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I .  EXECUTIVE SUMMARY 

Madagascar is in the throes of a historic transition to a democratic Third 
Republic and to a competitive market economy. 

After two decades of one party, centralized presidential rule, failed socialist 
policies, and impoverishment, Madagascar made a dramatic about turn in 1987- 
88. It adopted a serious structural adjustment program, it liberalized its 
markets, it formulated a population policy, launched an environmental action 
plan, and began a gradual political liberalization. Within three years the reforms 
had sparked an economic recovery with growth approaching 5% by 1990, 
attracting expanded tourism and investment interest. The Malagasy people, 
having tasted the new freedom, clamored for a more rapid transition to 
democracy and prosperity. During 1991 generally peaceful demonstrations 
brought the Second Republic to an end and set in motion a process of 
constitutional reform and free presidential and parliamentary elections leading to 
a third republic, expected by year's end. The new constitution, approved in a 
national referendum on August 19, 1992, calls for a multi-party system with 
greater authority vested in the Prime Minister and independent parliament, with 
increased decentralization to regional and local government institutions. 

If Madagascar succeeds in this transition, its prospects for realizing its high 
economic potential are good, particularly as it integrates into the regional 
economies of the Indian Ocean and Southern Africa. 

U.S.. interests, while not great strategically or in foreign policy terms, 
nevertheless lie in seeing Madagascar succeed in its democratic and economic 
reform process. Such progress can bring prosperity to this poorest of countries, 
help preserve Madagascar's unique and diversified flora and fauna, open 
prospects for denser commercial and cultural relations between our two 
countries and contribute to stability and prosperity in the region. 

Analyses of development progress, prospects, and challenges show that 
Madagascar faces a negative set of development dynamics that will require at 
least a decade of determined effort to reverse. These include accelerated 
environmental degradation, explosive population growth, decaying 
infrastructure, monopolized commerce, and fragmented markets. Madagascar is 
moving in the right direction by restructuring the economy toward private export 
led growth. It now needs to complete the political transition and resume its 
negotiations with the World Bank and IMF on the next phase of its structural 
adjustment program. Then it can get on with implementing the new republic's 
democratic mandate and the remaining economic reforms. The most daunting 
challenge will be to transform the subsistence rural economy of fragmented 
markets and interrupted communications into a competitive, efficient market 
economy tapping regional comparative advantages and multiply interregional 
and intersectional trade. This will seriously test Madagascar's political will and 
leadership abilities as it tackles established interests, protected businessmen, 
threatened bureaucrats, insular and dated attitudes, procrastination and 
corruption. 



U.S. assistance can make a difference in helping the transition along and in 
bringing about this eventual transformation. Madagascar merits our assistance 
as a focus country because of great need, high economic potential, good 
economic performance in recent years and its commitment to democratic 
transition. 

The Mission followed a wide-ranging fully participatory process designed to 
produce not only the best strategy, but one which had Mission ownership. 

The resulting strategy focuses on stimulating private investment and 
employment, and balancing population growth and natural resource use, with 
the aim of accelerating broad-based, market-led, sustainable economic growth. 
Our program centers on promoting a pro-business environment, integrating high 
potential zones (starting with the Northwest Coast and the Southern Highlands) 
into the national economy, reducing natural resource depletion in protected 
areas, and reducing total fertility, with a target of supporting the transition to 
democracy. The strategy can be schematized as follows: 

Figure 1.1 
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We will concentrate our programs and resources in pursuit of these four 
strategic objectives in the following ways: 

1. Establish com~etitive, oro-business climate through pro-market policy and 
regulatory reforms, through financial sector development, and through 
expanded business services; 



2. See that Hiah Potential Zone arowth multi~lies national market activitv by 
reducing communications and transport costs, by increasing and diversifying 
agricultural production and sales, and by expanding locally-managed market 
services; 

3. In c r ease sustainable natural resource use in taraet a reas by conserving 
biodiversity, improving the management of forest resources and protected 
areas and increasing i ncom opportunities for resource users; and 

4. R e d u c e  through promotion of modern contraceptive use, use 
of oral rehydration therapy (ORTI, and better child nutrition. 

We are well positioned to develop a portfolio to implement this assistance 
strategy if approved. We have carefully focused our programs and developed 
performance indicators to measure progress and impact on achieving our 
strategic objectives. The portfolio will include about 13 programs over the next 
six years (FY 1993-1 998). The Natural Resources and Population programs are 
already in place and will be fully operational within the next six to nine months. 
The business climate and high potential zone programs will require two new 
starts in FY 93 and two new starts in FY 94. The portfolio will include a 
balance of non-project and project assistance supported by food aid, local 
currency and private investment guarantees. We envisage average annual 
resource levels on the order of $30 million in DFA and $7-10 million in PL 480 
to carry out this strategy. Naturally, we expect country and program 
performance as well as resource availabilities to determine actual levels. 

We see USAID's role as a leader and catalyst for sustainable, equitable, 
market-led growth combining our substantial intellectual and financial resources 
in innovative and synergistic ways to help remove key bottlenecks, leverage 
policy and institutional reform, reach out to selected regions and mobilize 
private sector energies. We will press for transparent accounts and tight 
controls on funding with local counterparts and implementing agencies. We will 
work to ensure close donor coordination especially at the sectoral level. We will 
monitor performance and measure impact against our agreed contract with the 
Bureau, using mutually agreed performance indicators and a fully integrated 
program management system. We will rely on a staff of 102 U.S. and 
Malagasy professionals and support staff organized around our strategy 
objectives and with an eye to efficiency and accountability. We will be guided 
by enthusiasm, entrepreneurship, and excellence in our quest for development 
results. 

In this way USAlD Madagascar hopes to take its place among the ranks of 
the best Missions in the Africa Bureau and the Agency and contribute 
measurably to Madagascar's sustainable development. 



11. DEVELOPMENT PROGRESS, CHALLENGES AND 
PROSPECTS 

A. The Socialist Legacy 

1. Failed Socialist Policies 

Upon independence in 1960, Madagascar maintained close ties to  France. 
The economic structure remained essentially unchanged with a heavy emphasis 
on the extraction and export of raw materials by large trading companies -- 
primarily of the main export crops: coffee, vanilla, and cloves. Investment, 
while quite low, was targeted towards the modern agricultural sector. 

As French private companies and other foreign businesses continued to 
control close to 80 percent of the productive elements in the economy, many 
Malagasy became increasingly disenchanted with the country's economic 
structure. While some of the Malagasy elites were able to  benefit from this 
economic structure, it only served to widen the income gap between Malagasy. 
Uprisings in the South in 1971 followed by riots by students and the young 
urban unemployed led to a change in government in 1972. 

The change in government in 1972 represented a turning point in the 
country's economic policies. An interventionist policy was targeted toward 
encouraging the development of a self-sufficient national economy. This 
process was reinforced by the nationalization of large foreign enterprises and a 
massive public investment program over 1978-80, and was maintained by 
prohibiting imports of domestically produced goods and imposing quantitative 
restrictions and tariffs on the remainder of imports. This general environment 
had deep repercussions on the economy. Heavy protection implied little or no 
competition from abroad, a condition that was compounded by the minimal 
domestic competition, due to the system's bias against the entry of new 
enterprises. The source of this bias was the foreign exchange allocation and 
other bureaucratic licensing procedures. Exports were discouraged by 
restrictions on trade goods deemed to be vital nationally. This inward-looking 
overall trade regime led to small monopolistic domestic markets. 

Because of the limited number of domestic producers, the Government 
imposed controls on prices and profit margins that severely distorted the price 
signals and led to a misallocation of resources. The latter is clear from the 
inappropriate choices and decisions taken by entrepreneurs and managers of 
public enterprises, who failed to take economic costs into account in many 
instances. The evidence is the unjustifiably large size of factories built during 
the period, which were doomed from inception to operate well under capacity; 
the range of goods produced, which was not based on any notion of 
comparative advantage but rather on what was deemed essential for national 
development; and the technology adopted, which was capital-intensive and 
required imported inputs and spare parts whose purchase aggravated the foreign 
exchange situation. 



2. The Downward Economic Spiral 

Economic performance under these new policies was disastrous, Figure 
II. 1 (See Martin, Whither Madaaascar? 1992, on the economy .of Madagascar). 

Figure II. 1 
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Per capita income fell in every year but one between 1972 and 1986. 
Real GDP stagnated during the socialist period. Real GDP in 1985 was below 
the 1972 level, Figure 11.2. The stagnation in agriculture was primarily the 
result of government policy to increase its ownership of land and control over 
prices, marketing, and processing in the agricultural sector. Prices of crops 
were set and controlled by the government at levels that were too low to allow 
adequate incentives to producers. Marketing was put under the exclusive 
control of state marketing monopolies which proved to be inefficient, costly, 
and unreliable. In an effort to decentralize government control, local 
communities took responsibility for marketing rice through official distribution 
channels at subsidized prices. This system also proved to be costly and without 
adequate targeting mechanisms which allowed the rich to benefit more than the 
poor from the official (less expensive) distribution system. When combined 
with the country's high population growth rate, the resulting decline in 
agricultural production caused Madagascar, which had been self-sufficient in 
food and a net exporter of its primary consumption good, rice, to become a 
consistent importer of this staple good. 



Figure 11.2 
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Table 11.1 
Madagascar: Economic Growth Rates 
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Note: Primary sector includes crop and animal production, fishing and forestry 
products; secondary sector includes mining, manufacturing, utilities and 
construction; tertiary sector includes transportation, commerce, finance, 
government administration and services. 

While the Government tightened its control over the economy across 
most sectors, fiscal and balance of payment policies remained cautious and 
external debt stayed low through 1977. In 1978, however, in the face of 
stagnating economic activity, the Government attempted to encourage growth 
by diversifying the economy with a policy of massive investment by the public 
sector. It did so by greatly increasing its reliance on external sources for 
financing, quadrupling external debt between 1978 and 1980. Unfortunately, 
many of the projects selected in the investment program were financially and 
economically unviable and have since made little contribution to GDP or export 
revenues. In addition to building up massive foreign debts, the Government's 
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expansionary domestic policies under this program produced a large fiscal deficit 
which surged from its level of 2.5 percent of GDP between 1970 and 1978 to 
18 percent in 1980 and an inflation rate that climbed to a yearly rate of 30 
percent. 

The fundamental cause of the economic crisis was inappropriate 
government policies. State control of the economy inhibited an efficient flow of 
resources within the country and overexpansionary fiscal and monetary policies 
associated with the 1978-80 'invest-to-the-hilt' program led to large 
government deficits and high inflation. Continued poor performance of public 
enterprises drained public resources and provided little productive output in 
return. Public investment and consumption rose at the expense of the private 
sector. 

Internal price controls also contributed to the economic crisis by inhibiting 
producer incentives. Production of food crops and export crops fell and many 
food crop farmers reverted to self-sufficient farming, leading to increased 
imports of foodstuffs and declining export volumes, fueling the balance of 
payments problem. Both GDP and the volume of exports declined at the same 
time that external debt service obligations escalated from 4 percent of exports 
in 1978 to 17 percent in 1980 and 85 percent (before rescheduling) in 1983. 
The current account deficit reached 18 percent of GDP as resource constraints 
tightened and investment plummeted. Under the impact of heavy external 
payment obligations, declining export earnings, and reduced creditworthiness, 
severe foreign exchange shortages prevailed. 

In response to growing deficits and foreign exchange shortages, the 
Government followed a policy of stricter economic controls of production and 
prices and import compression with increased quantitative restrictions on 
imports and rationed foreign exchange. The imposition of these policies had 
several adverse effects on the economy. One of the most serious was the 
decline of domestic output of both tradables and nontradables. In addition to 
the sheer lack of imported inputs, the resulting increase in the price of the 
available intermediate and capital good imports caused remaining production to 
become less profitable. 

Other effects of these policies were equally detrimental. For import- 
competing industries without price controls, the quantitative restrictions on 
imports and foreign exchange provided protection as prices rose in these 
industries relative to other sectors due to excess demand and restricted supply. 
This tended to draw resources out of other sectors, such as the export sector, 
into often relatively inefficient import-competing industries. Where price 
controls inhibited the rise in prices, shortages and parallel markets appeared -- 
this is especially true for the case for rice, vegetable oil, occasionally bread, and 
other goods (foreign exchange itself primary among them). With inadequate 
incentives for the production of export crops and with a decline in domestic 
production, the Government's revenue base also contracted -- further 
exacerbating both government and balance of payment deficits, providing even 
less foreign exchange for imports, and resulting in a downward spiral in 
production. With government revenues down, the ability to provide for the 



functioning and maintenance of economic and social infrastructure also 
declined, among other things leading to a deterioration in the transportation and 
communication networks. In addition to its inability to finance imports, the 
country did not have enough foreign exchange to repay its substantial debt. 

All these factors affected household welfare, diminishing real wages. As 
incomes were already stagnating, higher inflation further lowered real household 
incomes. One of the primary determinants of household incomes became 
economic rents to those who could benefit from the controlled activities. Not 
surprisingly, by 1981 real per capita GDP was 23 percent below its 1972 level 
-- despite the socialist plan's efforts to improve the welfare of its country. 

Income differences widened and poverty increased in the two decades 
following independence. (The most recent data on income distribution is from 
1980.) The changing size distribution of income in Madagascar is shown in 
Table 11.2. 

Table 11.2 
Madagascar: Size Distribution of Income 

POPULATION SHARE OF INCOME 

SHARE 1962 1980 

a Poorest 20% 8.1 % 1 5.0% 

Next 20% 

Gini Coefficient 

P [rural households) I I 

These figures show a serious deterioration in income distribution from 1962 to 
1980, due essentially to increased inequality in rural income distribution. 
Average rural incomes grew only slightly and urban incomes in the major towns 
declined about twenty-seven percent. 



Unemployment is a serious and growing economic problem in the labor 
market. In 1980 the unemployed in the urban area registered as seeking work 
amounted to more than eight percent of the labor force outside of agriculture; 
from 1970 to the mid-1 980s the number of registered unemployed tripled. 
Actual unemployment appears to have been much higher than registered 
unemployment. UNICEF estimated unemployment in Antananarivo to have been 
more than thirty percent in the early 1980s. 

On the basis of poverty levels calculated by Cornell University, thirty- 
seven percent of households in rural areas, twenty-six percent of households in 
small urban centers, and eighteen percent of households in the seven largest 
cities were poor in 1980. Overall, thirty-four percent of households had 
incomes below the poverty line in 1980, ninety percent of those in rural areas. 

The poverty estimate presented above can be supplemented by health 
statistics indicative of societal well-being and the standard of living. 
Considerable evidence indicates that infant mortality rates increased from the 
late 1970s through the mid-1980s. About 50-60 percent of children appear to 
have a high degree of chronic undernutrition. Long-term malnutrition appears to 
be widespread among children under five. The national sample of children three 
years old and under showed 33 percent and 37 percent of children in urban and 
rural areas with evidence of long-term malnutrition (stunting), and no survey 
found less than 29 percent. 

B. Reform progress 

1. Economic Reforms and Market Liberalization 

Against this background, Madagascar changed from a socialist failure to a 
promising structural reformer and free-market advocate meriting its "focus 
country" status for U S .  assistance. Here is how they did it. 

In the early 1980s, the Government began to implement several 
economic adjustment programs, supported by bilateral donors, the IMF and the 
World Bank, aimed at reducing domestic and external financial imbalances. 
Table 11.3 summarizes the structural adjustment policies. These programs, 
which were designed to open the economy to competition, included far-reaching 
structural reforms in the areas of internal and external trade, the financial 
sector, public enterprises, social policy, and public expenditure programming. 
Meanwhile, the Government improved its demand management policies. By the 
end of the 1980s, Madagascar had achieved considerable progress on the 
macroeconomic front: the external current account deficit was reduced 
significantly, owing largely to the improvement in the overall fiscal position, the 
pursuit of prudent monetary policy, and a narrowing of distortions in relative 
prices between traded and nontraded goods. 

Over 1982-87, the exchange rate was devalued on several occasions 
lowering the value of the Malagasy franc (FMG) by a cumulative total of 80 
percent against the basket of currencies to which the currency was pegged, 



A mechanism was also set up to regularly adjust the exchange rate in light of 
the differences in the relative inflation rates vis-a-vis Madagascar's trading 
partners. The currency's exchange rate declined to the equivalent of FMG 
2,014 per SDR at the end of 1989 from FMG 335 at the end of 1981. 

Despite some initial resistance, the Government took comprehensive 
measures in 1987-89 to reduce administrative barriers to  exports and to  
eliminate government export monopolies and export licensing requirements. A 
new export law allowed exporters t o  export freely all their products (with the 
exception of vanilla) at prices negotiated directly with foreign importers, while 
the state export monopolies in pepper, cloves, and coffee were abolished. 
Moreover, with USAID assistance, the complex system of export taxation was 
simplified considerably and replaced by ad valorem taxes on traditional exports, 
involving a substantial reduction in the rates. 

On the import side, a liberalized import regime was introduced in 1987, 
covering 25 percent of imports. This import regime was subsequently replaced 
by an open general license system for all imports. A comprehensive reform of 
the tariff system was begun in 1988 to promote efficient import substitution 
and export industries within the mixed publiclprivate sectors. The aim was to 
reduce the effective rate of protection significantly, to 35 percent over four 
years, and to decrease sharply the dispersion of tariffs by limiting the range 
eventually to 10-50 percent. Progress in this area has been encouraging. 

The Government also formulated a three-year program to rehabilitate the 
public e.nterprise sector and to reduce its predominance in the economy. After 
full implementation of the process of liquidation, divestiture, or restructuring, 
the public enterprise sector was expected to be cut to  about half its initial size, 
while all the remaining public enterprises were to be reorganized or financially 
rehabilitated. Although some progress was made in several areas, the 
privatization and rehabilitation program was delayed, and a central entity was 
established only in late 1990 to coordinate the overall reform program. 

In order to further establish a dynamic and competitive financial system, 
thereby helping to stimulate private saving, in 1988, the Government embarked 
on a program of restructuring the state-owned domestic banking system by 
opening it to private domestic and foreign investors. A critical element of this 
operation was the restructuring of the portfolios of all three State banks. This 
involved the liquidation of all non-performing and doubtful assets, followed by 
the partial privatization of two banks (with the participation of foreign partners). 
Subsequently, a joint-venture private bank opened in Antananarivo. 



