Fianarantsoa only with partial
loads and are unable to penetrate the rich Lac d’Alactra region or
the coffee- and vanilla-producing region north of Toamasina. A key
bridge ten kilometers north of the port has been rendered impassible
by a recent cyclone, effectively shutting down the limited access
oncs available. The route between Antsirabe and the west-coast port
of Mahajanga is likewise unsuitable icr sfficient loads due to gaps in
the system.

Meanwhile, the main rail link betwaen the port (Toamasina) and the

capital is so inefficient that it takes trains twelve hours to cover the
180 miles.
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Even between the country’s major cities, communications delays of
12-24 hours are common.

Ancther significant problem Is that an effective monopoly of interconnected
local companies controls fraight movements, keeping inefficiencies present
from lack of competition. Thus, while port facilites at Toamasina and
Mahajanga are generally adequate, goods do not move very fast,
particularty withcut the right connections.

As a result, transportation costs are high. One mineral producer has
learned that his cost for a container of product delivered in Mauritius has
a freight component twice as large as a South African producer shipping
from South Africa to Mauritius.

On the other hand, development in relatively new transport sub-sectors has
been relatively rapid. For example, by 1991 there were twelve car rental
firms catering to the tourist sector. .

7.2 ENERGY

Madagascar is entirely dependent on energy imports, primarily petroleum
and coal, though it has substantial deposits of both. There is an oil refinery
at Toamasina with a capacity of 12,000 b/d, but it is operating well below
that. Energy costs can be quite high because of transport problems.
Shortages have been common recently, particularly at the consumer level.
Power supplies are generally regular only in the largest cities.

7.3 COMMUNICATIONS

Madagascar has installed capacity for all modern types of communications,
including satellite links for international telephone and faxes, but the system
works poorly, is difficult to access, and is almost prohibitively expensive.
Satellite uplink facilities—and most other telecommunications services-—are
available only in the capital and the main naval port; they are not available
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in the main commercial ports, making direct access to overseas customers
extremely difficult. Generally speaking, internal communications between
major cities are either nori-existent or so unreliable as to be virtually useless.

The postal system works slowly; mail from Madagascar reaches the U.S. in
about one month. (The U.S. Embassy routinely sends non-priority items
home with travelers rather than through the mails.)

7.4 BUSINESS SERVICES

All major tyres of business services are available on a limited scale, but the
type of services provided are basic. For example, there are no reliable
sources of information on new comipanies and suppliers, on past
performance, and on firm references. Excellent consulting and accounting
firm services are available, though almost all work only in French or

Malagasy.

Most investors use the more sophisticated services available in Mauritius or
elsewhere in the region.

7.5 IMPLICATIONS FOR AMERICAN INVESTORS

. Madagascar’s infrastructure is quite poor and a major problem.

. Investors should consider carefully how to get around such
problems (such as building enterprises on the coast near the ports,
or in the capital area where supplies and communications are best).

. Madagascar’s infrastructure will improve slowly over the coming

years, but the base on which to build is so degraded that substantial
progress will not come in the short term.
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8. FOREIGN TRADE AND BALANCE OF PAYMENTS

8.1 MAJOR INDICATORS, SUMMARY TABLE

IMPORTS, EXPORTS & TRADE BALANCE

500 - 1987-1990

4001 Imports (cif)

200- m—— - Exports (fob)
¥ Trade Balance

1004
0. K
300 1967 1968 1980 1990

US$ Mikions Source; World Bank

8.2 RECENT PERFORMANCE

Madagascar’s balance of payments has been in deficit for the last decade.
Figures vary depending on the source. World Bank figures show a
“resource balance" deficit ranging from a high of $594 million in 1980 to a
low of $109 million in 1989. Last year's figure jumped up to -$271 million.
The IMF reports a current account deficit of $193 million in 1984, dropping
gradually to a deficit of $128 million in 1989. The U.S. Embassy, meanwhile,
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calculates a current account deficit of $312 million in 1990, rising from a
fevel of $303 million in 1989.

Merchandise exporis over the past decade have consistently run about
$300 million, while imports have run regularly higher. Imports explcded in
1990, producing a trade deficit of $254, or equivalent of 84 percent of

exports.

These numbers indicate the axtremely small size of Madagascar’s external
trade—exports represent the equivalent of only 14 percent of GDP.

8.3 EXPORTS

It is startiing to realize that the composition of Madagascar's exports has
changed very little for perhaps 150 years: vanilla, cloves and coffee remain
the major export earners, accounting for 40 percent of export earnings
today, down from two-thirds in 1984. Remaining exports come from other
crops, the few mining operations in operation, and small specialty
enterprises such as the one that ships high-quality foie gras to France.

Besides the thrae main exports, other expoits include:

graphite

sugar

spices (e.g., cinnamon)

fish products (lobsters, tuna)

textiles (primarily woven cotton fabrics)
essential oils (for flavors and fragrances)

Other than this modest diversification, there has been little positive svolution
in Madagascar’s export profile for the past decade. In fact, since the overall
value of exports has stayed roughly the same, diversification indicates a
loss of export share in vanilla, cloves and coffee. Indonesia, for one, now
commands significant market share in both vanilla and cloves: its efforts
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have been helped by high export taxes in Madagascar, which have in effect
reduced producers’ margins sufficiently to discourage production.

8.4 IMPORTS

Madagascar imports all of its higher-technology manufactured needs, all of
its petroleum, and virtually all inputs for its current manufacturing
operations. Capital goods account for roughly 35 percent of imports, other
intermediate goods for 24 percent, consumer goods for 18 percent, and
fuel for about 16 percent. These proportions have been generally consistent
over the past few years. The sharp increase in imports in 1990 reflected
increases in each of these categories.

U.S. exports to Madagascar are minimal: the U.S. exports some $13 million
worth of products annually, primarily basic food products, spare parts for
airplanes and helicopters, cars and trucks, and pharmaceutical products.

8.5 DIRECTION OF TRADE

About a third of Madagascar’s exports go to France, with Japan a distant
second (about 12 percent). The U.S. imports about $30 million of Malagasy
goods each year, primarily vanilla ($24 milion). Other items include
graphite, sugar, coffes, cloves, cinnamon products, lobsters, tuna, woven
cotton fabrics, and essential oils.

Madagascar’s imports again come primarily from France, though the
sources of imports are more diverse, with significant proportions coming
from Thailand, Japan, Germany, ltaly, and Pakistan. Imports from the U.S.
total about $13 million. These proportions have also stayed consistent over
the past few years.
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8.6 EXCHANGE RATE PoOLICY

The government fixes the exchange rate of the Malagasy franc on a
periodic basis and controls demand for its conversion into hard currency.
Under IMF pressure, it has depreciated rapidly over the past few years,
falling from FMG 645/SDR in 1984 to FMG 2,085/SDR in 1990, or a 223-
percent fall in six years. (The major depreciations occurred in 1986 and
1987; declines have besn more gradual since.) Currently, the dollar
exchange rate is FMG 1,919/$, compared to FMG 1,494/$ in 1990.

8.7 CURRENCY OUTLOOK

Exchange rate policy over the next one to two years will be dictated by
donors, who will supply foreign exchange to shore up the FMG in return for
some control on how it is managed. The French treasury will maintain
significant influence for much longer; investors should anticipate currency
movements directed by Paris and perhaps tied to the French franc after
one to iwo years. The hope is that the FMG will be able to float within the
next five years, which may be possible at the outside edge of that period.

For the next few years, however, donors will try to keep Madagascar's
terms of trade at least somewhat competitive while avoiding precipitous
depreciations that could upset the domestic economy.

8.8 TRADE AND PAYMENTS SYSTEM

All current transactions involving foreign exchange have to go through the
central bank, which is, in tumn, currently dependent on donor money for
foreign exchange (reserves in December of 1990 had dropped to only nine
weeks of import cover and have gone lower since; this means that the
country could not even pay for one shipment of petroleum).

The World Bank began an import credit support facility in 1988, which
financed the import of inputs into the manufacturing sector. This was
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followed by creation of the EPZ in 1989. But investors did not really begin
coming to Madagascar until the second half of 1990 as they were waiting
for laws and regulations to be put in place. By early 1991, trouble had
developed in obtaining short-term credit, and then political turmoil erupted.
Thus, investor experience with the trade and payments system has been
only a matter of months.

It should be noted that the World Bank facility was an absolute prerequisite
for making the EPZ work. Local companies report that the foreign exchange
situation was so bad in 1989 that some were still waiting for allocation of
hard currency to pay dividends from 7987. One way or another, however,
the central bank was eventually able to meet all hard currency demands
until earlier this year.

Madagascar’s foreign exchange reserves are now supplied fifty-fifty by the
World Bank and the French government. The World Bank has put together
a new $100-million facility for supporting imports, but, as of mid-summer,
was still negotiating with the previous government about terms. No tranche
from this new facility should be expected in 1991, which will further tighten
the foreign exchange situation in the near term.

For the few months it was working, business reported that they had no
major problerns and only short delays with foreign exchange access. Once
a new system is in placs, it should work fairly unencumbered by red tape
or delays, though some rationing may be necessary for a while, depending
on how fast the local economy recovers.

8.9 LICENSING REQUIREMENTS
Licenses are officially required for both imports and exports, but investors
operating in Madagascar report that in practice this usually means simply

filing the >roper paper declaration of the transaction with the central bank.
Thus, licensing requirements are fairly minimal and should remain that way.
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8.10 INVISIBLES

Foreign exchange allowances for citizens remain in place; there are no such
restrictions on non-Malagasies. Tourist bills are paid in local or hard
currency, depending on circumstances.

8.11 CAPITAL TRANSACTIONS

Capital transactions must go through the central bank and are restricted as
follows:

. Revenues from the sale of personal property, buildings, and
businesses (i.e., capital for repatriation) can be transferred only in
instaliments, “according to percentages prescribed by legal
dispositions depending on the level and category of revenues."
Amounts not transferabie immediately are deposited prior to transfer
in a capital account at an authorized intermediary, presumably one
of the local banks.

Enterprises in the EPZ are required to open accounts in foreign
currency at local banks; they must use these to domicile all export
operations and to repatriate export revenues within 190 days from
the date of loading.

In practice, most investors have not yet tried to repatriate much of their
capital. Also, it is likely that some have worked out individual arrangements
with the government, which investors should consider an option, if an
unknown one. Meanwhile, many local businesses, including Mauritian textile
firms operating in the country, report they have little expectation of being
able to repatriate their capital, which is one reason they often use outdated
capital equipment for their plants.
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8.12 REGIONAL AND INTERNATIONAL AFFILIATIONS

Madagascar is an Associate Member of the EC, which, under the Lomé
Convention, allows duty-free exports to the Community of qualifying goods,
and which gives the country a sugar quota (currently mostly unused) and
other agricultural benefits under the Common Agricultural Policy. Unlike in
Mauritius, where these assets are vitally important to the local economy and
to attracting investors, in Madagascar they really have not had much impact
yet because of how difficult the investment environment is in other ways.

Madagascar is also a member of the Preferential Trade Area (PTA) of
eastern and southern Africa. This, too, could offer an advantage to investors
because of its clearing house for foreign exchange allocation by member
governments. But for the moment Madagascar’s foreign exchange situation
is just as bad or worse than those of other members.

8.13 IMPLICATIONS FOR AMERICAN INVESTORS

. Madagascar’s external economy is small and underdeveloped. This
provides a number of interesting opportunities but also numerous
problems since investors have had little chance to work with the

system.

. Access to foreign exchange is currently a problem and will remain
constrained for the foreseeable future as the country depends on
donors for virtually all hard currency supplies.

. Foreign exchange management, on the other hand, should continue
to become more competent and predictable.

. Investors shouid not count on being able to repatriate their capital
easily under the current system (i.e., as long as capital transfers
have to go through the central bank). Dividend remittance should be
easier, depending on foreign exchange availability and regulation
concerning whether Investors can hold offshore accounts for such
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purposes. World Bank foreign exchange support will ease both
problems, but not necessarily make them trouble free.
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9. EXTERNAL DEBT AND AID

Madagascar’s enormous external debt burden will bring continuing
reschedulings and debt forgiveness, but debt service will remain a
drain on hard currency eamings for many years to come. This situation
only underscores the country’s dependence cn donor aid for survival
over the next few ysars.

9.1 EXTERNAL DEBT

Madagascar has an enormous external debt burden, one which the country
cannot possibly service or pay back. Bilateral donors have begun forgiving
debt obligations, but the large amount of borrowing from France and the
multilateral institutions over the past few years, which will continue
indefinitely, will ensure net annual increases to the country’s external
obligations for the foreseeable future.