Table 11.3 
MADAGASCAR STRUCTURAL ADJUSTMENT POL . , 

I .  Public Finance 
A. Improve the  tax structure - Implement tariff reform 
- imprwe customs administration 
- replace F'NUP levies by ad valorem taxes 
- abolish taxes with limited revenue-raising 

importance 
B. Imprwe  Public Expenditure Efficiency 
- P ~ ~ e n t  Current Budget on commitment1 

payment -orderfcasb basis - Adopt budgetary reform legislation 
- Implement 3-year rolling PIP - Census of central gwcrnment p e r s o ~ e l  - Adopt action plan f a  personnel 

management and administration 

!. Public Enterprises - No new public enterprises created 
- No new credit to "high-risk" (class D) 

public enterprises 
- Liquidatefprivatize 20 public enterprises 
- Liberalize domestic air transport 

1. Financial Sector & Monetary Policy 
- Adopt new banking law 
- Publish all decrees and regulations 

referred to in the banking law 
- Establish private commercial bank (s) 

operating independently 
- Restructure BTM/BFV portfolios 

so that at least 1 has a private sector 
participation of at least 25% 

- Strengthen central bank supervision 
of commercial banks 

- Maintain positive real interest rates 
on deposits and credit 

- Introduce new savingdlending instruments 
- Broaden financial services to include export 

& housing financing and leasing 
-- 

I. External Sector 
- Fully implement OGL system 

- Gradually eliminate temporary surcharge 
on imports 

- Reduce number of import nomenclatures 
subject to administrative control 

- Complete liberalization of domestic trade 
on export crops (wl exceptions for vanilla) 

- Gradually liberalize services balance transactions 
- Publish &w mining law 
- Pursue flexible exchange rate policy - Strengthen Central Bank's foreign debt 

management unit 

5. Investment 
- Review investment code - Complete Free Trade Zone study 

i. Price Policy 
- Abolish all producer prices 
- Abolish all business profit margin controls 

for wholesale and retail 
- Adjust oil product prices and water, 

electricity and communications rates 
with exchange rate fluctuations 

STATUS 

Significant progress 
Not met 

Met 
Partially met 

Significant progress 

Not met 
Met 
Met 

Not met 

Met 
Met 

PartiaUy met 
Not met 

Met 
Not met 

Met 

Partially met 

Not met 

Met for all credit 
and most deposits 

Not met 
Not met 

Met; but 
rescinded temporaril: 
Significant progress 

Met 

Significant progress 

Not met 
Met 
Met 

Partially met 

Met 
Met 

Met 
Met 

Oil price raised 

POLICIES 1991 -94 

- Limit range of tariff rates to 10-50 percent 
- reduce discretionary duty exemptions/concessi~n~ 
- Install new system of import tax collection 
- Replace ad valorem petroleum tax by a specific tax - Reform budget according to new nomenclature 
- Present fully consolidated budget - Formulate a new policy on the management 

of civil service recruitment and personnel 
- Stabilize size of central gwernment personnel 

at the level of January 1,199 1 - Formulate decentralization plan regarding 
resource 

- Divest 7 and restructure 4 designated 
enterprises 

- Divest 21 listed enterprises 
- Determine new list of enterprises for 

future reform program ' 

- Complete liberalization of domestic air transport 
- Liberalize cotton marketlrestructure HASYMA 

- Pursue monetary policy assigning more important 
role to indirect instruments of control 

- Require banks to post lending and deposit rates 
- Formulate restructuring plan for BTM 
- Reduce State shareholdings in BNI 
- Strengthen CB supervision of commercial banks 
- Pursue a monetary policy geared toward 

maintaining positive real interest rates 
- Promote avtilability of medium and LT credit 
- Expand financial services to include, among 

other things, ieasing and mortgage finance 
- Review the structure and functioning 
- Reestablish financial and operational 

independence of the Central Bank 

- Gradually reduce restrictions on payments and 
transfers for current int'l transactions; and 

- Abolish all restrictions on the repatriation 
of profit, dividends, royalties and capital 
invested by non-residents and foreigners 

- Change petroleum price structure to improve 
tax yield and introduce a system of automatic 
price adjustments 

- Complete electricity tariff reform 



Along with the reorganization and deregulation of the financial system, 
the monetary authorities were able to gradually reduce reliance on direct credit 
control in favor of indirect instruments of monetary control. 

The Government's fiscal strategy has been geared toward generating 
additional savings, reinforcing the incentive framework through tax reform, and 
contributing to the rehabilitation and expansion of the productive capacity of the * 
economy. On the revenue side, the main focus was on continuation of the 
rationalization of the tax and tariff structures and a broadening of the tax base. 
The monitoring and control of the financial operations of the central government 
were also enhanced, and the structure of public spending improved, 

2. Democratic Reforms and Improved Governance 

Madagascar's command economy and socialist policies reflected the 
ideological orientation of authoritarian, single-party rule under a strong president 
and highly centralized political system during the Second Republic from 1975- 
1991. The single-party state was characterized by a highly controlled media, 
circumscribed human and political rights, an authoritarian president, few 
independent associations and a patronage system that controlled most 
economic opportunity and rewards. 

Political liberalization in Madagascar began slowly in the late 1980s. The 
1989 presidential election was contested by four political parties and the ruling 
party, headed by President Didier Ratsiraka, received 63 percent of the vote. 
Many believe that the ruling party machinery effectively controlled the outcome 
of the election. 

Following the political liberalization winds that were blowing across the 
socialist world, Ratsiraka -- secure with his election to a third seven-year term 
as president -- took steps to further open up political competition in early 1990. 
A new decree officially legalized political parties and political groups in early 
1990 which brought about a flurry of new groups. On May 1, 1991, the 
opposition parties held their first public outdoor rally. Political rallies in 
Antananarivo grew in size, joined by large numbers of civil servants who 
instituted a six-month long strike that effectively crippled the government. The 
demonstrations and strikes calling for the immediate resignation of Ratsiraka 
and a new, more democratic constitution, were the result of widespread 
frustration after 15 years of corrupt government, a declining economy and 
standard of living, and lack of most political freedoms. 

The demonstrations and strikes of 1991 brought the Second Republic to  
a close and accelerated the political liberalization process. The six month long, 
mainly urban protest movement culminated on October 31, 1991 in the signing 
of the Panorama Convention, an agreement between key political entities in the 
country that suspended the institutions of the Second Republic of President 
Ratsiraka, replacing them with "Transitional Government Institutions." 
Ratsiraka remained nominal head-of-state, with primarily ceremonial powers. 
The transitional institutions created under the Panorama Convention are to be in 



place for no longer than 18 months (until April 1993). The principal aims of the 
transition are to provide a new Constitution approved in a popular referendum 
on August 19, 1992, and legislative/presidential elections leading to a new, 
democratic Third Republic. The presidential and parliamentary elections are to 
follow the constitutional referendum. 

The Transitional Government under Prime Minister Razanamasy has 
shown clear commitment to  democratic reform and better governance, despite 
its inexperience and intense competition among the diverse and divided political 
factions -- each represented in the 36 Ministries created from the 2 4  previously 
existing Ministries. It has worked to advance the precepts of democracy, rule 
of law, respect for human rights, and open political debate. At the same time 
though, the Transitional Government sees its mandate as limited and therefore 
has been hesitant to make tough policy decisions or negotiate continued 
structural adjustment measures. 

The press has enjoyed uncensored freedom since 1990 and represents a 
variety of political views with verve and vigor. There are five major newspapers 
and several news magazines. 

People now freely associate. Since March 1990, the Malagasy have 
embraced the right to create and join political parties. More than 60 political 
parties are legally registered, although no more than a dozen have a significant 
national following. The business community has a number of professional 
associations, and several of these groups became actively engaged in the 
political.process during the past year. The business groups are also becoming 
advocates for their own interests. The traditional Malagasy concept of 
"Fihavanana" or community spirit plays a major role in the lives of farmers who 
enjoy the right to participate in cooperatives outside of the local government 
structure. Labor organizations in the western tradition have not been a major 
political or social force. Instead, during the height of last year's protests, strike 
committees emerged in the public sector (Ministries and other public offices), 
and brought the Government nearly to a standstill during the six-month-long 
strike. 

Religious organizations play a prominent role in Malagasy society, 
embracing traditional western churches (most notably the Christian Council of 
Churches) as well as Islam and Judaism. The church played a major mediating 
role to bring together all sides for negotiations which led to  the Panorama 
Convention. The Christian Council of Churches also organized and chaired the 
National Forum in March 1992. 

Also, since the late 19801s, a number of human rights organizations have 
been created in Madagascar. A leading human rights organization encountered 
initial difficulties in attempting to register with the Government of the Second 
Republic, the new transitional Minister of Interior has allowed for quick 
legalization, and by early January 1992, six human rights groups have been 
registered as recognized associations. 



Human rights are reasonably well respected. There is traditional respect 
for human life at all levels of Malagasy society. Political and extra-judicial 
killings, as well as disappearances, do not occur here. Allegations of abuse of 
power by the state and its agents were frequently made during the period 
1 975-1 989. However, the 19901s have been notable for the absence of these 
types of allegations. 

The new constitution, developed by a broad range of Malagasy interests 
at the National Forum, is significantly different than the current constitution. It 
allows for a full multi-party political system, a strengthened legislature to both 
represent a broader spectrum of Malagasy society and serve as a balance to the 
President, an independent judiciary separate from the executive branch, 
decentralized authority to the regions, and a weakened President with a Prime 
Minister as head of government. Appropriate checks and balances are therefore 
part of the new constitution. However, nascent or non-existent democratic 
institutions envisioned in the new constitution and new patterns of pluralistic 
participation will take time to develop. 

With the constitution approved, subsequent planned free and fair 
elections, whereby a wide range of interests and parties vie for support, will be 
the next watershed event in Madagascar. Similar to the presidential elections in 
Zambia, free elections in Madagascar will provide the new regime the domestic 
and international legitimacy it needs to stabilize the country and carry out 
necessary continued political and economic reforms. 

Related to the democracy transition, improved governance has taken on 
increased importance. Transparency, accountability and government 
effectiveness have assumed center stage in the national debate, giving rise to 
renewed allegations of widespread corruption during the Second Republic. The 
transition process and the new regime will inevitably be shaped by strongly 
entrenched perceptions that, during the Second Republic, corruption was 
widespread among the leaders and was neither investigated nor prosecuted by 
those in authority. While there is as yet no substantiated evidence of such 
abuse on the part of the Transitional Government, the press has become much 
more vigilant and willing to report on allegations of corruption, as witnessed by 
the public clamor which arose following interference by the transitional High 
Authority of State in a tender offer by the state oil company SOLIMA. Donors 
have pressed the need for greater transparency and accountability in recent 
meetings and consultations with the Government. 

Public administration has been generally weak and ineffectual, reflecting 
overstaffing, underemployment and low salaries (real income decreased by 42% 
between 1980 and 1988 for public servants). During the transition, public 
administration and the civil service are hobbled by the transitional nature of the 
government and competing political interests. Any new regime will find the 
public administration with the same problems, although the more open, 
participative atmosphere should provide the environment for an improvement in 
the rapport between the civil service and the population. Clearly, an effective 
and efficient government responding to the needs of the population is a long- 
term objective. 



While difficulties and uncertainties remain, most Malagasy believe that 
democratic change is inevitable. The Malagasy are building consensus in their 
own way and are setting their own timetable for change. With the enactment 
of the new constitution, the Malagasy people will have increased their right to 
demand public accountability from their elected leaders at both the national and 
local levels. A wide range of new business, farmer, human rights, advocacy, 
professional and other groups are forming the heart of a vibrant civil society. 

The next year will be key for the political liberalization process. A new 
constitution and the conduct of free and fair elections will substantially propel 
the democratization process, clearly legitimize a new regime, create 
opportunities for greater participation at all levels and provide a more conducive 
environment for long-term broad-based economic growth. While this process 
could be derailed or significantly delayed, as in other countries undergoing 
similar changes, the continued demand for political liberalization and increased 
pluralism in Malagasy society appears irreversible. 

C. Development Dynamics and Challenges 

Madagascar is at a historic turning point, as it moves from a dirigist, inward- 
looking, mercantilist economy under one party, socialist rule toward an outward 
looking, market-led, private-sector driven economy under a pluralist, more 
decentralized, democratic Third Republic. It faces a critical choice: it can 
reinforce the policy directions it adopted in the late eighties and follow a 
promising growth path or it can revert to the policies of the past and witness 
further impoverishment of its people and the depletion of its natural resources. 

Madagascar is ill prepared for this transition in terms of public administrative 
capacity, physical infrastructure, social services, financial services, transport, 
technology, human resources, and social organization. Madagascar is an 
agriculturally based economy characterized by subsistence farming, regional 
isolation, market inefficiencies and threatened by depleted soils and forests. 
Production is not intensive, especially for the majority of small holders, and only 
one half of farm output is sold. The lack of transportation and communication 
systems and the absence of enforced and predictable rules governing market 
transactions perpetuate fragmentation, impede normal links between sectors 
and regions, interrupt multiplier effects, inhibit competition, and reduce 
profitability of expanded economic activity. 

Madagascar is a rice-based economy. Rice is by far the most important crop 
in Madagascar in terms of area planted and value of production. Rice is the 
major staple throughout most of the country. The price of rice is a politically 
sensitive issue. 

The combination of rapid population increases and poor agricultural resource 
management practices has led to a growing body of landless poor for whom no 
other viable economic options exist at present other than slash and burn further 
up the slope, charcoal making, migration to urban areas, and crime (See Verin, 
Socio-Economic Factors in Economic Develooment in Madaaascar, 1992). 



The structural reforms in the late 1980s demonstrated that they can create 
the conditions for economic growth. In attempting to reestablish and increase 
the rate of growth in the 1990s and sustain it over the long term, Madagascar 
will confront many challenges. USAIDIMadagascar's assessment is that seven 
challenges stand out as the crucial ones which must be addressed by public 
policy makers, private businesses and individual households. The seven 
challenges are described in this section. 

1. Demographic Pressure 

Madagascar currently has a population growth rate of 3.2 percent, with 
both a high total fertility rate (6.5) and a high infant mortality rate (125). The 
population growth rate, if it holds constant, would result in a doubling of the 
nation's 12 million inhabitants (1990) by the year 2012. 

The crude birth rate (CBR) is estimated to be 45.6, and the crude death 
rate (CDR) is 15.5. It appears as if the total fertility has increased slightly since 
1975. Life expectancy is thought to be 51 years, and there is evidence of a 
slight decline since 1980. 

Madagascar has a youthful population, with 46 percent under the age of 
15, and only three percent over age 65. The ratio of the population in the 
dependent age groups to the potentially economically active population is .96, 
implying a virtual one-to-one correspondence between potential wage earners 
and dependents. Current estimates of contraceptive prevalence are low, with 
only one percent of women at risk of pregnancy using a family planning 
method. 

Population growth and other factors have already placed an unacceptable 
demand on strained social services. The need for health services is expanding 
rapidly. At current growth rates, the number of mothers and children requiring 
health care will increase from a current level of 4.6 million to 12.6 million in 
2015 and primary schools will need to accommodate a 60 percent increase in 
the number of children reaching age 6 by 2000. 

The impacts of population growth on the environment and the labor 
market are discussed below. 

2. Environmental Degradation 

Madagascar's natural resource base, upon which the vast majority of 
Malagasy depend directly, is seriously threatened. The scale and intensity of 
deforestation, loss of biological diversity, soil erosion and associated declines in 
overall land productivity are unparalleled. The Madaoascar Agriculture Sector 
Assessment documents the following examples: 



Deforestation: Eighty percent of Madagascar's forest cover 
has been destroyed, half of it over the last forty years. I f  
current trends continue almost all of the country's remaining 
forests will be degraded or destroyed within the next 20-40 
years, with consequent loss of biodiversity, watershed 
protection, soil stability and forest products (with an 
estimated annual net worth of $250 million). The principal 
cause of deforestation in Madagascar is slash-and-burn 
(tavy) agriculture. 

Biodiversity Loss: Because of its high levels of biodiversity 
and endemism, Madagascar has been termed "the single 
highest major conservation priority in the worldn, with an 
estimated 75% of its identified species being found nowhere 
else. Unfortunately, this biodiversity is becoming 
increasingly diminished and fragmented as habitats degrade 
and disappear, with unknown economic costs. 

Soil erosion: Average soil loss for the whole of Madagascar 
(which has generally poor soils) has been estimated at 25 
tonslhalyr. In contrast, maximum sustainable soil loss on 
good soils is 11 tonslhalyr. The resulting economic losses 
due to destruction of irrigation, road and other infrastructure 
and siltation of hydroelectric dams and port facilities are 
enormous. 

Brush Fires: Deliberate burning is the proximate cause of 
many of the problems cited above, as well as leading to 
decreased soil fertility and potential permanent land loss for 
agricultural or forestry uses. An estimated 3-5 million 
hectares are burned each year. 

This alarming advance of environmental degradation is being pushed by 
the combination of population growth and the lack of economic growth that are 
increasing demands on the natural resource base. Over 80 percent of Malagasy 
depend on agriculture for their primary means of livelihood. Farmers and 
pastoralists continue to rely on land-extensive production practices which 
destroy vegetative cover and exacerbate soil erosion. Government 
administrators have applied policies and regulations which distort incentives 
towards over-exploitation rather than in favor of conservation of valuable 
resources. Development projects are often approved without due attention to  
their potential negative impacts on the environment. Even when appropriate 
policies and procedures exist, the Government frequently lacks the resources 
and institutional capacity to  apply them. Private sector and NGO service 
capacity in the natural resources sector is poorly developed. 

The negative impact of environmental degradation on the economy is 
very high. The economic cost of decreased agricultural productivity due to soil 
loss and fertility decline, loss of productive forests, damage to infrastructure 
because of soil erosion, and the costs of infrastructure maintenance and 



redesign is estimated to equal between 5 and 15 percent of Madagascar's GNP 
annually (Madaaascar: Plan d1Action Environnemental, 1988). Some attempts 
to institute sustainable management of the renewable resource base have been 
made, but not on a significant scale.. A more broadly based effort is needed to 
protect natural resources and at  the same time foster ecologically and 
economicaliy sustainable development. 