Total external debt at the end of 1990 was estimated at $3.1 billion, or
about 150 percent of GDP and more than 1,000 percent of export earnings.
Aimost all this debt is owed to Paris Club creditors, primarily France. The
debt service ratio last year, even with the recent Paris Club rescheduling,
was over 60 percent.

9.2 FOREIGN AID

Madagascar is vitally dependent on foreign aid, both grants and loans. The
amounts of foreign aid necessary for keeping the economy going under
current conditions are massive. The flow of net official transfers has risen
from $77 million in 1980 to $170 milion in 1990. The amount of debt
outstanding from official creditors has risen from $579 million in 1980 to
$3.2 billion in 1990, an increase of 450 percent.
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France has been providing major amounts of funding since the quiet
rapprochement between the two countries in the late 1980s. The Frerich
have already forgiven FF 4 billion ($720 milion) of obligations, a major
portion of Madagascar’s outstanding debt, and they are also considering
a FF 100 million ($18 million) balance-of-payments support facility. Likewise,
the U.S. has recently forgiven a substantial portion of its outstanding
obligations.

This foreign aid will continue indefinitely and may even increase in the short
term as the industrial countries show their support for the democratization
of Madagascar. This aid will also unfortunately keep adding to the country’s
debt burden. More massive debt forgivcriess is thus probably all but ertain
over the next decade.

9.3 MULTILATERAL ADJUSTMENT PROGRAMS

The IMF has had a structural adjustment program in place since 1982, but
significant government cooperation (and progress) did not really begin until
1987 and 1988. Meanwhile, the World Bank is working closely with the
Fund, providing complementary support and conditionality both at a macro
and project lavel. Out of necessity, both institutions will remain intimately
involved with the government for the next several years.

9.4 IMPLICATIONS FOR AMERICAN INVESTORS

. Donor invoivement in managing the Malagasy economy will mean
much more stability and predictability for foreign exchange availability
and economic management.

. Because Madagascar will be dependent for some time on donor
assistance, particularly from France and the muiltilateral institutions,
American investors should monitor closely donor programs and
conditionalities as signals of new contract opportunities and changes

in policy.
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10. LABOR

Investors report high levels of satisfaction with Malagasy labor, citing
high productivity rates In particular. Labor is one of the country’s main
attractions and will remain so for Investors seeking low-cost labor
assembly and manufacturing platforms.

10.1 PROFILE OF LABOR RESOURCES

Labor in Madagascar is cheap, literate, manually skilled, willing to learmn, and
loyal. As a consequencs, it is also productive and efficient. Mauritian textile
companies now operating low-skill production in Madagascar report
productivity rates higher than in Mauritius and turnover rates as low as three
percent. Madagascar thus offers a particularly attractive resource for labor-
intensive enterprises.

Skeptics point out that the general employment picture in Madagascar is
so bad that anyone getting a good job will work hard to keep it, and thus
that the Malagasy worker may nct be as good as she is currently
described. But the few long-term investors, such as Cotona, the textile firm
that is based in Madagascar, report high levels of satisfaction with workers
over the several decades the company has operated in the country.

The average monthly wage in Madagascar in the manufacturing sector
(textiles) is about $90 (FMG 172,000), or about one-third the average cost
of labor in neighboring Mauritius.

The proportion of labor in agriculture is likely to begin rising soon as new
price incentives move people back to the farms. In general, between 90
percent and 95 percent of the labor force are in agriculture and about 5
percent in industry.
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When discussing Malagasy labor, private-sector managers distinguish
between the Merina, or plateau people, and the coastal people, primarily
the Betsimisaraka. Plateau workers are universally acknowledged to be the
superior workers. Moreover, managers caution that ethnic troubles can
erupt in enterprises if the two groups are mixed inappropriately, such as
importing plateau managers for an enterprise on the coast.

Another important clarification about Malagasy labor is that it is literate but
not necessarily in a major language. Specifically, the government prohibited
the teaching of French throughout the educational system between 1975
and the mid-1980s. Younger people, therefore, cannot speak or write
comrect French though they are generally well educated otherwise (they
read and write Malagasy, the national language). This gap will close
relatively quickly since people are now anxious to learn foreign languages,
including English. Also, most ;)eople schooled before 1975 are literate in
French and, indeed, are quite well educated--before 1972, Madagascar had
a superior educational system.

Finally, technicians and managers are generally not available, though older
workers with high education levels are relatively n.umerous. Private-sector
managers report excellent results from their own training programs at both
high- and low-skili levels. Also, the government and donors are providing
a growing number of training and human rescurce development programs,
such as the new Hotel Training Institute. These programs will begin to help
alieviate the shortage of managers and technicians over the next few years.

10.2 UNDER- AND UNEMPLOYMENT

There are no official measurements of under- or unemployment in
Madagascar, nor are these statistics particularty relevant given the high level
of subsistence farming still present in the economy. But there is clearly an
employment crisis in the country-a substantial portion of the urban
population do not have jobs, in particular high school and university
graduates.
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One important evidence of this situation is the significart rate of
urbanization over the past few years. Antananarivo now hosts as many as
two hundred thousand squatters who have left their farms in despair and
come looking for something better in the city (other cities have similar, if
smaller, squatter populations).

Anocther indicator of the extent of the labor problem is the many anecdotes
about highly educated people who cannot find jobs in their own sectors--
trained doctors are tending diplomats’ gardens, and a group of
unemployed lawyers which has formed an aquaculture enterprise. The
medical association claims there are close to 700 unemployed physicians
in Madagascar. While this evidence is not a scientific sample, such
situations nevertrieless seem to be widespread.

10.3 INCOMES PoLICY

The government establishes each year a salaire minimum per hour. It then
indexes this minimum for each job category, with higher skill levels receiving
a higher wage as a muiltiple of the basic wage. Unfortunately, the job
categories used date from the 1950s and thus do not cover most modern
manufacturing-type jobs. Most investors therefore have to make up their
own job categories and indexes, in cooperation with the local iabor union.

Benefits are extremely generous, stemming from the country’s recent
socialist past.

. The government mandates 2 1/2 days per month of paid leave, or
thirty calendar days per year of "actual service.