3. Generating Jobs 

Rapid labor force growth is a natural consequence of rapid population 
growth. The labor force participation rate is not known with any degree of 
accuracy. The rural labor force remains predominant and supplies about 75% 
of labor force entrants each year. However, this predominance is not 
characteristic in wage employment where urban growth predominates. 

Every year, more and more entrants come to the labor market, while 
currently there is not adequate demand to absorb them. The problems of 
unemployment and underemployment are among the most serious problems 
facing Madagascar. In the labor market, an imbalance between supply and 
demand exists. In mid-1980s, the estimation of annual job demand growth was 
about 150,000 . 

The labor force grew by 2.7 percent between 1980 and 1985, and 2.9 
percent between 1985 and 1990. It is expected to rise by 3.2 percent annually 
for the next five years. Much of the labor force growth is absorbed into low 
productivity jobs in agriculture and the informal sector. Approximately 184,000 
jobs should be created annually between 1990 and 1995, and 237,000 jobs 
between 1995 and 2000. On average, the annual arrival to the labor market 
will be 205,000 jobseekers for this decade. Although rural population 
represents the largest component of the labor force, urban labor force is 
growing more rapidly than rural, accounting for 25 percent of labor force 
growth. 

The ratio of modern sector wage employment to total labor force is 
displayed in Figure 11.3. It shows the inability of the modern sector to keep 
pace with labor force growth during the early period of structural adjustment. 
The upturn in 1990 was encouraging. Modern sector wage employment growth 
can come about only with an investment climate that encourages domestic and 
foreign investors to enter the Malagasy market. 

Investors in Madagascar are generally satisfied with the quality of 
workers, both men and women, hired for production jobs. However, technical, 
and especially managerial skills, are in short supply. Professional workers, who 
gained their business experience during the socialist period don't have the mid- 
and senior-level managerial experience that investors need to keep their 
factories running efficiently. Public and private spending on skills upgrading will 
be needed to increase the pool of managers. 



Figure 11.3 

A longer-term and very serious threat to the quality of the labor force is 
the declining quality of the education system. The adult literacy rate is high (67 
percent). Reported figures for primary school enrollment rates are very high (97 
percent overall, and 95 percent for females). These rates are threatened by the 
deterioration of the education system. Budgetary allocations are inadequate to 
provide textbooks and supplies and to pay teachers' salaries. Schools are 
closing, especially in rural ereas, because of a lack of teachers and supplies. If 
the quality of labor market entrants declines, Madagascar will lose its appeal as 
a low-wage but skilled labor force. 

Wage Employment & Labor Force 

4. Financing Growth 
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Gross Domestic Saving as a percentage of GDP was 11 percent in 1989 
in Madagascar, Figure 11.4. The comparable figure for low-income countries 
(excluding China and India) was 18 percent. Clearly, one reason for low 
savings rate is the low income level of households. The average savings rate 
can be expected to increase in the future if per capita income rises. A second 
factor for the low savings rate is the state of the financial sector. Until 
recently, the public sector played a preponderant role in mobilizing domestic and 
foreign resources and in allocating them to investment projects. As the private 
sector's role in the economy increases, the financial system will have to assume 
a greater role in mobilization and allocation of resources and in ensuring 
efficiency in investment. 

I\ 

A 

I I . 

Institutions in the 1990s will need to mobilize small-scale savings. 
Recent evidence indicates increased monetization of the rural sector in response 
to liberalization of the economy. Madagascar lacks an effective large-scale 
grassroots savings system that can capture the considerable savings potential 
of the rural and informal sectors. 
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YEAR 



Figure 11.4 
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The major source of public savings is the surplus in the current operations 
of the central government, estimated at about 2.2 percent of GDP in 1989 and 
4.5 percent in 1990. Public enterprise reform also contributes to public sector 
savings directly through reducing transfers from the central government and 
indirectly through improving the economic performance of the sector as a 
whole; .Increases in public revenue will depend on reform of the taxation 
system. Expenditures must be kept in line with revenues. 

Resources mobilized from domestic sources will not be adequate to 
finance required investments during and beyond the CPSP period. Gross 
domestic investment is below the low income country average of 17.5 percent 
and below the level necessary to create jobs for entrants into the labor force. 
Foreign aid will contribute to closing the savingstinvestment gap in the public 
sector. The source of funds to close the private sector savingstinvestment gap 
must be foreign savings. Commercial banks are unlikely to resume lending on a 
significant scale in sub-Saharan Africa in the near term. Foreign direct 
investment (including the repatriation of capital held abroad by Malagasy) is left 
as the only major potential source of investment financing. Domestic savings, 
foreign aid and foreign direct investment, taken together, comprise the 
resources that will be available for investment. Public authorities will indirectly 
determine the level of foreign direct investment by their selection of 
macroeconomic policies, their administration of the legal, regulatory and judicial 
system and the efficiency of public investment. Foreign direct investment in 
Madagascar was $7 million in 1989 and $1 4 million in 1990. Planning levels 
called for $28 million in 1991 but the actual figure will be well below that due 
to the political disruptions. To achieve a one percentage point increase in the 
InvestmentIGDP ratio requires $20 million in investment. For Madagascar to 
achieve the low-income country average ratio of 18 percent requires an 
additional annual flow on the order of $140 million, or fourteen times greater 
than the level of foreign direct investment that was achieved in 1990. 



5. Reducing Market Failures 

Markets fail because there are inadequate numbers of buyers or sellers, or 
because of a lack of information, or because transactions costs are too high. 
All these causes of market failure are found in Madagascar. As a result, market 
linkages are weak. Market links are the transmission mechanisms by which 
income growth in one area or sector raises incomes in other areas or sectors. 
Successful income generating activities will remain "enclaves" unless market 
failures are reduced so that a network of market linkages can emerge. (Regional 
isolation is exhaustively detailed in UNDP, Rbaions et Dbve lo~~ernen~,  7 vols, 
1991. Market failures are documented in J.E. Austin associates, 1991 ; Berg, 
1990; CERDI, 1990; Kristjanson, et al., 1991; Pryor, 1990; see Annex 7 for 
bibliography .) 

Much of the Malagasy economy is operating below capacity because 
markets are fragmented. The poor state of two sets of infrastructure are the 
cause of the fragmentation: physical infrastructure and institutional 
infrastructure. 

Market fragmentation exist in four spheres; interregional, intersectoral, 
rural-urban, and Madagascar with the rest of the world. 

Interregional fragmentation has divided zones of high economic potential 
into low-income enclaves barely able to get above subsistence agriculture. 
Transportation and communication among these zones are difficult -- in some 
cases impossible. Several examples give a sense of this isolation. 

Lac Alaotra region. Located northwest of Tamatave, Lac 
Alaotra is a major rice producing area. The road linking the 
zone to the Antananarivo-Tamatave road is 65 miles long. 
Travel time to reach the main road during the dry season is 
10-1 5 hours. The road is not passable during the rainy 
season. Farmgate rice prices are forty percent lower in Lac 
Alaotra than in the other major rice surplus producing area -- 
Marovoay. 

East Coast region. This region produces most of the 
traditional agricultural exports: coffee, cloves, and pepper. 
Transportation costs are high throughout the region. One 
study found that each ten kilometer distance from a market 
reduced the producer price of coffee by 20-25 percent 
(Kristjanson, et al., The Rural Marketina Svstem in 
Madaaascar, 1991 ). In the same region, the completion of a 
rural feeder road led to a doubling in the number of coffee 
collectors visiting a village (Bernier, et al., Production and 
Marketina of Exoort Croos in Madaaascar: Survev Results, 
1991 ). 



Mahajanga region. Mahajanga is a major west coast port 
city. Telephone communication between Mahajanga and 
Antananarivo is unreliable. Business information is 
transmitted via taxi-brousse. Round-trip information flow 
takes four days. Businesses located in Mahajanga do not 
have access to market information on a par with their 
competitors in the capital city. 

Intersectoral fragmentation is perpetuated by the inadequate legal, 
regulatory and judicial infrastructure. Contract enforcement and adjudication 
are so weak in Madagascar that firms exhibit a preference for their traditional 
foreign suppliers over new Malagasy sources. High transaction costs for 
contract enforcement lead firms to ptovide their own ancillary services 
(transportation, customs clearance, etc.). Potential economies of scale in the 
provision of services are lost and firms unable to self-finance ancillary services 
have fewer suppliers to choose from. 

Madagascar's isolation from the rest of the world stems from deliberate 
government policy during the socialist period. Trade links were cut to 
accelerate import-substitution investments. As the economy has opened, 
Malagasy businesses have had to learn how to operate in world markets. 
Knowledge of prices, costs, quality standards, and financing options must be 
researched. A small number of trading companies which survived the socialist 
period maintain control over much of the importlexport trade. Poor and costly 
communications systems and limitations on hard currency access for business 
travel perpetuate the dominance of these firms. 

Fragmented markets create and perpetuate monopolies and cartels in a 
full range of businesses; from paddy rice collectors to commercial banking. 
Private monopolies have replaced abolished public monopolies. Analysts in 
Madagascar are agreed that these monopolies can be reduced by improving the 
transportation, communication, legal and financial systems. 

6. Exploiting Regional Comparative Advantage in Agriculture 

Madagascar contains a half-dozen agro-climatic zones within which the 
process of income growth could begin. The deterioration of infrastructure and 
the suppression of market activities during the socialist period drove these 
zones into conditions of autarky and virtual subsistence agriculture. Agriculture 
in these zones was cut off from technological advance for fifteen years. 
Technology and production practices in the rural economy are predominantly 
traditional; low labor productivity, low levels of capital and intermediate inputs, 
resulting in low yields and deteriorating product quality. Despite this legacy, 
some of these zones have begun to respond positively to market liberalization. 
The following thumbnail sketches of these zones give a sense of their diversity 
and potential (Estimates of the economic profitability of agricultural commodities 
in the zones is presented in AIRD, Regional S~ecialization and Agriculture 
Growth in Madaaascar, 2 Vols, 1992, the zones are fully described in UNDP, 
1991). (Map 2.) 



NORTH. The North is a region of considerable agricultural potential owing to a 
combination of rich soils and favorable micro-climates. On the other hand, it is 
largely isolated from the rest of the country by the very poor condition of the 
roads that extend to the south. Only 10 percent of the truck traffic moves 
outside the province of Antsiranana. Travel time to  the capital is three days 
during the dry season. In addition, much of the potentially productive area of 
the region is badly served by local roads. Antsiranana has an excellent deep 
water port, which links it with other Madagascar ports via coastal trade. Roads 
from the port city are poor, reducing the importance of this port. 

The population of the region is somewhat in excess of 400,000 
inhabitants, with an average population of 21 inhabitants per square kilometer. 
Immigration from other areas of the country is relatively important because of 
the availability of land and because of the demand for workers by the state- 
owned sugar plantation and various privately-owned agricultural enterprises. 

Half of the area under cultivation is devoted to rice. Yields range from 
less than one ton per hectare for upland rainfed rice to 2.5 tons per hectare for 
irrigated rice. Livestock is a relatively widespread activity. Groundnuts and 
maize are produced; the maize primarily for poultry feed. Vegetables are 
produced for local markets. The region produces a variety of industrial crops 
(sugar, cotton, tobacco and cashews) as well as export crops (coffee, cocoa, 
vanilla, peppers and essential oils). 

NORTHEAST. This area is roughly bounded by the towns of Vohemar, Andapa 
and the Masoala peninsula. The zone contains several subzones. To the north, 
the climate is relatively dry and traditional livestock raising is widespread. 
Plantation culture is common in the moister central area. This area is known as 
the Vanilla Triangle -- 90 percent of total vanilla production occurs in this area. 
A fertile valley along the western side of the Vanilla Triangle supports the 
region's rice production. Finally, at the southern end is the Masoala Peninsula; 
a relatively unpopulated rainforest. 

The population of the Northeast is 680,000. Population density is 30  
persons per square kilometer. 

Half of the cultivated area is devoted to food crops, primarily rice. Rice 
yields are from one to 2.5 tons per hectare, depending on type of production. 
Manioc, maize and sweet potatoes are grown as supplementary food crops. 
Cash crops include vanilla, coffee, cloves, pepper, cocoa and essential oils. 
Madagascar has a strong comparative advantage in the production of vanilla, 
but is in the process of losing its market share because of inappropriate 
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taxlpricing policies. Industrial crops produced in the Northeast include 
groundnuts, tobacco, copra, sugar and palm oil. 

This zone is even more isolated than the northern zone. Road travel to 
the south of Madagascar must first travel to the Northern zone and then 
confront the poor conditions described above. Much of the zone is cut off from 
Antsiranana, the regional capital, during the rainy season. 

NORTHWEST. The Northwest is a large basin centered on the two bays of 
Bombetoka and Mahajamba. Four ecological areas with different economic 
activities are arranged concentrically around the basin center; mangroves - 
fishing; plateau - livestock pastures, cashews; plains and swamps - rice; 
baiboho (flatlands along the rivers) - rice, cotton, tobacco, tomato, groundnuts. 
Mahajanga is the only sea port, cargo loading platforms are located in several 
towns along the rivers. The population of the northwest is 730,000, and 
average density is 13.8 people per square kilometer. The rice growing area 
around Marovoay has a population density in excess of 20. Marovoay produces 
two rice crops per year. Under conditions of well-controlled irrigation, yields of 
4.5 tons per hectare are achieved. Average yields are around 2.3 tons per 
hectare. Mahajanga is one of the oldest trading centers in Madagascar and has 
a long-established system of physical and commercial infrastructure that has 
helped maintain its importance in trade. The level of in-migration, not only from 
other regions of Madagascar, but also from the Middle East and South Asia, has 
stimulated an increasing diversity of goods in the market. 

THE HIGHLANDS. The Highlands form the central spine of the island. They are 
home to three of Madagascar's seven major cities, including the capital city. 
The region averages 1425 meters above sea level, although the terrain is highly 
uneven. The northern highlands has a more developed transportation 
infrastructure than most regions. Five national roads converge on Antananarivo. 
Antananarivo has a rail link with the port city of Tamatave. There are more 
than 3.7 million inhabitants of the Highlands, more than 107 inhabitants per 
square kilometer. Migration flows out of the Highlands as people search for 
unclaimed land. Rice is the principal crop on the hillsides. Maize, roots and 
tubers, and potatoes are also grown. There is an increasing number of small- 
scale garden vegetable and fruit crops, such as onions, tomatoes, pineapple and 
peaches, which are being developed for the market in Antananarivo. Table and 
wine grapes are produced in the Fianarantsoa region. 

THE MIDWEST. The Midwest region encompasses the area to the west of the 
highlands, along the center of the island. The topology is characterized by small 
hills and valleys and larger stretches of plains. The hilltops and plains are 
largely used for pasture and have little tree cover. Rice is grown on terraced 
hillsides and in the valley bottomlands. The volcanic soils of the eastern portion 
are especially well suited for the cultivation of garden vegetable crops. The 
area's population is 81 7,000. Average population density is 15.2 people per 
square kilometer, although the variance from east to west and north to south is 
significant. Most of the agricultural production is for home consumption. The 
marketing of agricultural products has been severely restricted by the difficulties 
in transportation. 



The primary crop in the Midwest is rice, followed by maize and manioc. 
However, most of the land is devoted to livestock production. Since 
liberalization, Arabica coffee and vegetable crops are being developed for 
market sale. A market for vegetables is developing to supply urban markets in 
the highlands. In particular, tomatoes, potatoes, carrots and onions are being 
grown. 

THE EAST COAST. The East Coast zone extends from the town of 
Maroantsetra in the north to Farafangana in the south. The zone can be divided 
into four distinct subzones that run roughly parallel to the coastline, lowland and 
swamps areas, alluvial plains, low hills and finally the high hills which form the 
base of the central plateau. The East Coast is connected to the highlands by 
two national roads and two railroads (one of each in the northern portion and in 
the southern portion of the East Coast). The Canal des Pangalanes was 
recently rehabilitated and is navigable from Tamatave to Mananjary. The 
country's major port, Tamatave, is in this zone, as well as secondary ports at 
Manakara and Mananjary. The East Coast is much more densely populated than 
is Madagascar on the average, with densities in some rural areas exceeding 100 
persons per square kilometer. 

Rice is the principal food staple and dominant crop. Coffee is the major 
cash crop, but a variety of fruits and spices are also grown for cash. Bananas, 
lychees, mangoes and citrus fruits have been exported from the zone. 
Agricultural practices have traditionally relied on tavy. The zone includes the 
major source of commercial rice production, Lac Alaotra. 

Other zones do not have short-term prospects for significant income 
growth. The West, South and Southwest have very low population densities, 
the most acute infrastructure deficiencies, and serious problems of lawlessness 
(in the west) which discourage in-migration. 

The analysis done by AlRD of comparative costs and incentives in 
agriculture presents a broad pattern of regional comparative advantage. It 
suggests that the coastal areas have a strong advantage in production of cash 
crops for export, whereas the Highlands and the Midwest should concentrate on 
production for the domestic market. 

Among the crops that can be profitably exported from the coastal regions 
are coffee, vanilla, cloves, cocoa, cotton, groundnuts, cashews, manioc, 
pepper, butter beans and groundnut oil. Among the agricultural products 
produced in the Highlands or the Midwest, only potatoes, pork and Arabica 
coffee appear to have a potential comparative advantage for export. On the 
other hand, the list of products that can profitably be substitutes for imports 
includes rice, maize, potatoes, wheat, triticale, barley, milk, Arabica coffee, pork 
and tomato paste. 

The analysis did not include a number of agricultural activities that would 
appear to be profitable, but for which data is not available; dried beans, tropical 
fruits, temperate fruits, fresh and frozen vegetables, foie gras, tobacco, sugar, 
coconut, oil palm and poultry. 



Madagascar's decisionmakers must recognize and exploit the 
opportunities available for increasing rural incomes by taking advantage of each 
region's comparative advantage. The market liberalization that has begun to 
produce positive impacts in the regions must be followed up by infrastructure 
investments, agricultural research, advice and assistance to exporters and to 
local business associations. 

7. Unleashing the Private Sector 

The private sector that is emerging under market liberalization is a key to 
Madagascar's growth prospects. Most private sector activity remains centered 
around labor-intensive, family-owned operations characterized by low 
productivity. (See J.E. Austin Associates, Mad-: MAPS for a fuller 
description of the private sector.) Small firms dominate the private sector and 
the economy in general. Of the approximately 30,500 registered and active 
firms in 1987, only six percent employ more than 10 people. 