. "Actual service" includes time spent for other benefits, which can
include

. up to six months’ sick leave annually
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. work accident or occupational sickness (time period
undefined)

. fourteen consecutive weeks of maternity leave as well as one
hour daily over a period of fiftsen months for breast-feeding

. up to ten *family days” per year.

. In addition, there are thirteen official. public holidays, ranging from
Easter Monday to "0.A.U. (Organization of African Unity) Day."

Social security contributions include 5.0 percent to 5.5 percent of annual
salary for the “"occupational work plan" and 1.0 percent of annual salary for
social security.

Length of notice for firing depends on a complicated schedule ranking the
worker’s seniority and professional category. Notice required varies from
two hours for the lowest-grade, brand-new employee to six months for
executive-grade employees who have been with the company more than
five years.

10.4 LABOR UNIONS

Madagascar has five major labor unions. SEREMA, associated with the
previously cominant AREMA party, is the major union; the four other unions
are associated with the other parties. Investors report that the unions are
not radical, and that discussions with them focus primarily on benefits and
working conditions.

10.5 EMPLOYMENT OF EXPATRIATES
Investors can employ expatriates freely. Two permits are required, a work

permit and a resident permit, both of which are usually granted without
problem by the government.

64 Muttinational Strategies



Madagascar currently has no ‘indigenization* requirements (i.e., that a
certain portion of management must be local within a set time period).

investors working under the Investment Code and the IFZ can technically
remit expatriate wages without limit. In practice, however, investors still pay
a certain portion of expatriates’ salaries offshore to get around local foreign
exchange shortages.

For local companies, expatriate remittance cannot exceed FF 6,000/month
(currently about $1,000).

10.6 EXPATRIATE LIVING CONDITIONS

Though Madagascar is a beautiful and bountiful country, expatriate living
conditions are currently somewhat difficult and are likely to remain so for
<18 foreseeable future, primarily because of the generally unsettled political
and social environment. Antananarivo itself offers a wide variety of foods
and other basic goods, but most higher-end European and American items
are not available or are quite expensive. Housing is expensive and difficult
to find outside of the capital. Living conditions in general deteriorate rapidly
away from the largest cities. The American School of Antananarivo is
available for all grade levels.

10.7 IMPLICATIONS FOR AMERICAN INVESTORS

. Malagasy labor is particularly attractive for labor-intensive
enterprises.

. Investors should count on providing training across the board:;
managers are generally not available, though those that ara will be
attracted by good opportunities with pioneer investors.

. Investors should generally count on enterprises based on jobs of
lower skill levels, though the population’s high manual dexterity and
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literacy mean that training should be rapid and successful. The
exception to this is in any handicraft-related enterprise, where the

Malagasy excel.
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11. FINANCIAL SECTOR

Madagascar’s financlal sector is basic and stlll primarily state
controlled. It will for the next several years be controlled and then
menitored by the major donors, who will be supplying liquidity and
directing restructuring of the sector.

11.1 OVERVIEW OF THE FINANCIAL SECTOR

Madagascar’s financial sector was limited to three public-sector banks until
1987, when the World Bank succeeded in getting the government to agree
to a program to privatize the sector. Also under the agreement, the door
was opened to 100-percent foreign-owned banks.

The financial sector has thus been at least partially privatized, but it still
offers no institutions or markets outside of the four banks now operatirig
(see below). The banks provide very basic shori-term credit services,
including commercials bills, bearer bills, credit saivs, documentary
remittances, advances such as for overdrafts, and agriculturai credits. For
the time being, the banks do not have the level of funds necessary to
provide medium- and long-term financing. In any case, all money available
- for such needs is channeled through the donor programs. The central bank
is the clearing house but has in practice abdicaied much of its previous
authority for monetary policy and foreign exchange management to donor
advisors.

The IMF has established credit ceilings for each bank. These ceilings are
now "under review" since the one remaining fully public-sector bank was
responsible for significantly more credit in the economy last year than
allowed. "Under review" probably means revamping the credit ceiling
process as part of an iMF-designed reorganization plan for the sector that
is expected in October. This plan will also allow further opening of the
sector to foreign investment. In the meantime, investors do as much of their
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banking as possible offshore, a good portion of it in Mauritius. Local savers
likewise have Iittle use for the local financial sector: at last count (1988), the
Malagasy savings rate is eight percent, among the lowest in sub-Saharan
Africa.

11.2 BANKS

Under the 1987 World Bank plan, Madagascar's banks now have the
following ownership profiles:

BT 100% government owned

BFV 75% government owned, 25% private

BNI 45% government owned, 55% private (BNP, Reunion
Bank)

BMOI 100% privately owned (BNP, Dresdner Bank; opened
in 1989)

In addition, the Mauritan Commercial Bank (MCB) has an office in
Antananarivo and is planning to open a branch in the near future, and there
are reports of interest by South African banks in opening local offices or
branches.

11.3 MONETARY PoLIicY

Monetary policy has been largely directed by the World Bank and IMF since
the beginning of their active intervention in the economy in 1982, and
particularly since 1987 and the beginning of the financial sector's

privatization.

As mentioned above, the IMF has imposed credit ceilings on each bank
since 1987, though these have not always been adhered to. There is, of

68 Muitinational Strategies



course, some discrepancy between the mandate to liberalize the financial
sector on the orie hand and the imposition of credit ceilings on the other.
But in Madagascar’s case, this marriage has been necessary because of
the government’s inability to manage monetary policy effectively, and, more
important, because so much of government revenues are now coming from
donors, who want some control of how their money is being spent.
Previously, for example, more than 50 percent of all credit was going to
parastatals, and almost 85 percont was going to large enterprises at the
expense of small- and medium-size firms.

Investors can thus expect monetary policy to be generally conservative and
well managed over the foreseeable future because overall direction is
coming from donors. However, this also means some continuing restrictions
on credit availability. The largest, most creditworthy firms continue to pay
a spread of up to five percent on loans and wait six months for credit
approval.

11.4 IMPLICATIONS FOR AMERICAN INVESTORS

. Because monetary policy is being directed largely from Washington
and Paris, American investors can be relatively assured that it will be
capably managed and balanced between the need for stimulus and
the need to control inflation.

. In any case, however, most investors are not affected significantly by
monetary policy because they source almost everything (including
capital) from outside the country. Americans investors should count
on doing the same for at least the next year.
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12. INFLATION AND PRICE CONTROLS

Moderate Inflation will continus to plague Madagascar, but price
controls will continue to decrease under donor guidance.