The modern private sector employs only five percent of the total work 
force; it provides employment for 70 percent of the workers in the modern 
sector. Of those employed in the modern private sector, nearly 24 percent are 
involved in industrib1 activities. 

In general, small private firms in Madagascar tend to sell their products 
directly to consumers or to other small firms. Large firms appear to buy 
overwhelmingly from other large Malagasy firms or from overseas suppliers. 
Agribusinesses are the exception to this trend, often buying from small farmers 
and operators. 

Malagasy investors own about 90 percent of all registered firms. These 
firms tend to be small; 94 percent of Malagasy-owned enterprises employ fewer 
than 10 persons. 57 percent of firms employing under five people are women- 
owned. By contrast, the average foreign-owned firm employs about 140 
persons. 

Most enterprises are located around Antananarivo, and over 50 percent of 
the formal wage earners reside in and around the capital. A number of export- 
oriented businesses are located in the costal areas, especially in and near the 
port of Tamatave. 

In 1991 (at the time of the MAPS survey) the majority of private 
entrepreneurs in Madagascar believed the business climate had improved 
significantly. Capacity utilization had been increasing steadily over the last 
three years; increasing from 56 percent in 1988 to 65 percent in the first half of 
1991. Malagasy entrepreneurs appear to be taking advantage of new 
opportunities and are moving into new areas of business. Small firms, 
especially, have experienced high growth in the areas of agribusiness, 
fisheries/aquaculture, mining of non-traditional minerals, and garments. 
Overall, however, the private sector response is still tentative. Surveyed firms 
assert that government tax policies and regulations, the legal system, poor 



transport and communications systems and finance are constraints to private 
sector expansion. 

The speed and scope of the private sector's response to opportunities will 
be determined by how these bottlenecks are addressed. While private sector 
organizations are increasingly advocating, modernization and simplification of 
regulatory systems and increased budgetary allocations to  infrastructure, public 
sector decisions will decide whether the bottlenecks can be eliminated. 

Madagascar has a vibrant group of business associations that offer a 
channel to assist and inform the business community and to  motivate and 
institutionalize economic reforms. More than a dozen business associations are 
actively representing private sector interest. Government of Madagascar 
collaboration with such associations in the design and implementation of public 
policy must take place for private enterprises to  realize their potential. 

D. Prospects 

1. Madagascar's Growth Potential 

Gross Domestic Product per capita increased in 1988, 1989 and 1990. 
Although the annual increases were modest, this was the first instance of three 
consecutive years of per capita growth since the 1960s. The income growth 
was all the more impressive as it coincided with a continuing decline in the 
countryYs terms of trade. Sound macroeconomic policies were in place and the 
economy was moving beyond stabilization. 

The political disruptions of 1991, including six months of government 
paralysis, broke the fragile growth trend. Real GDP fell by 3.8 percent. The 
Government's fiscal position suffered a serious deterioration. The tax 
revenuelGDP ratio fell from 9.4 percent to 6.5 percent. The country's balance 
of payments position deteriorated. The fiscal and external imbalances are now 
sufficiently large that the economy must undergo another period of stabilization. 

Assessing Madagascar's medium-term growth prospects is more difficult 
in 1992 than it was in 1990. The underlying factors, resource endowments 
and external market conditions are relatively unchanged. Indications are that all 
major political groupings support the liberal, free-market policies that are being 
pursued in Madagascar, but this must be confirmed by the policies put in place 
by the Government of the Third Republic. 

Longer-term growth prospects are more dependent on the efficient use of 
Madagascar's resource base than the level of external donor support. A six 
percent growth rate can be achieved by the end of the decade. Madagascar 
compares favorably with most other African countries, in competitiveness, 
economic policy, resource endowment and quality of labor force. Its economic 
prospects are, thus, somewhat more favorable than those for sub-Saharan 
Africa as a whole. A growth rate of six percent would permit both gradual but 



steady increase in per capita private consumption and an improvement in 
domestic savings performance. 

Some sectors have already demonstrated the type of dynamism that 
can induce broad-based growth. Rice production and marketing increased 
significantly when rice pricing and marketing regulations were eliminated. The 
supply response in the industrial sector has been less dramatic but encouraging. 
A noteworthy change in the economy is the increased outward orientation of 
the historically import-substituting industry. The successful macroeconomic 
stabilization and, in particular, the devaluations and liberalization of import and 
export procedures, have stimulated private sector development in the garment, 
knitwear and food processing industries. Private investment increased from a 
trivial amount in 1987 to around six percent of GDP in 1988 and 1989. 

2. GOM Development Strategy 

The Government of Madagascar does not have a document which 
elaborates the country's medium to long-term development strategy. Since the 
mid-1980s the economic philosophy has clearly shifted from central control to a 
market-based system. Policy makers have concentrated on preparing and 
implementing the components of the structural adjustment program described 
above. Despite the lack of a statement of development strategy, some general 
directions of government policy can be discerned from GOM initiatives and 
resource allocation decisions. A new investment code and the establishment of 
a free trade zone encourage an opening of the economy to world factor and 
product markets. The new investment code contains provisions to benefit 
medium-size enterprises based on the number of new jobs created. The 
Government is exploring ways of simplifying the investment approval process. 
Agricultural research is being revived and directed to both food crops and export 
crops after a twenty-year period of neglect. 

Public resources are being redirected away from industrial investments 
and into social overhead capital. Thirty percent of the investment budget is 
allocated to transportation and communications; twelve percent is allocated to 
social projects (education, health and community services). The combined 
share of agriculture, industry, energy and mining has declined from 52 percent 
in 1984 to 43 percent in 1991. 

A clearer picture of the country's development strategy should emerge 
after the installation of the Third Republic. If it extends and strengthens the 
trends of the last five years, the country will have a strategy consistent with its 
resource endowments and current level of development. 

3. External Support 

Donor support to Madagascar increased during the 1980s concomitant 
with the liberalization of the economy. The level of official development 
assistance (ODA) disbursements reached $445 million in 1990, compared to 



8 1 80 million in 1985. France provided the largest level of assistance ($ 160 
million - 36961, followed by the World Bank (14%), the European Community 
(10%), the U.S. (6%), the Swiss (6%) and the African Development Bank (5%). 
Nearly 30% of ODA is provided in the form of balance of payments support. 
The economic sector receiving the largest share is Agriculture, Forest, and 
Fishing at 25%. Transportation is second at 9%. Sectoral distributions are not 
stable from year to year -- the share of Agriculture, Forest and Fishing was 13% 
in 1989. Approximately 60% of ODA is provided as grants; 40% is provided as 
loans. About 20% goes into technical assistance. 

The main donors in our program areas are the World Bank across all 
objectives; the Swiss and the 'UNDP in the environment, and in regional 
development; the FED in commercial agriculture, and infrastructure 
development; UNFPA in family planning. 

Madagascar is a Consultative Group country but the CG has only met 
once, in 1987. Formal coordination has been lacking in the past. This year's 
disruptions in the economy and assistance programs have led to intensified 
donor consultations and effective coordination vis-a-vis the Transition 
Government in the areas of famine relief, environment action plan 
implementation, local currency programming, and structural adjustment. 

The Transition Government has been eager to reactivate assistance flows, 
but, unable to get its economic team organized, was unable to conclude 
negotiations with the IMF and World Bank on the third phase of its Enhanced 
Structural Adjustment Facility (ESAF) before it lapsed, or on a one-year Stand- 
By. This failure coupled with the accumulated donor resources in the pipeline 
(the World Bank alone has $340 million undisbursed) has delayed any major 
new structural adjustment credits or tranches from the World Bank and the 
French. Only the FED has proceeded with a $22 million STABEX program this 
year. 

New donor commitments in support of the Balance of Payments and 
economic reform are not likely to resume until the Third Republic is installed. 
Most donors are concentrating on implementation of existing programs, 
accelerating disbursements, and concluding agreements on technical programs 
suspended last year due to the political disruptions. 

There exists a strong consensus among key donors on the need for much 
closer, sector level coordination to encourage and support the GOM to continue 
to implement reforms and improve the effectiveness of assistance. This coming 
year should see a particularly active donor consultation process centered around 
formulating a macro-economic policy framework, budget reform, and public 
investment plans and priorities as the Government of the Third Republic 
assumes its mandate. A CG meeting would be a natural result of this process. 



E. Implications for U .S. Assistance Strategy 

Sustained income growth in Madagascar will be contemporaneous with a 
transformation of the economy. Three aspects of the transformation stand out. 
First, the economy is now atomistic and fragmented. The lack of adequate 
transport and communications and an inappropriate legal, judicial and regulatory 
framework perpetuate fragmentation. Regional and global economic integration 
is the sine qua non of sustained income growth via income and employment 
multipliers. 

The second critical aspect of structural transformation in Madagascar is the 
shift out of low-technology subsistence agriculture to specialized commercial 
agriculture. Technology and production practices in the rural economy are 
predominantly traditional, i.e. low labor productivity and low levels of capital 
and intermediate inputs. Low on-farm technology produces low yields and 
deteriorating product quality. Improvements in planting techniques, seeds, 
credit and input availability are needed to upgrade production practices. 

The third critical aspect of structural transformation is the shift from an 
inward-looking to an open economy. The capital stock of Madagascar 
accumulated during the years of inward-looking socialism provides a poor base 
for economic growth. The "invest to the hilt program" of the late 1970s 
included a fertilizer plant in Tamatave which has never functioned, a Soviet-built 
flour mill which never opened, a palm oil factory operating at twenty percent of 
capacity, and an automobile factory in Fianarantsoa which produced 90  cars in 
1990 and 4 cars in 1991 at a cost double comparable imported cars. Smaller 
firms in the economy are increasing their outward orientation and are gradually 
converting some of their import-substituting activities to exporting. Serious 
efforts are underway in the garment manufacturing and footwear subsectors. 
The more capital-intensive firms, however, have far less flexibility to  adapt to 
the changing environment, have been slower to adjust and have been requesting 
additional tariff protection. Investments by Malagasy and foreign investors can 
provide the technologies and management skills needed to employ 
Madagascar's resources according to its evolving comparative advantage. 

A successful U.S. assistance program in Madagascar will contribute to this 
transformation, build on and develop the existing strengths of the society and 
economy. This section presents the implications for a US.  assistance strategy 
which have emerged from the assessment of past policies, current trends and 
dynamics, and the challenges.and prospects facing Madagascar. 

A complete transformation of the economy toward private, export-led 
growth is Madagascar's best development option. The urban-based, impon- 
substituting heavy-industry development model pursued in the decade 1975- 
1985 was a failure. As an exporter, low labor costs and relative productivity1 
trainability of the labor force, climate, minerals, fisheries, plants and forest 
products are Madagascar's principal comparative advantages. Its disadvantages 
are stunted market linkages, poor telecommunications and transport connec- 
tions, high cost, unreliability and infrequency of transport, corruption and 



red tape, poor organization, weak decision-making systems and the current 
political uncertainty. 

The impact of international and regional isolation due to lack o f  infrastructure 
and misguided central government economic and investment policies has 
stunted the country's growth and deprived it of sharing in world development 
trends, experiences, and technological progress. Madagascar's isolation from 
development trends and progress places it at a stage akin to Thailand or the 
Philippines 20-30 years ago and Guinea today. This next decade is the critical 
one, if Madagascar is t o  set a course of sustainable, broad-based market-led 
growth. 

Interregional trade at home fueled by commercial agricultural development, 
especially in high potential zones, coupled with increases in export trade provide 
logical stages for economic diversification, private investment, rural 
transformation, and economic growth. 

The transformation of a subsistence, rural economy and inward-looking, 
fragmented market system will require rural income growth (on and off-farm), 
secondary town development, the rehabilitation and extension of infrastructure, 
input supply, and the expansion of small scale enterprises, and stepped up 
investments in labor intensive manufacturing, transportation and services. 

Low rice prices founded on productivity gains in production are essential to 
maintaining the country's labor competitiveness while simultaneously increasing 
real incomes. A competitive rice market is key to a broad-based agriculture 
development and probably to  political stability. 

Poverty reduction and household income gains via employment growth will 
require sound development strategies in both the agricultural, commercial and 
industrial sectors. Previous and continuing rural-urban migration preclude an 
exclusive agricultural focus to  the country's development strategy. Off-farm 
employment is increasingly part of agricultural household survival strategies. 

Inequality is so skewed our aid must be given with explicit attention to its 
impact on poor. Since market outcomes reflect the distribution of assets, our 
assistance needs to  help expand asset ownership among all groups and to 
increase competition. 

Public sector performance and efficiency are extremely weak. There is a 
need to re-orient the public sector from its essential control function to one of 
facilitatorlreferee of private sector development. There is a need to introduce 
more discipline and transparency in public finance. Governance is an obvious 
and necessary theme of the Mission's strategy. 

Limited domestic savings imply that the resources for near-term investment 
will have to  come largely from foreign aid and foreign direct investment. 
Greater private investment will require greater savings mobilization and a more 
efficient banking sector. 



The policy framework for the regulation of business is not conducive to 
sustained broad-based growth. The regulations constraining labor mobility, 
transfer of assets to foreigners, financial restructuring, bankruptcy as well as 
the absence of effective property, contract and tort laws and the ineffective 
judicial system have all curtailed the private sector response to the changing 
economic environment. Madagascar needs to replace the rule of person with 
the rule of law. 

The Mission has concluded that our interventions in the agricultural sector 
require spatial focus so that our program is not spread too thinly around the 
country. Interventions targeted at high potential agricultural regions can help to 
accelerate national economic growth. Linkage models for the Malagasy 
economy show that a policy based on the diversification and commercialization 
of the small-farms will accelerate the development of the entire rural economy, 
increase the size of the domestic market, as well as provide sizable off-farm 
employment opportunities (Dorosh et al., Aaricultural Growth Linkaaes in 
Madaaascar, UNDPANorId Bank, 1991 ). 

Two zones have been chosen as initial high potential target zones. The 
selection was based on a rapid assessment of all six zones' development 
potential. The Mission intends to select a third high potential zone. The third 
zone will be chosen after the opportunity to observe the responses of the first 
two zones to this approach. 

The six zones were evaluated according to the following criteria. 

Develodment Criteria 

zone contains a major city (population of 100,000); 

zone population density of at least 30 persons per square kilometer; 

at least one zone selected is a major rice producer; 

transportation investment requirements are rehabilitation and not new 
design/construction, and a donor is prepared to fund the rehabilitation of 
the principal routes; 

zone has potential for surplus production of a marketable agricultural 
commodity (for domestic market or export); 

zone has a dynamic private sector and a local administration committed to 
development; 

zone offers links to our environmental program; 

Eauitv Criteria 

at least one zone is off the High Plateau; 

b per capita income is below the national average 



U.S. ASSISTANCE STRATEGY 

A. Strategy Development 

In formulating this assistance strategy and program outline, the Mission 
began from the starting point that (1) Madagascar meets the criteria for 
selection as a Bureau focus country and (2) its continued positive performance 
implies a significant level of assistance over the next decade. Moreover, with 
the recent experience of a significant political liberalization and blossoming of 
democratic institutions which have followed the earlier, albeit sometimes 
uneven, movement toward a market economy, we see the potential makings of 
a development success story. Thus, we have crafted a broad program strategy 
which emphasizes economic growth in addition to  the already approved 
strategic areas of environment and family planning. 

At  the same time, we are well aware that the democratic transition process 
is a fragile one and could well falter. Its very fragility is a compelling reason for 
some of our short-term economic and democracy support. Moreover, since we 
will not be implementing the major new elements of our CPSP until late FY 93, 
there will be sufficient time to get an accurate reading on transition progress 
and to make appropriate program adjustments. 

The fact that USAIDIMadagascar is fairly "new" Mission and has an 
established program in only two sectors gives us the freedom to design and 
implement this assistance strategy based on a new set of political and economic 
conditions in the country. The Mission re-opened its program in 1984 after an 
absence of 12 years. At that time, the program was focused on food-aid and 
local currency financing of several small interventions in agriculture. In 1985, 
the Madagascar Agriculture Rehabilitation Support Program (MARS) began, 
consisting of a $1 2.2 million commodity import program and a $2  million 
project component of training and studies to support the mid-term recovery of 
the agriculture sector. This was followed by the Madagascar Agricultural Export 
Liberalization (MAELP) Program in 1988 which provided $28 million in balance 
of payment support for continued policy reform in agricultural market and price 
liberalization. 

Both MARS and MAELP helped to  increase foreign exchange allocations for 
imports of key agricultural and rural transportation inputs required for the reha- 
bilitation effort, and financed the development of better information systems 
and analyses, leading toward improved policy determination and selection of 
project priorities. They helped to "open the door" for the Mission in the 
productive sector, and to set up working relationships with the government for 
examining targets for further assistance. We are at the stage where the first 
generation of assistance programs has ended. We can now launch a more 
focused program of assistance capitalizing on increased knowledge of 
development constraints and opportunities, as well as applying valuable lessons 
learned on the design and management of broad sector support cash transfers, 
CIPs, and local currency management. 



Because Madagascar is a complex assistance milieu for any external donor, 
we developed our CPSP using a comprehensive and participatory process which 
made use of a broad set of internal and external resources, identified a set of 
strategic objective and target intervention selection criteria, and. a have laid out 
a group of critical strategy development and implementation assumptions. 
These appear in the following sections. 

1. Process 

Beginning last January, the Mission followed a wide-ranging participatory 
process (Annex 1) designed to  produce not only a solid strategic product, but 
one which had full Mission ownership. A 19-person multi-disciplinary core team 
of DH and FSN staff, including Embassy and USIS personnel, participated in 
data analysis and deliberation. All sessions were open to all DH and FSN staff. 

Internal and outside resources were used to complement and provide 
additional inputs and for further vetting throughout the process. Non-Mission 
contacts were from the World Bank, AID/W, AFRIARTS, AFRIONI, REDSOIESA, 
RHUDO, local private sector, France, U.S. and the Government of Madagascar. 
A four-person steering group, composed of the Director, Deputy Director, 
Program Economist and Agricultural Development Officer, guided the process, 
producing consolidated outputs for discussion at each stage based on group 
input. 

The Whither Madaaascar? document (started last November) was 
developed in iterative fashion to provide a common statistical and analytical 
framework for Mission staff. Mission management also insisted that the entire 
CPSP team be conversant on AID'S program planning techniques and 
vocabulary. This was followed by a Management Systems International (MSI) 
consultancy in May to develop preliminary indicators for both the CPSP and our 
initial API this fall. 

Throughout February, the Mission went through a series of brainstorming 
sessions to further our knowledge of specific sectors and to identify potential 
areas for AID intervention. Brainstorming sessions included: Public Sector 
Efficiency, Industrial Development, Education and Human Resources, Tourism, 
Infrastructure, Agribusiness and Exports, Agricultural Options, Rice as an Engine 
of Growth, Socio-cultural Aspects of Madagascar's Development, Energy and 
Renewable Resources, DemocracyIGovernance and Political Environment, 
Financial Markets, Primary Health, Investment Climate, Food Security and Food 
Aid, and Small and Medium Enterprise Development. Each presentation focused 
on a common set of questions: 

Does the sector have significant growth potential in Madagascar? 

What factors are constraining growth (including public administration 
and management)? 



What are the Government and other donors doing to  encourage 
growth of the sector? 

What, if anything, should USAlD do in the sector and what is USAID's 
comparative advantage in doing so relative to  other donors? 

What can be said about the impact of a USAlD strategy focus in this 
sector in terms of alleviating poverty; increasing household income, 
including women; expanding employment opportunities, including 
women; and contributing to  overall economic growth? 

The brainstorming sessions expanded our collective wisdom and identified 
possible areas of strategic interest. We also used it as an opportunity to  come 
to  closure on those areas where USAlD would not play a role. Discarded 
options (discussed in Annex 2) include primary health care, education, tourism, 
industrial development, green revolution in rice, livestock and fisheries. 
Afterwards the Steering Group developed a synthesis piece which summarized 
the major analytical findings and was vetted by the full CPSP team. 

As part of the CPSP inquiry, Mission staff (often with RHUDO andlor 
REDSOIESA representation) took field trips to analyze the potential for AID 
interventions in Lac Aloatra, Mahajanga, the "Vanilla Trianglew in the northeast, 
Ambositra, the mid-west, Antsirabe, and Fianarantsoa. They met with a cross 
section of entrepreneurs, local government, business and farmer associations, 
technical ministry representatives, and other donor project staff. 

Satisfied with the relevance of the DFA goal for the country goal, we 
placed our efforts on defining a sub-goal(s) and strategic objectives within the 
givens of the approved population and environment programs. After further 
internal vetting, meeting with the AIDIW senior team, and further work with 
MSI, we came up with a strategic framework of two sub-goals and four 
strategic objectives. At present, the Mission is continuing to flesh out 
indicators at all levels, identify data gaps, undertake selected CPSP baseline 
studies and analyses (e.g., DHS survey, investment process, rice policy), and is 
working on FY 93 new starts. 

2. Criteria 

The pieces of our strategic framework were identified and selected using 
a filter made of the following criteria: 

The economic significance of the element in terms of its contribution 
to GDP growth and realizing the country's potential; 

GOM absorptive capacity; 

AID comparative advantage; 

Likely return on investment in the medium to long term; 



Implementation feasibility without increases in USAlD USDH staff 
beyond those already planned; 

Synergism with the other program elements of environment and 
population; 

Impact of benefits beyond the highlands and on the rural poor; and 

The potential for advancing U.S. commercial interests; 

3. Assumptions 

In an uncertain political and economic transition, we are faced with a 
series of unknowns and question marks. To provide ourselves with some points 
of reference as we move into uncharted waters, we have developed a set of 
key assumptions related to the design and implementation of our assistance 
strategy. These will be monitored carefully to  ensure that the strategic 
framework remains both valid and viable. 

1. The transition will succeed in establishing a stable Third Republic with 
a popular mandate to govern; 

2. Establishment of the Third Republic will be bumpy, and therefore 
require flexibility and alertness on our part to opportunities and unfolding 
developments. 

3. The new Government will reach early agreement on a macro-economic 
policy framework with the IMF and the World Bank; 

4. Regional development and decentralization will be a philosophical and 
operational tenet of the new Republic; 

5. Given that Madagascar's development is at a stage more comparable 
to the 1 9601s, the country needs to re-address first generation problems 
like food security, poverty, population, and infrastructure development. 

6. The next five years are critical for laying the foundation for realizing 
this country's promise and potential. 

7. USAID has much to offer, but there are no quick economic fixes; we 
must recognize that we are at the start of a 20-25 year assistance effort 
in Madagascar. 

8. Madagascar will be a focus country for U.S. assistance because of 
high potential and environmental concerns, so long as it maintains 
commitment and progress in liberalizing its economy and political system. 



9. We need to recognize that quick disbursing and quick response 
resources will be needed over the next 12-1 8 months to help the 
economy recover and the Third Republic get established. 

B. Strategy Outlines 

USAID/Madagascarls full Country Program Strategic Framework appears on 
the next page. This section walks the reader through our reasons and logic for 
choice of the goal, sub-goals, individual strategic objectives as well as the single 
target of opportunity. More program detail and context, including discussion of 
targets, is provided in Section III.C, Program Priorities, while program indicators 
are set out in Table V.1 in Section V, Performance Monitoring and Evaluation. 

In support of this difficult transition, the Mission has chosen to mirror the 
DFA goal as its program goal. This choice recognizes the primordial need to 
increase the private sector's role and participation within a market economy, 
while redefining the role of the State. At the same time, individual, group and 
regional equity and income issues must remain at the forefront as the country 
attempts to reverse the downward spiral of impoverishment. Moving down- 
ward on the strategic framework, our first sub-goal focuses on market-led 
economic growth. The second, discussed later, focuses on the sustainabilitv of 
economic growth. 

GOAL: 
Broad-based 
Market-led 
Sustainable 

Economic Growth 
i 

Goal: Toward the end of the last decade, 
Madagascar began moving from an inward- 
looking, state-managed economy under one 
party rule to an outward looking, market- 
driven private economy. At the same time a 
parallel political process which led to the 
unprecedented transfer of power in 1991 has 
created a peaceful transition which is moving 
toward a pluralistic, more transparent and 

decentralized democratic form of government. 
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SUB-GOAL 1: 
Increase Investment 
and Employment in 
the Private Sector 

Sub-Goal 1 : The economy of Madagascar is 
highly atomistic and fragmented, essentially a 
collection of economic enclaves, caused by 
lack of physical and institutional infrastruc- 
ture. As a result, income and employment 
multipliers are inoperative. Efforts to sustain 
a growth process without stimulating and 
multiplying market linkages cannot succeed. 
Thus, our program will stimulate and multiply 

competitive market linkages in order to increase investment and employment in 
the private sector. 

Madagascar's decrepit physical and institutional infrastructure imposes high 
transaction costs on business people, thereby keeping markets fragmented. 
USAlD/Madagascar will work to encourage market efficiency by reducing the 
transaction costs of entry and exit and by reducing the costs of doing business 
between regions, between sectors, between rural and urban areas, and between 
Madagascar and the rest of the World. USAID/Madagascarls interventions in 
support of this sub-goal will focus on correcting market failures. As a result of 
detailed discussions with the senior AID/W team this past March, we have dis- 
aggregated our interventions under the market linkages sub-goal into two 
strategic objectives. The first is "Establish a Competitive Pro-Business 
Climate." 

S.O. 1: 
Establish 

a Competitive 
Pro-Business Climate 

Rationale: Private investment levels, a sine 
qua non for both economic growth and 
development of competitive market linkages, 
in Madagascar are extremely low. Currently, 
restrictions in public policies toward business, 
including abrupt policy changes, inconsistent 
application of regulations, lack of investment 
services, red tape, and unfair competition 
from the public sector, prevent private sector 

investment needs from being met. The public stance toward private sector 
activity, that is the business climate, needs to be transformed into one that 
encourages and facilitates private investment and job creation. 

Strategy: Initial Mission strategy will focus on policy and accompanying 
regulatory reforms that support market and financial sector development. 
Specific interventions will aim at improving the business and investment 
environment, increasing the flow of resources available to the private sector, 
and expanding business support services. As the program is implemented and a 
new environment is created by enacted reforms, it is likely that other 
interventions will be added to respond to emerging needs. 



Strategy: The strategy is to help link surplus-producing areas with the rest of 
the country and with world markets in order to create market linkages which 
will have multiplier effects on economic activity throughout Madagascar. This 
strategy is not an integrated rural development scheme. Rather it focuses on 
key inputs that are needed in two or three.high potential zones to stimulate self- 
sustaining market links. Activities in support of this objective will be aimed at 
reducing communications and transport costs; increasing and diversifying 
agricultural production and commercialization; and expanding locally managed 

s.0. 2: 
High Potential 
Zone Growth 

Multiplies National 
Market Activity 

7 

market support services. 

Rationale: The second strategic objective 
under the competitive market linkages sub- 
goal is "high potential zone growth multiplies 
national market activity." A number of areas 
in Madagascar that have great potential of 
producing a surplus for domestic and export 
markets. This was the case in the first 
decade after independence. However, 

. , 

SUB-GOAL 2: 
Balance 

Population Growth 
and Natural 

Resource Use 

deterioration of infrastructure, increased 
centralization and non-responsiveness of government services left various 
regions isolated and unable to fully participate in the economy, even when 
surpluses are produced and effective demand is present. 

Sub-Goal 2: As noted earlier, this sub-goal 
focuses on s ustainabilit~ of economic growth. 
The primary threat to sustainability of growth 
in Madagascar is the increasing population 
pressure on the land combined with use of 
inappropriate agricultural and land manage- 
ment practices. Establishing a balance 
between population growth and natural 
resource use in support of economic growth 

is a long-term sub-goal which will require USAlD involvement over a twenty 
year period. Our interventions will confront both sources of the present 
imbalance: environmentally-destructive practices in the rural economy and the 
rate of population increase. Supporting this sub-goal are two strategic 
objectives. 

S.O. 3: 
Increase 

Sustainable Natural 
Resource Use 

in Target Areas 

Rationale: Madagascar's natural resource 
base is seriously threatened. The scale and 
intensity of deforestation, soil erosion and 
associated declines in soil productivity are 
enormous. Continued use of current 
agricultural and natural resource practices 
jeopardizes the economic well-being of the 
island and its peoples. 



Strategy: The Mission has chosen several critical interventions as part of the 
Government of Madagascar's innovative multi-donor Environmental Action Plan 
(EAP). Activities in support of this objective will (a) conserve biodiversity in 
protected areas; (b) improve the sustainable management of both forests and 
protected areas; and (c) increase income opportunities for resource users. 

Strategy: Total fertility can be reduced by increased contraceptive prevalence 
which could have been the selected strategic objective. However, Mission 
analysis supported by survey data and studies indicate a significant pent-up 
demand for contraceptive knowledge and products as well as private and public 
delivery mechanisms which are ready to support rapid expansion of services 
(see APPROPOP Project Paper). Accordingly, we have chosen a higher level 
strategic objective of reducing total fertility. The second part of the strategy, 
albeit not co-equal, is to reduce the contribution of diarrheal disease to child 
mortality. By increasing the survival of children, families will be encouraged to 

s . 0 .  4: 
Reduce 
Total 

Fertility 

- 

have less children. 

Rationale: Demographic studies in the early 
1950s concluded that Madagascar's popu- 
lation, four million at that time, was at the 
edge of exceeding the island's natural 
resource carrying capacity using traditional 
agricultural practices. In the interim the 
population has tripled. Despite a high child 
mortality rate, the current annual population 

- - 

Target of 
Opportunity: 

Support 
Transition 

to Democracy 

growth rate of 3.2% will double the 1992 
total of 12 million people in 22 years! In addition to the accelerating negative 
impact on natural resources, such a growth rate requires unprecedented 
increases in jobs, health care services and schools, all of which are inadequate 
to meet present needs. 

Rationale: The legitimacy of the Second 
Republic disappeared in the second half of 
1991. We are now in the transitional period 
between the Second and Third Republics. 
The Malagasy people expect the Third 
Republic to be more open, decentralized, 
representative, transparent and accountable 
than its predecessor while continuing 
economic liberalization. Such characteristics 

will also have positive impact on the economic and business environments. 
Thus, for both economic and democratic reasons, USAIDiMadagascar will 
actively search for ways to support the transition to democracy and to improve 
governance. 



Strategy: The Mission considers a wait-and-see approach to be inappropriate 
at this critical juncture in Madagascar's economic and political development. 
Thus, we will continue to seek targeted opportunities to support the democratic 
transition, particularly ones that are technical and supportive of the transition 
process. USAlD provided support for the National Forum, from which a con- 
sensus on the general form of the Third Republic emerged, and will provide 
further support for the electoral process, including civic education and electoral 
observer training. Support will continue after the elections in the form of 
targeted assistance for the new governing institutions. At  the same time, the 
Mission will integrate key underlying themes of democracy and good govern- 
ance, such as rule of law, accountability, decentralized decision-making, 
information, effective civil society and participation into our overall portfolio. All 
interventions have been and will continue to be thoroughly coordinated with the 
Embassy and USIS. 

C. Program Priorities 

1. Establish Competitive, Pro-Business Climate 

Malagasy and foreign investors will exploit profitable opportunities only 
when they have confidence that abrupt policy changes or ad hoc and incon- 
sistent policy implementation will not expropriate their financial returns. USAID/ 
Madagascar will work with both the government and the private sector toward 
a fair and transparent investment regime. We will work at both the macro 
framework level and at the local level in high potential agricultural areas. 
Private cartels can be broken and entrepreneurs can establish market linkages 
only when the "rules of the game" are clear and agreed upon. We will 
encourage the development of public fora for the dialogue which must precede 
policy development. We will help improve financial markets and encourage the 
growth of business services. We will also be alert to opportunities to promote 
and support direct U S .  foreign investment in such areas as telecommunications 
and heavy construction. 

a. Targets 

Target 1 .1:  
Legal, Regulatory 

and Judicial 
Framework Supports 
Market Development 

Background/Rationale: The Mission will focus 
on three targets in support of increased 
private investment. First, we will work 
toward a legal, regulatory and judicial (LRJ) 
environment supporting market development. 
The body of civil law in market economies 
deals with rights and responsibilities of 
private property. Socialist economies have 
less need of a body of laws to  regulate and 

adjudicate property rights. The socialist period in Madagascar saw the decay of 
civil law and civil law administration. The decaying structure itself is based on 
French laws of the last century. The LRJ framework requires modernization 
across a broad range of areas in order for this framework to foster rather than 



impede competition and the development of civil society. Economic and policy 
analysis should contribute to the design of business regulations. 

GOM Commitment: The Ministry of the Economy sees its role .as the 
advocate of an improved business environment and it initiated a dialogue with 
the Mission. The extent of a commitment to a more open, transparent and 
equitable regulatory system in other concerned ministries will be determined as 
the dialogue is enlarged. 

Other Donors: The World Bank plans to initiate an investment promotion 
adjustment loan have been put on hold by implementation delays in the current 
public enterprise adjustment credit. UNlDO supports efforts to increase private 
industrial investment but does not intervene in policy issues. 

AID Interventions: Strategy implementation will begin with assessments of 
the approval process for investment as well as the content and application.of 
current business laws in collaboration with the Ministry of the Economy. 
Technical assistance will help the GOM to improve property, contract and tort 
laws. USAlD and the GOM will explore innovative ways to reduce transaction 
costs of commercial dispute adjudication (see Annex 3). In addition, economic 
and policy analysis support will be provided to the economic ministries. 

Policy Agenda: 

1. The investment approval process 

2. Contract and property law 

3. Contract adjudication procedures 

4. Budgetary allocations to the legal system 

5. Anti-trust regulations 

6. Telecommunications and transportation liberalization 

Target 1.2: 
Financial Market 
Reforms Increase 

Domestic Resources 
for Private Sector 

Background/Rationale: The financial sector is 
underdeveloped in relation to the real 
economy. The commercial banks provide 
banking services to the importlexport trade, 
parastatals, government and a small fraction 
of private producers and consumers, mainly in 
the capital. A hierarchy of financial insti- 
tutions does not exist. Competition in rice 
marketing is inhibited by the-lack of credit to 

small-scale collectors. Small and medium-scale enterprises (SMEs) are 
prevented from entering markets or expanding production by the lack of 



working capital and investment credits. Savers, especially in rural areas, do not 
have access to financial institutions offering positive interest rates on savings. 

Monetary policy is developed and implemented as an adjunct to fiscal policy. 
The level of Central Bank advancesto the Treasury derive from the Govern- 
ment's financing requirements rather than from an independent assessment of 
the credit requirements of the economy. This subordination of monetary policy 
to fiscal policy retards financial sector development. 

GOM Commitment: The Government has adopted the financial sector reform 
program outline that was prepared jointly by a GOMMlorld Bank technical team. 

Other Donors: The lead donor in this area is the World Bank which is 
currently developing a major financial sector reform effort and has requested 
AID collaboration. 

AID Interventions: USAIDIMadagascar will support Central Bank initiatives to 
improve monetary management and commercial bank supervision as well as a 
policy framework which encourages private sector investment in banking and 
auxiliary financial service provision. We will work to reform and energize the 
National Savings Bank. 

Policy Agenda: 

1. Central BankIMinistry of Treasury relations 

2. Use of indirect monetary controls 

3. Wider range of financial instruments 

4. Competitiveness of financial markets 

5. National Savings Bank (Caisse dlEpargne) autonomy 

Target 1.3: 

I ~ x ~ a n d  
Business I 
Services 

BackgroundIRationale: Third, we will work to 
expand the range of services and technol- 
ogies available to private business. 
Madagascar's self-imposed isolation cut 
businesses off from innovations in world 
markets for almost twenty years. New, 
expanding firms need access to accounting 
services, financial advice, market information 
and appropriate technology in order to 

compete successfully in local, regional and world markets. 

GOM Commitment: The Government has encouraged donors to work 
directly with the private sector to upgrade skills, services and technologies. As 
an example, the Mission's Madagascar Export Liberalization Support (MAELSP) 



project's efforts with Arabica coffee grower associations have received broad 
GOM support. 

Other Donors: UNDP has carried out some small pilot efforts. In the past, 
the World Bank supported the initial development and operations of INSCAE, a 
private sector training institution, but has no new business service activities 
planned at present. 

AID Interventions: The types of interventions that we envision are: 
support to  business associations in the areas of market information systems, 
communications, investment promotion and feasibility studies; loan guarantees; 
and labor-intensive technology transfers to private manufacturing firms. USAlD 
will encourage and facilitate broad private-public dialogue (see Annex 3). 