12.1 INFLATION AND ANTI-INFLATION POLICIES

Inflation is present in Madagascar, but since most economic activity is
outside the formal economy, no cne is sure what actual consumer-level
inflation is at a national level. The World Bank estimated consumer inflation
at 12 percent in 1990, with a GDP deflator of about 13 percent. The average
consumer inflation rate during the 1980s was 17 percent.

Chronic inflationary pressures exist in the economy since, with the
exception of 1990, the population has been growing faster than economic
production for &t least the past decade, and imported goods have not been
available on a scale sufficient to compensate for this gap. Moreover, prices,
particularly of imported goods have risen much faster than wages,
especially as a result of depreciation of the Malagasy currency (FMG).

No estimates are available for inflation in the informal sector, though it
certainly varies by region given the country’s high degree of regional
isolation, and between urban and rural areas. In rural areas, inflation
depends primarily on exogenous factors such as the weather, since rural
areas are still largely autarkic and dependent on local food production. in
the major cities, growing populations caused by rural flight over the past
decade have brought a significant rise in prices as suppliers sought to keep
up with rising demand. Inflation has moderated somewhat recently because
of the clampdown on credit, but, in the end, incomes have not kept up with
prices. Irivestors’ anecdotal experiences indicates that “there are plenty of
things to buy now, but no one can afford them."

The government has no anti-inflation pclicy, per se.
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12.2 PRICE CONTROLS

Officially, most prices are controlled by the government; in practice, the civil
sarvice does not have the manpower or ability to control them since the
informal sector is relatively control-proof.

The major exception is rice, the principal food crop, whose price is
effectively controlled. Steep increases in the retail price of rice after 1986
have led to increased investment, particularly by small growers, which has
in tumn spurred a return to farming and greater investment in downstream

processing.

The IMF is pushing to scrap existing price control legislation, particularly
since it does not work anyway.

12.3 IMPLICATIONS FOR AMERICAN INVESTORS

. Most investors are not particularly affected by local inflation and price
controls since all inputs except labor are usually imported into the
country. American investors should plan for similar massive
investment of inputs, subject to examination of the local market at the
time of the investment.

. Inflation will remain a problem in Madagascar because production in
general cannot keep up with demand, and because imports are still
too expensive for most citizens. Moreover, imports are likely to drop
as IMF/World Bank adjustments take hold this year.
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13. PUBLIC FINANCE

Madagascar’s fiscal management has been poor. Government revenues
are for the time being significantly dependent on c.onor funds, while
expenditures are being restructured under donor guidance.

13.1 OVERVIZW OF THE FISCAL SITUATION

The Malagasy government's fiscal situation is for the time being almost
entirely dependent on funds from France and the multilatera! institutions.
The government has mismanaged fiscal resources on a large scale, to the
extent that it refuses to report fiscal figures to the IMF or make them
generally available.

Recerit World Bank figures, however, indicate that Madagascar has run a
consistent budget deficit for at least the past decade, ranging in size from
14.3 percent of GDP in 1980 to 0.9 percent of GDP in 1990. This
improvement is notable, particularly since it is based on a sharp reduction
of expenditures since 1980. However, revenues as well have been declining
as a percentage of GDP, largely because of the general economic
depression.

Meanwhile, the structure of deficit financing has improved, with commercial
borrowing replaced by highly concessional aid loans. In fact, aid has
become such an important source of government revenue that, if grant aid
and concessional loans are included as revenue, the fiscal account would
show a surplus equivalent to one percent of GDP.

Madagascar’s fiscal situation will remain dependent on donors until the
economy, and particularly the export sector, are able to function well
enough to provide the necessary levels of tax income on a steady basis.
This is not likely over the next one to two years, though the situaticn could
improve noticeably after 1993. Thus, for example, investors should not
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expect any significant infrastructure improvement outside of donor-funded
projects (donors are in fact focusing a large proportion of their money on
infrastructure).

13.2 PuBLIC EXPENDITURES

By 1988, public expenditures had been reduced to 19 percent of GDP,
which the World Bank points out is significantly lower than in most cther
low-income developing countries.

Expendiitures in 1990 totaled FMG 784 billion ($524 million), or 17 percent
of GDP.

The single largest share of fiscal spending went for agriculture and
forestry (17 percent), followed by transport and communications (15
percent), education (i3 percent), general public services, and
defense and police.

Almost a third, however, went to "other," which includes the bloated
parastatal sector--and which, it must be said, also includes many
officials’ pockets (though this has declined sharply since the French
and multiiateral officials have assumed a more watchful eye on where
their money is going).

Fiscal spending is likely to rise in the near future given pressing spending
demands, remaining close to 20 percent of GDP for the next few years.
13.3 GOVERNMENT REVENUES

The level of tax revenues in Madagascar in recent years has been (as the
World Bank puts it) "low.” The ratio of tax revenues to GDP, which for most

low-income countries is just under 20 percent, fell in Madagascar to just 11
percent in 1989.
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The structure of tax revenues is particularly problematic since three-fifths
come from intemational trade taxes. With these presumably scheduled to
be phased out in the long run, the government must find other sources of
tax revenue. This may be possible: already the export tax liberalization has
reduced the role of this tax, which was once the single most important
source of tax receipts. Another area where there is major room for
improvement is in tax collection, which is inefficient and corrupt.

Domestic revenues in 1990 totaled FMG 547 billion ($366 million), leaving
a financing gap of some $158 million.

France now supplies approximately 15 percent of total government
revenues directly from the French treasury, and another substantial portion
in various types of aid, both grants and lending. The World Bank and IMF
meanwhile provide other concessionary lending that comprises a further
major portion of the local treasury’s needs.

13.4 IMPLICATIONS FOR AMERICAN INVESTORS
The Malagasy fiscal situation underscores the economy'’s
dependence on donor financing. But the situation should not affect

investors except that infrastructure spending will come almost entirely
from donor projects for the foreseeable future.
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14. TAXATION

Madagascar’s tax policles for Investors are liberal and attractive but
may not be rigorously enforced over the near term.

14.1 OVERVIEW OF TAXATION POLICY

Tax policy is in transition in Madagascar, but in general the tax burden on
investors is liberal, while that on locai companies is relatively heavy.