Policy Agenda: None at present 

2. High Potential Zone Growth 

Activities under our second strategic objective are intended to accelerate 
the production and flow of surplus agricultural commodities from selected high 
potential zones, and to improve market efficiency. The marketing of surplus 
commodities will create and strengthen economic linkages within the selected 
zones, between the zones and other regions of the country, and with export 
markets'. The expansion of regional trade will help to break down regional 
isolation and fraymented markets throughout Madagascar, and will integrate the 
regional economies into the national economy. Competitive trade of both food 
and export crops will be increased, and physical and institutional market 
infrastructure will be improved. 

As surplus markets for agricultural commodities develop, service 
industries such as vehicle repair centers, hotels, banks, etc. will prosper. 
Employment will be created as well through the expansion of marketing and 
processing of agricultural products for export and domestic consumption. Local 
governments with the authority to collect and use locally generated revenues, 
as well as having improved capacity to identify revenue sources and better 
manage the funds, will expand and better maintain market facilities and 
services. As users of market services begin to benefit from improved market 
infrastructure, they will invest in productive and market expansion activities. 

Activities under this strategic objective will take place in two "zones of 
intervention." These zones are subsets of the six zones described in Section 
ll.C.6 (see Map 111.1 1. They are: 



Map 3 

Strategic Objective 2: 
Zones of Intervention 

MMAJANGA 
Marovoay: rice surplus area - 
three crops per year possible 

Major urban marketltrade center 
Direct port access 
Competitive rice market 
Major regional exporter pre- 1980's 
Active business associations 
Irrigation infrastructure in place 
with private water- users groups 

* Rice yields significantly above 
national average 

FIANARANTSOA 
* Major urban market 
* Off-season crop potential 
* Active business associations 
* High population density 
* Traditional export zone 
* Links to AID environment 

program 
* Low-income zone 
* Two seaports and railroad 
* Potential low-cost transport 

remedial interventions 



1. The Southern Highland zone of Fianarantsoa and 
the contiguous portion of the East Coast between 
Mananjary and Manankara; and 

2. The Northwest coastal zone of Mahajanga including 
the Maroavay rice-growing region. 

Activities under this strategic objective will support price and market 
liberalization policy reforms started in the mid-1980s to provide farmers with 
opportunities to increase production of surplus rice, off-season crops, and non- 
traditional export crops. Non-rice agricultural activities in the central highlands, 
and rice production and related activities in the northwest, where market 
conditions are favorable, have already begun to respond positively to these 
incentives. 

a. Targets 

Target 2.1 : 
Reduce 

Transportation 
and Communications 

Costs 

BackgroundIRationale: Under Target 2.1, 
transportation and communication costs will 
be reduced through investment in the 
rehabilitation and maintenance of road and 
communication infrastructure. This target 
will accelerate the circulation of market 
information, and the flow of goods to 
stiwulate and strengthen regional market 
integration into the national economy. 

GOM Commitment: The GOM's commitment to road maintenance, major 
institutional changes at the Ministry of Transport and Public Works, and the 
development of adequate local capacity have only slowly been gaining 
momentum. A just published World Bank evaluation of its latest highway 
programs noted minimal progress vis-a-vis maintenance capacity under the 5th 
Highway Program ($24 million), but marked improvement under the 6th 
($45 million). Some local governments are exploring the possibility of collecting 
road tolls and user charges for infrastructure rehabilitation and maintenance, 
and private transporters have indicated a willingness to organize for the revenue 
collection and maintenance of roads connecting market centers. 

In the communications arena, the GOM is well aware of the need to modern- 
ize in order to participate effectively in world markets. The Embassy targeted 
and sent under AID funding the Minister and Secretary-General of Posts and 
Telecommunications (PTT) to the United States for major technology 
conferences this year. An ambitious five-year expansion plan which includes 
significant privatization of Madagascar's telecomrnunications will be unveiled in 
October. GOM officials have assured the Embassy that U.S. firms will be able 
to compete for new contracts in a fair and open environment. 



Other Donors: The World Bank is the lead donor in road development 
through its series of national highway programs. The GTZ is the other major 
donor in roads in Mahajanga. The development of road maintenance capacity, 
particularly at the local level, has been a coordinated policy effort by all road 
infrastructure donors over the past several years. The key will be how to best 
put such a policy into practice using public-private partnerships. USAlD will 
work with the GOM, World Bank and other donors on the rehabilitation and 
maintenance of road infrastructure supporting our high potential zones as part 
of the IBRD's 8th Highway Project currently under design. 

In the communications arena the lead donors are the IBRD and the French. 
The World Bank has taken the lead in carrying out a communications sector 
assessment to  assure coordination of inputs and appropriate technical choices. 
Despite an antiquated and non-functional telecommunications system, 
Madagascar has the opportunity to leapfrog several generations of technology 
and to  modernize its system at a much cheaper cost. 

AID Interventions: Local currency generated through a planned FY 93 CIP 
under the Commercial Agricultural Promotion (CAP) Project and a future Title Ill 
program will be used as matching funds to improve road and communications 
infrastructure and maintenance by private firms. The CAP project will also 
undertake telecommunications feasibility studies. 

Policy Agenda: 

1. Decentralized road maintenance and construction capacity; 

2. Regulation and privatization of telecommunication systems; and 

3. Road maintenance finance. 

Target 2.2: 
Increase and 

Diversity 
Agricultural Production 

and Sales 

BackgroundJRationale: Under Target No. 2.2, 
agricultural production and sales will be 
increased and diversified in high potential 
zones. Through this target, commodities and 
markets will be identified and developed to  
permit surplus production from high potential 
zones to fuel inter-regional trade. Market 
linkages will be strengthened by reducing 
transaction costs for entrepreneurs searching 

for cheaper inputs and more profitable product markets. 

GOM Commitment: Discussions with the Minister of Agriculture have 
confirmed a strong interest by the Government in the concept of high potential 
zone agricultural growth and regional specialization. The Ministry of Research 
has already instituted multi-disciplinary research teams which are using a 
farming systems approach to develop an applied research agenda in high 
potential zones which meet the needs of producers, processors, and consumers. 
The Ministry of Agriculture has drawn up a plan for the privatization of the seed 



industry to produce quality rice, fruit and vegetable seed to support agricultural 
diversification and intensification. The Government has continued to maintain 
domestic and export commodity price and market liberalization policies put in 
place in the late 1980s which provide the incentives for increased production of 
marketable commodities. 

Other Donors: The World Bank is finalizing an agricultural sector assessment 
which was prepared with the input of several donors operating in the sector. 

Several donors have adopted a regional specialization approach. The GTZ is 
active in irrigated rice production, and in the organization of producer and 
water-users associations in the Marovoay area. The Swiss are implementing 
rural development interventions in Morondava, and have indicated their 
willingness to support road rehabilitation in the Fianarantsoa zone once USAID 
begins interventions in that area. The FED is active in the northeast Vanilla 
Triangle zone with road rehabilitation and palm oil and coconut production. 

The FED and the World Bank are both preparing export promotion programs 
which mirror the non-traditional export commodity approach started by USAlD 
under the MAELSP Project. 

AID Interventions: Our major intervention will be the CAP Project. The 
CAP Project will provide support to business entities and associations of 
producers, processors, transporters and exporters through access to technical 
assistance and imports, such as improved seed, fertilizer, road-building 
equipment, farm implements, machine tools, industrial inputs, and telecom- 
munications equipment. These commodities will be targeted to intensified 
production and trade of surplus commodities in our two high potential zones as 
much as possible. Local currency generations may be used for credit 
guarantees for higher-risk agricultural lending. This support will assist 
businesses to organize for more cost efficient access to new technologies, 
production inputs, market information, and market outlets. 

The Mission is already helping to accelerate the production and marketing of 
non-traditional agricultural exports by identifying promising commodities and 
market opportunities for up to five commodity lines. These interventions, 
supported under the MAELSP Project, are financing pilot activities to help 
producer associations to test market some of these products, and to improve 
their production and quality with the help of technical assistance and supply of 
machines for processing. 

The Mission's ongoing International Rice Research Institute project is 
supporting the Government's new emphasis on regional research specialization, 
and is intensifying the promotion of small rice production and processing 
machines manufactured by local firms. The project is also concentrating on the 
farmer adoption of rice-based cropping systems which feature the production of 
an off-season cash crop after rice. 



Policy Agenda: 

1. Rice policies; 

2. Seed policies; 

3. Export-related policies for non-traditional exports; 

4. Rural credit and savings; and 

6. Land tenure. 

GOM Commitment: The Government has already indicated its willingness for 
local governments to collect and manage locally-based revenues as noted in the 
agreed policy agenda of USAID's environmental policy program. Local govern- 
ments in the cities of Mahajanga and Fianarantsoa have been collaborating with 
associations of private operators to explore ways to jointly improve the 
provision and management of market services and facilities. 

Target 2.3: 
Expand 

Locally-managed 
Market Services 

- 

Other Donors: There has been little donor activity in this area. 

BackgroundlRationale: Under Target No. 2.3, 
local-level management and provision of 
market services will be expanded. Through 
this target, the necessary organizational 
structures and operations for efficient supply 
and maintenance of market information, 
transportation infrastructure and other 
marketing services will be supported to 

AID Interventions: Interventions for improved local-level management and 
provision of market services and facilities are contemplated in the planned 
Market Infrastructure and Expansion (MIX) project (see Annex 4). Tentative 
project areas are: 

accelerate local production and investments in 
related value-added activities. Target 2.3 complements the other two targets 
under Strategic Objective No. 2 for high potential zone growth. Whereas Target 
2.2 supports the production of marketable goods, and Target 2.1 facilitates the 
physica! links between markets, this target will assure the sustainable reha- 
bilitation and maintenance of infrastructure and services by locally-based public 
and private sector entities. 

(1) Revenue collection and management, including feasibility studies to 
identify possible sources, means of collection, and uses of locally generated 
revenues; 

(2) Training in market services management, and revenue collection and 
accounting systems; 



(3) Matching grants to serve as seed money for market sites and services; 
and 

(4) Municipal management training for public administrators in areas outside 
financial management. 

Policy Agenda: 

1. Decentralized fiscal systems; 

2. Provision of public goods and services by the private sector; and 

3. Municipal management. 

3. Reduce Natural Resource Depletion in Target Areas 

The Mission's second sub-goal emphasizes the necessary balance 
between population growth and the use of natural resources. Contributing to 
this are activities under our third strategic objective, reducing natural resource 
depletion in protected areas. Target-level activities will result in better natural 
resource management and biodiversity conservation in and around targeted 
protected areas. These activities can develop sustained rural income growth 
and national economic growth. In this respect, natural resources, such as soils, 
water, forests, and biodiversity, will be treated as economic assets which must 
be sustained to generate the flow of future income. Policy and targeted income 
generation interventions to support local-level management of natural resources 
will complement efforts to increase regional market activity in neighboring high 
potential agricultural zones. 

The resulting impact at the strategic objective level will help Madagascar 
better harmonize the population's needs for forest and other natural resource 
products with the available supply. Increased knowledge of natural resource 
depletion, its causes, and potential solutions will help to develop improved 
planning and management by resource users. This strategic objective 
recognizes that, even in the long-term, it may not be possible to restore those 
resources already lost. Rather, the objective is to protect and better manage 
what is left to assure their future contribution to sustainable economic growth. 

a. Targets 

Target 3.1 : 
Conserve 

Biodiversity 
in 

Protected Areas 

BackgroundIRationale: Target 3.1 is conserve 
biodiversity in selected protected areas. At 
the field level, activities will focus on 
integrated conservation and development 
programs. We will also strengthen (a) those 
institutions responsible for coordination and 
coherence of national environmental policy, 
including biodiversity, and project and 



formulation, and (b) those entities charged with oversight of environmental 
impact assessments. 

GOM Commitment: The Government of Madagascar formally recognized the 
rapid deterioration of the country's natural resource base with the enunciation 
of the 1984 "Malagasy Strategy for Conservation and Sustainable Develop- 
ment." The first major step in making this strategy operational was the design 
with donor support of the Environmental Action Plan (EAP) in 1989. This was 
formalized the following year with the adoption of the Malagasy Environmental 
Charter creating the National Office of Environment which is responsible for 
coordinating and implementing the 15-year EAP. 

Other Donors: In recognition of the importance of the country's natural 
resources and biodiversity, the $108 million National Environmental Action Plan 
(EAP) reads like a donor and PVO alphabet soup. Under the lead of the IBRD, 
other players are IDA, Norway, Switzerland, GTZ, UNESCO, FAC (France), FED, 
ADB, World Wildlife Fund, Conservation International, and UNDP. 

AID Interventions: USAIDIMadagascar has accepted the responsibility as 
principal donor to the biodiversity component of the EAP. Most of the country's 
biodiversity, which is important on a global scale, is found in the remaining 
forest areas. By 1995, a system of 50 protected areas will be set up to 
conserve a representative sample of this biodiversity. 

Our principal vehicle for working at the operational level is the $29 million 
Sustainable Approaches for Viable Environmental Management project. More 
detail on the SAVEM project can be found in the Project Paper, approved on 
September 26, 1990. SAVEM will support combined biodiversity conservation 
and development activities in and around six of these protected areas. These 
interventions will result in: 

1. The rate of decrease of depletion of biodiversity and natural habitat 
stabilized in up to six protected areas; 

2. National commitment to biodiversity strengthened through improved 
implementation of the EAP; 

3. The operational strengthening of the association charged with 
management and coordination of interventions in all parks and reserves; 

4. Improved knowledge of biodiversity status and threats; and 

5. Effective policies for biodiversity conservation and protected areas 
management instituted through improved capacity for environmental policy 
formulation, analysis and evaluation; and better defined roles for national 
associations and government departments. 

Biodiversity conservation is further supported by the 1992 Knowledge and 
Effective Policies for Environmental Management NPA ($33 million) and project 
($9 million). While KEPEM and SAVEM share the same goal [to establish 



sustainable human and natural ecosystems in areas of Madagascar where bio- 
diversity is threatened], KEPEM has a broader focus than just protected areas 
and thus deals with the more generalized incentive systems affecting decision- 
making relative to environmental conservation. Specifically KEPEM will address 
the policy and institutional changes necessary to make conservation sustainable 
in the long term. These will provide the broader framework in which SAVEM 
will operate and ultimately be more sustainable. Detail on the KEPEM project, 
especially the policy matrix, can be found in the PAAD and PP, approved on 
May 27, 1992. 

Policy Agenda: 

1. lncreased GOM capacity for environmental coordination and 
implementation of the EAP; 

2. Legislation detailing community and NGO rights and responsibilities 
regarding local management of natural resources; 

3. Regulations channeling local and central financial resources to protected 
areas and their peripheral zones. 

Target 3.2: 
Improve 

'Management of 
Forest Resources 
in Target Areas 

Background/Rationale: Target 3.2 aims at 
improving the management of forest 
resources in target areas. This target will 
address policy and equity issues as well as 
institutional reforms for local management of 
natural resources, and sustainable income 
generation and use from forest products. 
Threatened natural resources cannot be 
protected by excluding people. The balance 

in the people-land relationship requires systems of resource control that 
encourage wise management in peripheral zones. 

GOM Commitment: Discussed above under Target 3.1. 

Other Donors: Discussed above under Target 3.1. 

AID Interventions: The KEPEM and SAVEM initiatives apply to this target as 
well. USAID-supported activities will encourage local initiatives to manage 
natural resources in ways that provide incomes to local residents and at the 
same time ensure resource renewal in the surrounding zones and natural forests 
to reduce pressure on protected areas. These interventions will result in: 

1. Management plans developed and initiated in up to six protected areas, 
and at least one natural forest; 

2. lncreased resources for forests and protected areas through the 
appointment of Nature Protection Agents, and the collection of forest and 
protected area revenue; 



3. Improved natural resource management in peripheral zones; 

4. Fewer infractions in protected areas and a reduction in slash and burn 
agriculture; and 

5. Increased coordination of activities in and around protected areas. 

Policy Agenda: 

1. lncreasing capacity for environmental policy analysis and formulation as 
well as coordinationlimplementation of the EAP; 

2. lncreasing share of National Office of the Environment (ONE) operating 
costs being covered by the GOM; 20% at the end of KEPEM program; 

3. Procedures, legislation and implementing regulations for the detailed 
environmental review of all major public and private sector development 
projects, including those in sensitive areas such as coastal zones, wetlands and 
natural forests; 

4. Strengthening legislative incentives for local-level control of natural 
resources; 

5. Legislation allowing NGOs to organize, raise and spend funds, and serve 
as effective partners with local groups in sustainable natural resources 
management. 

6. Regulations to support market valuation of forest resources (including 
replacement cost) and to increase forest revenue collection. 

7. Establishing and operating a $1 2 million National Environmental 
Endowment Fund managed by a Malagasy NGO foundation to provide 
continuous access to financial resources for long-term efforts to manage 
Madagascar's natural resources. 

Target 3.3: 
Increase 

Income Opportunities 
for 

Resource Users 

BackgroundIRationale: Under Target 3.3. 
income opportunities for resource users will 
be increased. This target will help to take 
pressure off protected areas by identifying 
and developing alternative sources of income 
and employment for populations living around 
these areas, who are often the poorest of 
Madagascar's poor. Alternative production 
svstems which include environmental 

conservation will be adopted only if'they offer higher incomes or a better 
standard of living to resource users. Otherwise, they will stay caught in a 
vicious circle of resource destructive production systems which yield small 
incomes. Alternative systems include new ways of utilizing traditional products 



or the development of new products. Interventions will focus on the same 
protected areas and peripheral zones found under Targets 3.1 and 3.2. 

GOM Commitment: Under the EAP, the Government of Madagascar 
supported the creation of the National Association for the Management of 
Protected Areas (ANGAP) and has given ANGAP the authority to develop 
policies for biodiversity conservation. In recognition of the need to link the 
protection of natural resources with economic development, ONE and ANGAP 
are studying the economic prospects for sustainable exploitation of indigenous 
species, including identifying markets. 

Other Donors: USAIDIMadagascar is taking the lead among other donors in 
this new area of harvesting biodiversity as a source of income growth at the 
local level. To date, only the UNDP has financed a small project to test the 
sustainability of harvesting native animal species (e.g., crocodiles). 

AID Interventions: Initial AID interventions will be through integrated 
conservation-development activities financed through Protected Area 
Development Grants (PADGs) under the SAVEM project. The development side 
of these activities will introduce new techniques and/or products that will 
enable people to raise their standard of living while simultaneously reducing 
environmental destruction. With more implementation experience, the Mission 
will examine the feasibility for eco-enterprise development and marketing. 

Policy Agenda: 

1. Legislation and control of trade in native plant and animal species. 

4. Reduce Total Fertility 

Madagascar's high rate of population growth is a major contributor to the 
country's declining standard of living. It also severely threatens Madagascar's 
rich and unique ecology, especially in terms of the increase of consumption of 
fuelwood, which accounts for over 80 percent of total energy use. 

To reverse this downward trend in the quality of life, our fourth strategic 
objective aims at a reduction in the total fertility rate to a level consistent with 
each family's desired family size and the country's natural resources. This can 
only be accomplished by, among other critical choices, a rapid and sustained 
increase in the use of modern contraception as measured by the contraceptive 
prevalence rate (CPR) supported by a parallel reduction in infant morbidity and 
mortality. 



a. Targets 

Target 4.1 : 
Increase 
Modem 

Contraceptive 
Use 

BackgroundIRationale: The Mission proposes 
two targets in the population and health 
sectors. The principal target is to  increase 
contraceptive use from less than 2 percent 
today to  12 percent in 1996, and to 18 
percent in 1999. To this end, we have 
designed a demand driven project, the first 
stage of a 20-25 year effort, which will 
support rapid expansion of effective and 

efficient service delivery mechanisms, using the public, NGO and private 
sectors, to respond to pent up demand for family planning services and 
products. 

GOM Commitment: Following years of pro-natalist policies, the Government 
of Madagascar has become increasingly aware of the severe implications of 
rapid population growth. This awareness was translated into a major milestone 
in 1990 when the GOM approved its first National Population Policy (NPP) 
which recognizes the negative impact of high population growth rates and the 
need for expanded family planning activities. This was further supported by the 
NPP and the GOM operational decision to integrate family planning services into 
the maternal and child health (MCH) program. 

Other Donors: The World Bank, EEC, French, Swiss, UNFPA, WHO and 
UNICEF are the major contributors to a new $100 million multi-donor health 
sector support program. Part of this effort, led by UNFPA, is earmarked for 
MCHIfamily planning, specifically expanding family planning services from 130 
to  500 GOM health centers in five years. The Mission has worked closely with 
all the donors, especially the Bank and UNFPA, to assure that its new activities 
complement and reinforce this health sector effort. 

Besides AID, UNFPA and the International Planned Parenthood Federation 
(IPPF) are the major providers of family planning assistance to  Madagascar. The 
Mission's recently signed family planning project was thoroughly vetted with 
both parties throughout the design process. The Mission also chairs quarterly 
family planning coordination meetings all the family planning NGOs. 

AID Interventions: The cornerstone of our fertility reduction objective is the 
$33 million Population Support Project (APPROPOP) whose purpose is to  rapidly 
expand the availability and accessibility of high-quality acceptable family 
planning services throughout Madagascar. To obtain significant near-term 
impact, a critical mass of project and host country resources will be applied 
with the aim of a seven-fold increase in the number of clinical service sites and 
a ten-fold increase in the number of non-clinical sites (pharmacies, dispensaries, 
small shops, etc.) by 1999. 

The project will concentrate initial service delivery efforts on Antananarivo 
and Fianarantsoa. These are the two most densely populated regions and have 



the best short-term service delivery potential. In later years and especially 
subsequent project phases, service delivery will be expanded to  other regions, 
especially rural areas, as appropriate and feasible. Resources will be channeled 
to those Malagasy institutions, be they private businesses, PVOsINGOs, or 
public sector agencies, that are most successful in family planning outreach and 
service delivery. APPROPOP will use a range of resource transfer arrange- 
ments -- direct grants, technical assistance, commodity transfer and training. 
The FY 95 Mass Education and Development Information Assistance (MEDIA] 
project will likely be an additional resource in expanding IE&C (information, 
education and communication) messages to the broadest possible audience (see 
description in Annex 5). 

APPROPOP will also expand techni~al  capacity in selected Malagasy 
institutions, designated as Centers Of Excellence. These, in turn, will provide 
technical assistance and other resources to  public, parastatal, NGO, and private- 
for-profit institutions which will deliver the bulk of family planning services 
under the project. Family planning services wilt be of high quality and be 
provided by adequately trained, supervised, and motivated personnel in 
conjunction with adequate informational materials, supplies, equipment, and 
contraceptives. The services will also be provided in a culturally acceptable and 
attractive way, so as to encourage continued use. Family planning services will 
be provided within reasonable physical distance and economic access of 
prospective clients to reinforce and sustain continued use. 

A detailed description of the APPROPOP project including the full set of 
technical analyses can be found in the Project Paper, approved on May 21, 
1992. 

Policy Agenda: The Mission's primary agenda is to reinforce the 
implementation of the National Population Policy. Specific policy-related 
activities are as follows: 

1. Help the GOM build a societal consensus on the National Population Policy 
as well as the need for rapid family planning services expansion. 

2. The use of national and regional-level planning and impact assessments 
based on accurate survey and studies. These would include Demographic and 
Health Surveys (DHS), the next National Census (set for 19931, and directed 
policy studies in such areas as user drop-out rates and Knowledge, Attitude and 
Practice (KAP). 

3. Integration of health and family planning services throughout Madagascar. 

BackgroundiRationale: The Mission's second target is to  reduce dehydration 
due to diarrheal disease. A national diarrheal survey conducted in 1989 found 
that diarrhea was associated with approximately 32% of deaths of children 
under five years of age. The Infant Mortality Rate (IMR) is estimated at 
l25/lOOO live births (World Bank, 1990). In order to fully accept national 
family objectives, which implies giving birth to fewer children, couples need the 



Target 4.2: 
Reduce 

Dehydration 
Due to I Diarrheal Disease I 

assurance that the children they do have will 
survive. This requires an obvious reduction in 
infant mortality. Low cost, low technology 
solutions exist which can greatly decrease the 
current level of infant mortality. 

Control of Diarrheal Disease (CDD) has been 
signaled out from among a broad array o f  
maternal and child interventions because of 

its relative success in Madagascar, AID'S worldwide experience and competence 
in the field, and because of the enormous potential for jointly strengthening 
family planning and diarrheal control through an integrated approach. 

GOM Commitment: Since 1989, with support of the National CDD Program, 
nine diarrhea training units have been established in provincial and national 
hospitals and 204 oral rehydration therapy (ORT) corners have been established 
nationwide with the objectives to train mothers in ORT and promote the usage 
of government-produced rehydration packets. The national CDD coordinator 
has introduced ORT into the third-year medical school curriculum. Approximate- 
ly one hundred physicians have been trained in the WHO "Supervisory Skills" 
module. 

Other Donors: The World Health Organization has supported CDD training 
and supervision since 1990 with plans to cover 100 percent of health works 
with new training by the end of 1992. 

AID interventions: APPROPOP will support the national diarrhea program in 
its attempt to reduce episodes of diarrhea and in the management of dehydra- 
tion as a result of severe cases. This will be done through a $1 million buy-in to 
AID'S central PRITECH I1 project and its follow-on project to  support the GOM's 
national program for CDD. This will include support to social marketing 
(packaging and advertising) of oral rehydration packets which would be 
integrated with the social marketing of condoms for protection against 
unwanted pregnancies and sexually transmitted diseases, including AIDS. 

Policy Agenda: 

1. Integration of MCHIfamily planning services; 

2. Private investment in production and sales of oral rehydration therapies. 

5. Support for Transition to Democracy 

BackgroundIRationale: USAID, in close coordination with the Embassy and 
USIS, will provide specific support for the democratic transition in Madagascar 
as a target of opportunity. Clearly, the political liberalization process in 
Madagascar is in flux and the outcomes are still unsure. However, stability, 
greater participation, political competition leading to accountability and rule of 



Target o f  
Opportunity: 
Support for 
Transition 

to Democracy 

law are all necessary conditions to attain our 
long-term goal and USAlD must support the 
on-going democratization process now. 

Key underlying conditions for democracy and 
improved governance are already part of the 
Mission's program. These represent 
important threads holding together the fabric 
of democratic societies. These include: 

accountability/transparency/low corruption 
b informationlopennesslrnedia 

rule of lawllegal reformlenabling environment 
effective civil societylnew business groupslnew role in public policy 
dialoguelpluralism 
decentralizationllocal governmentlparticipation of local groups civic 
education, through NGOs, schools, churches, etc. 

These conditions are interrelated. For example, any society needs openness 
and free press to increase accountability of government, they need strong 
business associations to help define and push through a legal environment 
conducive to local investment. Support for these areas of democracy and 
governance are found throughout the program, especially under strategic 
objectives one and two. Also, accountability and transparency, role of NGOs, 
decentralized decision making and increased information will be cross-cutting 
themes .in both design and implementation across the Mission program. 

GOM Commitment: The Transitional Government sees as its mandate the 
holding of free and fair elections and the ushering in of the Third Republic. The 
Government is committed to carrying out elections, and moving toward a more 
democratic, pluralistic society. There are many forces vying for power and 
therefore trying to influence the outcome of the referendum and electoral 
process. The outcome is still uncertain, violence is possible, and the Malagasy 
will continue to set their own timetable based on their cultural consensus 
process. If presidential and legislative elections are held, then the process for a 
transition to democracy will be more solid and on its way. 

Other Donors: Several donors support the democratic transition in 
Madagascar, especially through electoral assistance in the near term. These 
include the French, Swiss, UNDP and EEC and range from substantial material 
support (grant of $1 million from the French) to technical assistance (two 
months of a UNDP election expert) to election observers (the EEC is providing 
over 30 international observers for the referendum). Support for the transition 
t o  democracy is high on other donors' agendas and USAID, along with the 
entire country team, will work closely with other donors during the electoral 
period and then following the elections in support of democratic institutions and 
processes. 



AID Interventions: Specific assistance for the transition to democracy will 
be carried out through two regional projects related to both democracy and 
development. Other resources such as training funds, may be used as 
opportunities arise. 

1. USAIDtMadagascar, in close coordination with the Embassy, will continue to 
support the transition to democracy through electoral assistance for the refer- 
endum and upcoming elections. Mission has requested assistance through the 
Africa Regional Electoral Assistance Fund (AREAF) for the planned presidential 
and legislative elections; and 

2, In addition, small, targeted grants under the Regional Democracy and Human 
Rights Fund will provide important assistance to local NGOs involved in civic 
education, human rights education and monitoring, civic education, and judicial 
reform. Consistent with Africa Bureau policy, the Embassy will manage human 
rights activities while USAlD will provide ideas and support. 

Finally, the Mission will prepare a "shelf project" entitled Mass Education and 
Development Information Assistance Project. The MEDIA project will support 
increased information, education and communication related to the Mission's 
four strategic areas as well as the democratic transition. The Mission will 
encourage and support broad civic education, formulation and discussion of new 
ideas concerning free markets and policy changes, environmental and family 
planning messages, broader-based policy dialogue among the new groups in civil 
society, and a more professional press. Activities will be demand driven 
depending on the demands of the portfolio and the democratic transition. One 
of the best means of promoting political and economic accountability, human 
rights, a broad consensus on important public policy questions, and increased 
participation is through information and the media. This project will be vital in 
supporting that movement. 



IV. PORTFOLIO IMPLICATIONS 

A. Program Profile 

To carry out our strategy's four objectives, we envisage a portfolio of roughly 
13 major activities in conjunction with three portfolio support activities. These 
activities will work synergistically, often supporting more than one objective or 
target in order to maximize program efficiency and impact. The portfolio profile 
will evolve with our strategy; how it looks like now is shown in Table IV.1. 

B. Managing The Policy Agenda 

In implementing our CPSP, USAID/Madagascar will have a substantial policy 
agenda which is summarized in Table IV.2. We plan to manage this process by a 
combination of front office and technical office leadership and collaboration, 
supported by our new Office of Program Development and Assessment (PDA). In 
addition to being a program and project service entity, PDA will also be charged 
with coordinating the Mission policy and research agendas. Under the leadership 
of the Program Economist, PDA will managing our information resources, including 
technical and program databases, and have responsibility for the overall impact 
assessment and program evaluation. 

Facilitating information sharing and coordination will be initial implementation of 
a Local Area Network (LAN) in September of FY 92. This will be followed by a 
direct e-mail link to AIDIW and REDSOIESA in the first quarter of the next fiscal 
year. Under current procurement plans, we intend to have all Mission professional 
and key support personnel on the network by the end of FY 93. We will also be 
bringing additional automation staff on board to develop and manage applications 
and databases in concert with Africa Bureau, IRM and other field mission staff. 

Our goal is to be the most effective user of automation services in the Agency 
within three years. Thus, we intend to have a support platform of information, 
people and automation resources to allow individual officers to manage and carry 
out their specific policy analysis and dialogue agendas. 



TABLE IV.1 
USAIDIMADAGASCAR PORTFOLIO PROFILE 

PROGRAM AREAS1 I ASSISTANCE 1 RELATED 

11 A. PRO-BUSINESS CLIMATE 
I Interventions I MODE I TARGETLS) 

1. Financial Market Development (FMD) 
2. Bus. Expansion Services (BEST) 

3. Ag Export Lib. Support (MAELSP) 
4. Rice research (IRRI) 
5. Commercial Ag. Promotion (CAP) 
6. Market lnfra Expansion (MIX) 

B. HPZ DEVELOPMENTiINTEGRATlON 

NPAiPA 
PAiGuarantees 

11. Family Planning Support (APPROPOP) 
12. MCHiNutrition 
13. Family Planning Support (APPROPOP) 

I 1. Afr Reg Election Asst Fund (AREAF) Regional PA Target of 

1.1, 1.2 
1.1, 1.3 

PA 
PA 

NPArTitle IIIIPA 
PA 

1. Human Resources Dev. (HRDA) 
2. Afr Trg for LeadrshplSkills (ATLAS) 
3. Mass EducIDev Info Asst (MEDIA) 

1) 2. Human Rights I Regional PA I Opportunity 

2.2 
2.2 

2.1, 2.2, 2.3 
2.1, 2.2, 2.3 

C. ENVIRONMENTAL MANAGEMENT 

E. PORTFOLIO SUPPORT 

PA 
Title I1 

NPA 

7. Sus. Approaches Env Mgt (SAVEM) 
8. KnowledgeIEff Pol Env Mgt (KEPEM) 
9. Eco-Enterprise 
10. Debt Swaps 

4.1, 4.2 
4.2 
4.1 

F. DEMOCRACYIGOVERNANCE 

Regional PA 
Regional PA 

PA 

All 
All 
All 

D.' FAMILY PLANNING 

PA 
NPAIPA 

PA 
Hybrid 

3.1, 3.3 
3.1, 3.2 

3.3 
3.1, 3.2 



Table IV.2: Policy Agenda Summary 

AGENDA TOPIC I INSTRUMENT 

11 S.O. 1 : Establish Pro-Business Climate 

F Pro-business LRJ framework 
Open and competitive markets 

F Financial market development 
Role of the Central Bank 

F Environmental analysis/formulation/review 
Legislationlincentives for local resource control 

F National Environmental Endowment Fund 
F ~ a r k e t  valuation of forest resources 

Land tenure 
F Eco-trade 

S.O. 4: Reduce Total Fertilitv 

BESTJFMD 
BEST 
FMD 
FMD 

S.O. 2: High Potential Zone Integration 

SAVEM, KEPEM 
KEPEM 
KEPEM 
KEPEM 
KEPEM 

F Infrastructure upgrading and maintenance 
Rice policies 

F Local mgt and control of financial resources 
F Non-traditional export policies 

Rural credit and savings 
F Privatization 
F Local government capacity 

KEPEM. TRADEM 

CAP, MIX 
IRRI, CAP 
CAP, MIX 

CAP, MAELSP 
CAP, MIX 
CAP, MIX 

MIX 

S.O. 3: Reduce Natural Resource Depletion 

C. Resource Allocation Plan 

F National Population Policy consensus 
F Data collection, analysis and utilization policies 
F Healthlfamily planning service integration 

Planned strategy resources total $244 million during the CPSP period. 
Leaving aside portfolio support activities (6.3 percent), our resource allocation 

APPROPOP 
APPROPOP 
APPROPOP 

plan devotes 46 percent to our two economic growth objectives, 27 percent to 
environmental conservation, and 21 percent to family planning (See Graph 
IV.1). Environmental conservation and family planning will receive 56 percent 
of Development Fund for Africa resources. 



Figure IV.1 
RESOURCE ALLOCATION 

BY STRATEGIC OBJECTIVE 
FY1993-1998 

S.O. 1 
S.O. 3 

Pro-Business Climate 
$47 million Natural Resources 
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S.O. 2 

HPZ Integration S.O. 4 
$65.2 million \L,' Fertility Reduction 
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TOTAL PIE = $228.5 mil l ion FY1993-1998 
Fig.IV.1 does not include $15.4 mil l ion 
for portfolio support 



In line with Madagascar's focus country status, we are assuming an average 
annual DFA level of roughly $30 million over the CPSP period. These will be 
supplemented by other sources of funding as shown in Table IV.3. We also 
expect to  generate and program in support of this strategy about $60 million 
equivalent local currency. 

Table IV.3: CPSP Resource Projections, FY 93-98 

II Funding I Total Funding 
Source (millions) II 

II 
- -- 

DFA: Development Fund 1 $181.1 
for Africa 

11 PL 480: Title II 

AEPRP: African Economic 
Policy Reform Program 

PL 480: Title Ill 

11 Guarantee Programs I $19.0 11 

$7.5 

$18.0 

Clearly we will need to adjust our plans to actual resource availabilities. 
Table IV.4 provides an indication of how projected resources would be allocated 
over our portfolio in support of strategic objectives. The last year (FY 98) has 
two new starts which will be identified once we are further into the CPSP 
period. 

I 

Our current mortgage which mainly relates to Strategic Objectives 3 and 4 
represents about 25 percent of our projected resources. This leaves a balance 
of 75 percent to devote new programs to implement the strategy. We expect 
to strike a balance between our mortgage and pipeline in keeping with Bureau 
guidelines by balancing our portfolio between quick disbursing Non-Project 
Assistance and slower disbursing project assistance and by incrementally 
funding our programs to align resource needs with resource availabilities from 
year to  year. 