The government has three main investment promotion schemes under the
Industrial Free Zone regulations:

FZDMC - Free Zone Development and Management Companies
IMC - Indusirial Manufacturing Companies
SC - Service Companies

Investors under these schemes are generally exempted from all taxes and
duties except:

. 10 percent corporate income tax after a specified grace period

. 10 percent corporate dividend tax (no grace period).

. income tax on expatriates (35 percent top marginal rats)

Because of the recent political problems, information from the government
on the more detailed aspects of tax policy for investors (such as
depreciation) was not available for this report, but investors indicate that

most such issues are relatively standard, at least in print. Investor
experience with taxation issues, however, is limited.
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Enforcement of tax policies is viriable, depending on the circumstances
and the amount of corruption involved. Thus, while the code is quite liberal,
taxation in actual practice will for a while be rather ad hoc. Investors are
urged to consult with a knowledgeable accounting firm either locally or in
Mauritius for the latest information on tax policy and enforcement.

14.2 PRINCIPAL TAXES

- Corporate Profits Tax
Investors in the FZDMC are exempted from corporafe profits tax for
12 years; in the IMC, for 5 years; in the SC, for 2 years. All pay a flat
10 percent rate thereafter.
The standard corporate profits tax rate is 45 percent, with a 35
percent reduced rate if three-quarters of turnover results solely from
agricultural, industrial, mining, hotel, tourism cottage industry, or
transport activities.

« Dividend Tax
investors in all three sectors pay a flat 10 percent rate.
The standard dividend tax varies from 8 percent to 45 percent. The

rate is 15 percent for companies whose registered office is located
in a country that has not signed a tax treaty with Madagascar.

. Income Tax

There is a 35 percent top rate for expatriates. The standard "salary
tax* has a FGM 5,000 minimum and a top rate of 45 percent.
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- Customs Duty and Import Tax

investors in all three sectors are exempted from customs duties and
import taxes.

Standard duties and taxes range from 10 percent to 80 percent of
CIF value.

. Single-Rate Transaction Tax

Investors in all three sectors are exempted from the single-rate
transaction tax (TUT).

The standard TUT is 15 percent of the value of imports or goods and
services delivered to the individual or company. Companies with 75
percent or more of turnover going to exports may request exemption
from the TUT.

- Export Duty and Tax

Investors in all three sectors are exempted from export duties and
taxes.

The standard rates are ‘“variable according to product tariff
classification." in practice, export duties are high enough on
Madagascar’s few significant export products (such s vanilla) to

have caused a major decline in the country’s competitiveness on
world markets in these products (though these are being reduced).

- Excise Tax
Investors in ali three categories are exempted from excise taxes.

Standards rates vary from 5§ percent to 125 percent according to
product tariff classification.
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14.3 DETERMINING TAXABLE INCOME

No information is presently available on current practices regarding
determining taxable income for foreign investors. Investors should anticipate
a relatively standard methodology based on Mauritius’ allowances.

14.4 DEPRECIATION
No official published depreciation schedules are available. Again, the amount
and type of foreign investment in Madagascar has meant that depreciation

issuss are not of great relevance at the moment, thocugh a standard code
should be forthcoming.

14.5 TAX TREATIES
Madagascar does not have a double taxation treaty with the U.S.

14.6 APPEALS

Tax appeals would be treated under standard Malagasy law. There Is no
special tax court or tribunal known. Investor experience on this issues is
minimal.

14.7 IMPLICATIONS FOR AMERICAN INVESTORS

. The Malagasy tax system will be somewhat fluid in operation for some
time to come, so investors should expect practice to deviate from the
law.

. In general, however, the tax environment is favorable for investors. if the

new government can succeed in reducing corruption in the civil servics,
the tax environment will become more attractive and predictable.
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15. INTELLECTUAL PROPERTY PROTECTION

Madagascar offers no particular protection of Intellectual property, but
euch issues have not arisen for most investors given the basic types and
small levels of Invesiment going Into the country.

15.1 PATENTS, TRADEMARKS, COPYRIGHTS AND REDRESS

Madagascar has not yet reached the stage of economic development where
issues of intellectual property protection ars particularly relevant. Madagascar
has laws on the books protecting intellectual property; the country is a
signatory to tive Patent Cooperations Treaty, which provides a number of
standard provisions for protecting intellectual property.

The fact of the matter is that there has not yet been enough investor
experience with intellectual property in Madagascar to give any clear picture
of how well it is protected there. As noted elsewhere in this document, most
investors to date have put only basic-and even obsolete--capital equipment
into the country. Moreover, information hardware and software are still
nascent, with only a few PCs here and there, and with only a few technicians
around even capable of copying or pirating higher technologies.

Redress for intellectual property cases would have to be handled ori an ad
hoc basis through the government, which has little or no experience with such
matters so far.

15.2 IMPLICATIONS FOR AMERICAN INVESTORS
Investors should not expect significant protection or redress for
intellectual property in Madagascar until more investors’ experience

indicates how well local enforcement may work under the new
government.

Mulinational Strategles 79



APPENDICES

page
One Lomé Convention 80
Two Socio-Economic Environment and Entry Formalities 84
Three Acronymns 89

80 Multinational Strategies



Appendix One
LOME CONVENTION PREFERENTIAL TRADE ARRANGEMENTS

The Lomé Convention is a co-operation agresment between the European
Community (EC) and the African, Caribbean and Pacific Group of States
(ACP). The former has twelve member states and the latter comprise of sixty-
six. This convention was concluded in order to promote and expedite the
economic, cultural and social development of the ACP States through trade,
financial and technical assistance.

Under this convention the chapter on Trada Co-operation has as its object to
promote trade between the ACP States and the Community by improving the
conditions of access for their products to the community market.

2 Products originating in the ACP States shall be imported into the
community frea of Customs duties and charges having equivalent
effect.

The following products shall be considered as products originating in
an ACP State.

(@) products wholly obtained in one or more ACP State.

(b) products obtained in one or more ACP States in the
manufacture of which products other than those referred to in
(a) are used, provided that the said products have undergone
sufficient working or processing.

Sufficient working or processing means that the goods obtained receive a
classification under a different tariff heading from that covering each of the
products worked or processed. The incorporation of non-originaiing materials
and parts in a given product obtained shall only make such products lose their
originating status if the value of the said materials and parts incorporated
exceeds 5% of the value of the finished product.
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When products wholly cbtained in the community (EC) or in their overseas

territories or ACP States undergo working or processing in one or more ACP

States, they shall bo considered as having been wholly produced in that or

those ACP States, provided that the products have besn transported directly -
direct consignment rule.