Total Resources $243.9 I 



Table lV.4 

US AIDIlKadagascar 
Resource Allocation Plan By Strategic Objective 

All Sources: FY 1993 -98 

raslructure Expansion: MIX 

Q) 
d 

Debt for Nature Swaps (2) 
KnowledgeIEiFective Pols for Env Ma: KEPEM 



D. Organization, Operations, Staffing 

In order to carry out its CPSP, the Mission has proposed a reorganization. 
The three technical offices will be supported by a combined Program and Project 
Development Office responsible for program development and assessment. 
Such a reorganization is further needed because the Mission's program level has 
doubled and its staff has increased four-fold since 1990 as a result of the 
decision to make Madagascar a Bureau focus country with a Mission having full 
delegation of authority. The Mission has gone from an AID Representative 
Office with annual program obligations of 619 million and a staff of 29 to a full 
Mission with annual obligations of 845 million and a current staff of 83. 

Most of the Mission's rapid-growth in staff is behind us. We see the need to 
add three new USDH positions to carry out the strategy and deepen our staff 
capability in furtherance of the reorganization plan. Other modest increases in 
our US and FSN PSC staff are planned to enable us to manage our new projects 
and support Mission operations. This will .bring Mission staff to a total of 102, 
including 15 USDH, 10 USPSC, 1 JCC, 74 FSN's and 2 TCNs. In addition, we 
expect to have about 25 US institutional contractors. The new organization 
chart follows this page. The Mission submitted its reorganization and staffing 
package to the Africa Bureau in late June. Review and final approval will take 
place in Fall 1992. 

We will be able to cover the operating expenses required by this staff 
thr0ugh.a combination of OE, Trust Funds, and program funds. Our OE budget 
will average around $3.6 million through 1995 with almost a third covered by 
Trust Funds. In comparing our total operating expenses to our program levels 
for FY 94, it will cost 11 cents to move each dollar of program funds. 

As we launch our strategy and consolidate Mission organization we expect 
to effect management efficiencies while assuring prudent management and 
accountability of our programs. The Mission has already taken steps to clarify 
roles and responsibilities, issued 30 mission orders this calendar year 
establishing operating procedures, developed new and inexperienced staff, 
made its institutional contractors self-supporting, tightened up internal controls, 
introduced automated systems for project tracking, financial management, and 
administrative functions. We have also reinforced our productive relations with 
REDSOIEA, drawing on their design, contracting, procurement and legal 
services. To enhance our operational capacity we are recommending 
establishment of a regional contracts officer position as part of the 
reorganization and will be closely studying the merits of establishing an 
independent accounting station. With CPSP approval under our belts, we plan 
to hold a team-building strategy implementation workshop early next calendar 
year. 



Figure IV.2 
USAIDIMadagascar 
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The early stage of development that characterizes Madagascar with its 
uneven and weak institutional capacities, coupled with our relative newness as 
a donor here, requires a relatively heavy hands-on approach to project and 
contract management supported by an assertive evaluation program and a 
proactive audit plan. As Madagascar's institutions develop we will be alert to 
opportunities to move more responsibilities over to the host country and to 
proven cooperators. 

During the CPSP process, Mission staff spent considerable time thinking 
about the principles and operational guidelines under which we will implement 
our CPSP. They are as follows: 

We will seek to be a catalyst for democratic and market reforms, using the 
quality of our ideas matched with substantial assistance resources to 
leverage change. 

We will seek to promote innovative partnerships among private, NGO, and 
public entities. We will insist on managerial performance as well as technical 
capacity. 

We will foster competition among implementors for resources based on 
performance. 

Over time we will minimize long-term technical assistance, develop a short- 
term stable of Madagascar hands, and cultivate the growth of local 
technical/analytical capacities. 

We will actively seek ways to engage Gray Amendment and 8(a) entities in 
all aspects of CPSP implementation. 

All host-country implementors must demonstrate their financial stake in AID- 
funded activities. In the case of the GOM, project support must be on- 
budget and included as a line item in the public investment budget. 

We will keep accountability for resources in the forefront during all stages of 
design and implementation. 

We will emphasize transparency in government, especially with regard to 
financial accountability and decision-making and rely on a pro-active audit 
program. 

We accept that capacity building will be a necessary component of all AID 
interventions. 

We will rely to the greatest extent on local-level organizations to implement 
activities. 

We recognize that data-collection, analysis and measurement of performance 
and impact are management imperatives and development investments. 



We will work at the wholesale, rather than retail level in dealing with the 
private businesses and NGO's. 

In our ongoing dialogue with public and private actors, we will present and 
reinforce a vision of what a transformed Madagascar will look like and how 
all parties can benefit. 

We will coordinate with other donors at the macro and sectoral levels and 
develop common positions and action agendas with regard to governance, 
local currency use, financial accountability, sustainability and sectoral 
policies. 

We will strike a balance in our portfolio between innovation and risk taking, 
reinforcing successful approaches. 

We will look for cost effective, less staff intensive approaches by relying on 
quality contractors, grantees, and local entities. 



V. PERFORMANCE MONITORING AND 
EVALUATION PLAN 

The Mission will be managing the program for results. Our program 
management system takes into account the recent Africa Bureau redelegation 
of certain programming functions to the field and the movement toward 
performance-based budgeting and Mission-AIDMI performance contracts. 
Performance monitoring and evaluation are an essential element of the 
management system, enabling Bureau and Mission management to measure 
results and adjust priorities and resource allocation accordingly. 

The centerpiece of our management system is the annual assessment, 
planned for each March, which will rely on eight separate reporting or tracking 
modules to tell us how the country and the programs are progressing against 
CPSP objectives, assessment of program impact (API) indicators, and financial 
controls. The Mission will also meet with senior Government of Madagascar 
officials following the annual assessment to make sure the GOM is fully aware 
of A.I.D.'s program results. 

Figure V.l 
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REPORTS 



The entire Mission will play an active role in the ongoing monitoring, 
reporting and evaluation process. The Mission's reorganization puts 
responsibility and coordination of programming, project design, evaluation, and 
performance monitoring into one office to better integrate and synergize these 
activities. Under this office, the Mission is planning to set up an lnformation 
Resources Management Unit and hire a full-time lnformation Resources 
Coordinator. This unit will work closely with all Mission and contractor staff to 
ensure that appropriate information systems are in place and running related to 
our performance monitoring and evaluation needs. Also, the unit will synthesize 
and organize data and information from evaluations, research, PlRs and other 
documents for the Mission. 

Assessment of Proaram l m ~ a c t  

USAID/Madagascar has developed measurable performance objectives, 
targets and preliminary specific indicators. The API system will permit 
measurement above the project level on the Mission's progress in implementing 
our strategy and in achieving our goals. The preliminary indicators are 
presented in Table V.1. The degree of specificity of indicators is greater for 
Strategic Objectives 3 and 4 than is the case for Strategic Objectives 1 and 2. 
This difference reflects the differences in program development among 
objectives; environmental and family planning programs have been initiated 
while most programs under Strategic Objectives 1 and 2 are at the concept 
stage. 

The base-line data will be collected this coming year and the data on the 
indicators will be collected semi-annually thereafter by project staff working in 
conjunction with the Mission economist. Indicators of program progress 
towards the strategic objectives will feed directly into and be an important part 
of the annual assessment of performance. There remains considerable work to 
define indicators for our new strategy objectives and to put in operation the API 
system. The next steps include: 

- Quantify indicators at all levels. 

- Establish baseline levels for each indicator with data disaggregated by 
gender as much as possible. 

- Identify data sources and data collection responsibilities. In some cases, 
individual USAlD projects will generate the necessary data; in other cases, 
national data may suffice. 

- Prepare reporting formats and procedures. 

- Discuss data needs with collaborating organizations (contractors, 
cooperating agencies, government agencies, etc.) to ensure their agreement 
with timing of data collection and understanding of overall objectives at each 
level. 



The Mission will review the monitoring and evaluation systems of individual 
projects to ensure that such systems are as useful as possible in collecting, 
analyzing and presenting information on the designated program-level indicators. 

The Mission will submit an API in the fall of 1992, using the preliminary 
indicators presented in this section. The 1993 API will contain a full set of 
indicators for all four objectives and their respective targets. The Mission has 
received assistance on API development from MSI and AFRIARTSIFARA. We 
intend to  request additional assistance from FARA during FY 1993 for natural 
resource indicators. The development of Strategic Objective 1 and 2 indicators 
will be incorporated into program/project design. 

In addition, the strategy presented in this CPSP provides opportunities for 
measuring the gender related effects of the program through gender disaggre- 
gation of all results which are measured in human terms. USAIDIMadagascar 
will follow closely the Agency requirement that gender disaggregation be used 
wherever USAlD is directly responsible for data collection. In addition, the' 
Mission will include gender specialists, where feasible, on new project designs 
and evaluations. 

The in~house Project Implementation Reports (PIR) will be an important 
management and monitoring tool for the Mission. PlRs will be a major input for 
the annual assessment and the annual budget submission (ABS) in May. The 
PlRs will also be an important source of information for the API. PlRs for sub- 
mission to Washington will be done in mid-October drawing on end of fiscal 
year figures. Project officers will summarize issues in order to  highlight 
strengths or weaknesses. The project review committees will make decisions 
on any necessary implementation action or modifications of the project. These 
PlRs will be updated and reviewed in-house in April, taking into account Bureau 
PIR comments. The MACS system will provide cross-portfolio financial 
information to assist in identifying areas needing attention and to track 
expenditures against planned budgets. 

Evaluation 

Evaluations will also play a key role in the overall program management and 
performance monitoring system. Each Mission project will be evaluated 
regularly with the results feeding into the overall GOMIUSAID decision making 
process, the annual assessment and new project and program designs. The 
three new major USAlD projects, SAVEM, KEPEM and APPROPOP, are 
scheduled for evaluation within the next 30 months. The Mission is also 
carrying out impact evaluations of the environmental grants to  U.S. PVOs. 



As much as possible, future evaluations will include in their scopes of work 
the generation of program level information on program indicators and/or the 
review of existing program monitoring procedures. In addition, future evalu- 
ations will include gender-specific assessments as required by AID and as 
needed to fully evaluate the project and program impacts on women. 

In addition, the Mission will carry out impact evaluations of different sectors 
or program modalities. For example, a joint USAIDiUNICEF impact evaluation of 
the immunization program was carried out in FY 1992. 

Research 

Evaluations will be supplemented through ongoing research. The Mission 
will continue to set and execute an explicit research agenda to advance our 
understanding of Madagascar's development dynamics, policy priorities, sectoral 
interplay, and regional potentials and progress and to monitor socio-economic 
change. Several research activities are ongoing and others will be started 
related to our new strategic areas of intervention. 

Research activities currently planned which will inform new programs and 
develop important databases include: 

Investment promotion/business environment 
Financial sectorfcentral bank reform 

*. Agricultural input markets 
Market town assessment 
Rice production linkages 
Rice policy 
Business service delivery systems 
Political development assessment 



Table V. 1.a 
USAID/Madagascar: Preliminary Program Indicators 

E8taMish 
CompetMtw, 

Pro-Busineas Climate 
and Related Sewkes 
at the National Level 

Legal, Regulatory, and 
Judicial Environment 

suppow 
Marekt Development. 

Financial Market Reforms 
lncrease 

Domestic Resources 
for Private Sector 

Broad-based, 
Market-led, Sustainable 

Economic Growth 

- ~ n n &  gro& rate of GDP - Prhme consumptbn 
growth rate (amount 
and distributbn) 

Expand 
Business Services 

lncrease 
Ifw8stment and Employment 

In the 
Private Sector 

- Level of foreign 
direct invelment 

- No. of new firms registered 
- Level of credit to 

private sector 
private sector 

INDICATORS 
- Simplified Investment 

approval process 
- Reduced time for adjudicating 

contract disputes 
- Simplified bankruptcy 

proceedings 
- Clarification of foreign investor 

rights and responsibilities 
INDICATORS 

- Central Bank operations 
independent of Treasury 
(types of operations TBD) - Central Bank Charter adopted 

- Nos. of men and women 
savers at CEM in HPZs - Credit allocatbn to 
private sector 

- CEM deposit levels (HPZ 
and nationwide) 

INDICATORS 

- No. of jobs in the formal 
Private Sector 
(disaggregated by gender) - Ratk of jobs in formal sector 
to total employment' - Level of prhrate investment - 

- # of firms benefitting from 
direct business services 

(disaggregated) 
- # new business associations 

High Potential Zone 
Growth Multiplies 

National Market A c t i i  

Reduce 
Transportation and 

Communication Costs 

lncrease and Diversify 
Agricultural Production 

and Sales 

Expend 
Locally-managed 
Market Services 

- Flows of goods and 
services (origin & type) 

- Amounts of key indicator 
products from zones 

appearing in other markets 
(rice, off -season crops) 

INDICATORS 

- Reduced transport cost to 
and from HPZs 

- Reduced transport wst/un 
- Reduced communications 

cost 

INDICATORS 
- Increase in # of hectares 
cultivated during off-seasor - Increase in production of 

major crop grown in HPZ - Increase in variety and 
quantity of crops entering 
market centers - Increase in value of 
agricultural input sales - Increase in numbers of 
collectors entering the 
market (disaggregated) - Value, amounts and 

markets of exports 
INDICATORS 

To be determined 



Table V.1.b 
USAID/Madagascar: Preliminary Program Indicators 

Reduce 
Natural Resource 

Depletion 
in Target Areas 

Conserve 
Biodiversity 

in Protected Areas 

Improve 
Management of 

Forest Resources in 
Target Areas 

lncrease 
Income Opportunities 
for Resource Users 

Broad-based, 
Market-led. Sustainable 

Economic Growth 

- GNP per capita - Annual g r e h  rate of GDP 
- Prhrate consumption 

growth rate (amount 
and distr1butkn) 

Balance 
Population Growth and 
Natural Resource Use 

- Population growth rate - Rate of degredatkn of 
natural reaowce base: 
deforestation, bbdiveraity 
makrtenance, ~d 
aol degradatkm rates 

- Reduction in deforestation 
in target areas - Stabilized biodiversity 

- Increase in income from 
improved production systems 

(disaggregated) 
- lncrease in public awareness 

of value of resource 
(diggregated) 

INDJCATORS 

- Rate of decrease of depletion 
of biidiversity:extent and 
variety of natural habitats 

- Policy on protected areas 
- Effective body for coordination 

& policy formulation in place 

INDICATORS 

- #and area protected areas 
under management plans 

- Reduced has. of forests lost 
to slash and burn (tavy) - Improved restoration of savoka 

- Area of natural forest 
managed under plans 

- lncrease in stumpage fees 
collected 

- % increase of revenues in 
NFF expanded on 
forest management 

- % lncrease in entry fees used 
for protected areas 

INDICATORS 

- # and types of activities 
(disaggregated users) - $value of economic activities 

created (disaggregated) 
-# of new businesses created 

(disaggregated) 
- Increase in agricultural prod- 

uction through intensification 
- lncrease in employment in 

PAstforests (disaggregated) 

Reduce 
Total Fertility 

lncrease 
Modern Contraceptive 

Use 

Reduce 
Dehydration 

due to 
Diarrheal Diseases 

- TFR reduced from 6.6 in 
1992 to 5.6. in 1999 

INDICATORS 

- CPR increases from 3% in 
l992to 11% in 1990, 
18%ln 1999 

INDICATORS 

- Nos. of mothers using ORT 
increases from - - - - 
in 1992to -- in ---- 

- HeigWage ratios in target 
groups increase from - - 
to -- by ---- 



Data I Missiorr 
1991 I - KEPEMlAPPROPOP Analyses 
4th Q - OuHineibeQn Whither Madagascar 
1992 
Jan. 2 

15 
16 
17 
20 - Ag Synthesis Paper completed 
2 1 
22 
23 - Whither Madagascar? draft completed 

24 
25 
26 
27 - APPROPOP PP Review 
28 - KEPEM PAAD Review 
29 - CPSP KickofflOrganlzational Meeting 
30 - Review of Whither? first draft 
31 

I 
Feb. 1 I 

4 
5 - Objective TreeIAPI mechanics 
6 - Session on Democracy, Governance, 

Human Righb, and Political Transition 
7 
10 
11 - Sesssion: Primary Health 

12 - Sessslon: Education/Human Resources 
13 - Session: Investment Climate 

MI - Seadon: AgribusineeeExporb 

18 - Session: Pubic Sector Efllciency 

USAIDIMadagascar 
CPSP Development Process 
Other Donors 

- UNDP econ advisor: Dr. Van Tuyen 

- WB: Financial Sector Reform 

- Meeting with UNFPA Res. Rep. 

- Reception for DlWDDlR 

- Meeting with Swiss Cooperation 
- WB: Mtg, with Ag. Projs. Director (Clough) 
- FAO: Ag sector interventions/plans 

- Donor Coordinafon Meeting 

- WB: Food Secudty/SECALIN Project (Sher 

- Coordination Dinner w/ FED 
- UNDP: support from Eco-trade advisor 

- UNDP: Further discussions on eco-trade 
- Meeting with FAC - Coordination with IMF Representative 
- Donor/GOM Coordinafon Meeting 
- WE: Health Sector Review 

- Sesalon presented by WB Res Rep 

Host Country 

- Rice Marketing w/ largest private importer 

- FOFiFA: Ag. Diverslflcationnntenstfication 
- Meeting with Minister of Health 
- Meeting with Minister of WaterIForesta 
- Meeting w/Minister of Populalion 

- Meeting with Minister of ScienMc Researct 

- Reception: DIR/DD w/ govtlprlv sectorlngo 

- Meeting with Director, IMATEP 
- Meeting with Minister of Economy 
- INSCAE: Private Sector Mtg. 

- Meeting with Minister of Transportation 
- Mtg with ONE on eco-trade 
- CPSP discussion with MPop/MOH officials 

- Meeting with Minister of Flnance 

- Donor/GOM Coordinalon Meeting 

- Mtg. wl COROl ag industry re Lac Aloatra 

External Resources 

- REDSOIESA Ag. Policy Options Paper 

- WWF: Discussion on biogas potential 

- Meeting with CARE Reprseentative 
- WWF: Mscuamlon on ecotourism - Meeting with DHS