Eligible products shall be accompanied by evidence of originating status, the
movement certificate EURI.

However, products which fall under a common organization of the treaty
establishing the European Communities wr are subject on import into the
community, to specific rules introduced as a result of the implementation of the
Common Agricultural Policy (CAP} may be excluded or subject to quantitative
restrictions or the safeguard clause.

The following products shall be considered as wholly obtained sither in one
or more ACP States or in the community.

(@)  mineral products extracted from their soil or from their seabed:
(b) vegetable products harvested therein;

() live animals born and raised therein;

(d; Products from live animals raised therein;

(6) products obtained by hunting or fishing conducted therein;

(f) products of sea fishing and other praducts taken from the sea by their
vessels;

() products made abroad their factory ship exclusively from products
referred to in subparagraph (f);

(h)  used articles collected there fit only for the recovery of raw materials;
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)

1)

waste and scrap resulting from manufacturing operations conducted
therein;

goods produced there exclusively from the products specified in
subparagraphs (a) to (i).

For the purpose of para.2(b) the following shall always be considered as
insufficient working or processing, whether or not there is a change of tariff
heading:

(a)

(b)

(c)

(d)

(e)

®
(9)

operations to ensure the preservation of merchandise in good condition
during transport and storage;

simple operations consisting of removal of dust, sifting or screening,
sorting, classifying, matching, washing, palnting, cutting-up;

()] changes of packaging and breaking up and assembly of
consignments;

(i) simple placing of bottles, flasks, bags, cases, boxes, fixing on
cards or boards.

affixing marks, labels and other like distinguishing signs on products or
their packaging.

()] simple mixing of products of the same kind where one or more
components of the mixture do not meet the conditions as
originating product.

(i) simple mixing of products of different kinds unless one or more
components of the mixture do not meet the conditions as
originating product.

simple assembly of parts of articles to constitute a complete article;

a combination of tow or more operations specified in subparagraph (a)

to (f)
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(h) slaughter of animals.

In defining the concept of originating products, Protocol | of the Lomé Iii
Cenvention gives a list of working or processing operations carrisd out on
non-originating materials which result in a change of tariff heading without
conferring the status of “originating products” on the products resulting from
such operations.

The Lomé Convention has a provision for financial assistance in trade
promotion so that exporters from any ACP country may participate in trade
fairs and exhibitions.
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Appendix Two
COMPANY LAW

| = CHARACTERISTICS AND GENERAL PRINCIPALS

Any company wishing to engage into economic, commercial or industrial activity in Madagascar must do so within the framework of a company,
incorpcrated under Malagasy Law, with its registered office and manegement and accouriting sysiems established in Madegascar, The Malagasy
Company Law originateds from French Law. (Ex SALOI of July 24, 1867 or SARL/LOI of March 07, 1925).
Liability - which is at the base of any commercial transacion - ls bome, as the usual case, either personally by the partners or by the share
capital, depending on the type of company formed.

= Personal Company (Pastnership or Single owner)

- Public Company (tinanced by shares or private company)

= Limited Liability Company.
Frivate and limited llabiilyt companies are the two moet commeon forme of compnay operating in the Malagasy econmioc environment.

# - FORMALITIES FOR STARTING A NEW ENTERPRISE

N WHAT KUST BE DONE? WHEREY HOW MUCH TO PROVIDE? LTD. uABILITY PRNATE CO. ]
m N
B Minimurn requirements MGF 500,000 MGF 800,000 |
. <Shere capial 2 shiseholden 7 Sharehoiders
“dember
| Formution formaiities ‘t
1
| -Preparation of Articies of Aasocietion® registered office * - !
{ -Depostting of Articies of Association” Trade Tribunal * }
i <List of subcribers registered office - i
H -Sherehoiders’ contributions' registered cfics * * |
| -Bank deposte main banke * ¥ 5
] -Declaration of subecribed capital and deposits® registered office - {
q -First general mesting registeredt office W ;
R Collective decisions regitisrod office w* !
f -First management mesting registered office * X
| -Authentification of definitve articies” town hel Lagal signature and stamp *
' duty/pege *
company regietry Reglstration duty” *
-basin MGF 1,000 * *
. -subscripiicn 2% tender
; walue
; 0% others
| -Pegletraiton of Articles of Association®
i -Filing of final Article of Association with Registrer
“Final Articies
<Resciution of appointment officers
“Hinuies of procesdings of first General Mesting and * +*
of first Management Meeting * - 1
i REGSTRAITON AND DISCLOBURE OF i
| FORMALITIES:
: Trade tribunal Provision: MGF 100,000 w *
~Entry on trade register
~Notification 10 tax authorities ’
) professional tax compary tax depertment |  Standard flecal legislation w * '
<Corporate profte tex company tax departmant Standard flecal legislation W * N
Bales txx (TUT) goods tex department Standard flecal legisiation * L ] !
Otztigtical register data bank L 4 w
<agel public notice daily newepeper Advertising and newspapers w *
~Cortificate of incorporation company regietry * *
-Bocial Sacurity formelities CNePS w *
Compeny medical fcrmaiities O8TE w w i
? This relates o cash contribulions
In the case of contributions In kind:

- For lmited labillty companies, the sharshoiders are jointly and separatsly able up 10 the amount attributed 1 the respactive sharehoiders contributions.
« For privale companies, a first gensral masting must be heid, 1o nominate an officer responsible for sharehoiders contributions. A second general mesting will then be fieed to
consider the officer’s report.

in the case of privaie companies, thess formalities can be effected by way of a legal document. Nolary fess very according to each case.

Wit regerd 1o IFZ companiss, ewemptions mey apply which are mentioned in the section covering IFZs.
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Ill. Conditions of Foreign Participstion in Companies Established under Malagasy Law

FOREIGN RESIDENTS:

Foreign residents (individuals having lilved in Madagascar for over two years) enjoy the same rights as
Malagasy nationals; they are free to participate in companies established urider Malagasy law.

FOREIGN NON-RESIDENTS:

For non-residnet foreigners (individuals or corporations, public or piivate being usually resident, or having
their registered office abroad, or corpor.ions having their regist- red office in Madagascar but under
foreign direct or indirect controi), the distinction should be made L stween:

-Individuals

The purchase, creation, or extention of goodwill, branches or personal business must have prior
authorization of the Ministry of Finance.

<Corporations

Any contribution or surrender exceeding 20% of the capital of an existing company or a company
to be formed, must have prior authorization of he Ministry of Finance. The percentage calculation
is based on the totla contribution of all non-resident investors and not on each individual

contribution,

PROCEDURES TO FOLLOW
1. Standard legisiation
-Application for direct investment permission in 3 copies addressed to the Ministry of Finance
(Exchange Control Department: FINEX) through an authorized intermediary (a bank).

-Information relatin to the volume of annula imports and means of financing.
-t prior authorization is given, a retum confirming the investment must be sent to the Ministry of

Finance within 20 day of operation.
2. IFZ enterprizes or enterprizes falling under the Investments Code

For these enterprizes, the minutes of the approval decision have the same effect as the Direct
Investment Authorization; hence, the application for pricr authorization is not necessary.
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BANKING SYSTEM AND CREDIT POLICY
1. Operation
CENTRAL BANK OF MADAGASCAR - ANTANINERENINA - P.O. EOX: 550 - tal.: 217.51-52 - 234.85 - Telex: 22.329 - Fex: 34552 -
ANTANANARVO

v

MAIN BANKS B.N.L BFYVv, BT.M, B.M.O.l.
Addrenses
Registered office | 74,26 Juin 1960 Street 14, Jeneraly Rebehevitra St | Independence Square VOG Buikiing
ANTANANARIVO ANTANANARNO ANTANANARNO Ratsimilaho Street
ANTANANARIVO
196
P.O Box 174 208 91 to 95-264 24 183 253ls
Tel (262-2) 239 51 225 202 5t 346 09
Telax 27, 208 34835 2 208 22 381
Fax (262-2) 33748 21308 348 10
Number of 2 28 o7 1
branches
2. Range of services
DESIGNATION BASE RATE (Oct 90)
Short term Credit 24-38 months
-Commercial bill discounting 14.47% to 19.00%
-Bearer bill discounting 14.74%
Credit cales
i Motor vehicles and professional 14.75%
R equipment 16.50%
h  Agency vehicles
Documentary remittance discounting
Document against payment 18.25%
Document sgainst acceptance 13.25%
Advances
Overdraft 18.00% to 21.50%
ASM 14.00% to 21.25%
ASP 13.00% to 21.75%
Advanca against book debte 14.75% to 21,50%
[1
Agricultural credit 14.00% to 20.00%
Medium-term credit 21%0 S years

atock purchases and factory buildings

15% to 20%
Long-torm credit > Syears
Acquisition of long-term capital
i eqiupment
Credit against signature
acceptance ' 0.20%
Security guarantee
customs security >3 monthe 0.50%/3 months
tax administrative security 2 %0 3 meathe 0.5% to 1.0%/3 months
market security 1 to 3 months 1.0%/month to 0.5%/3mcrths
Clients - credit security 3 months 0.6%/term

. Intondonhmndépooib 11.4% to 17.75%
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ENTRY FORMALITIES

SHORT STAY

Can be delvered:
<siher by: Minisky of Extemal Aflais, Lalene A
Ampefiicha, ANTANANARIVO 101 - Tel: 211-88

=or by & Melagasy diplometic reprasentalion abroad

MOF 8,000 per entry
MOF 10,000 for two eniries or move

-short stay: mesdmum: 3 monthe
<ouriem: menimus: 1 month fenowabie)
<amily vis’: iniilal visa: 1 month enewable)

—— 1

<adension: 210 6 cars: MGF 40,000
-pernaneri rosident: MGF 50,000

LONG STAY FORBGN D CARD

Formalliiss 10 be undernslen ot Formailies 10 be undertaken et Every foreigner heving a viea for more then
The Ministry of internal Afleirs The Minisiry of inksmal Afairs three monthe ls a resident.
Lalan Adviamiidy, Ampefiicha Lalan Adrieraficy, Ampefiioha R is compuiscry for each resident 10 have an
P.O. Box 633 P.O. Box 8 1D card delivered by local aulthorities
ANTANAIAIVO 101 ANTANANRIVO 101 Parkinry)
Ve 21408 Tek 21408
20082 foreigner control) 200-82 (Joruigner controd

| MATETOBEPAID | MGF 8,400 «atension: 3 monthe 10 2 years: MGF 20,000 ~delivory fee: MGF 10,000

~annual viea: MGF 10,000

~adension long stay:
lengih more than 3 manthe

o be opened soon)

3374 Massachusest Avenus, N. W. Washington, D.C. 20008
8, Koursovoy Pereouloi Srest, 1180 34 Mosocw
Folendcirasse 48, Postfach 200 251, Bona 2 0 3 300
2.3.23 Mot>-Azabu Minato-as TOKYO 108

Via Riccardo Zadonai S4/A 001 84, ROME

Queen Mary Avenue Floreal-Mauwsitiue

4, Faphesi Averue 73018 PARIS

San U Tun Dong Jie No 3 PEXON

270 de Torvuren Avenus, BRUBBELS 1180

22, Bologhine Sreet, (18 080} ALGER

Margaret Strest, 138 PO Box 5254 DAR-ES-BALEM
Birlesnstasso 85,6000 LUCERNE

24402

anar-a 81442

77, Julist Dodu Strest, §7 400 SAINT-'JENS

Suntimo 8 Bis Sen Angel Mexdco 20 de Mexique

8t Joseph Hospltal Gtrest, Andre GLL Gemeyel Building, 8t floor Bauchrech
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Muttinational Strategies



ACRONYMS

ACP
EC
EPZ
FMG
FZDMC
GDP
GDRM
IMC
IMF
JIR'MA
MCB
OAU
OPIC
PTA

SC
SRC
TUT

African, Caribbean, Pacific

European Community

Export Processing Zone

Malagasy franc

Free Zone Development and Management Companies
Gross Domestic Product

Government of Madagascar

Industrial Manufacturing Companies
International Monetary Fund

The electricity and water company
Mauritian Comercial Bank

Organization of African Unity

Overseas Private Investment Corporation
Preferential Trade Area

Service Companies

Supreme Revolutionary Council
Single-Rate Transaction Tax

Muttinationzl Strategles



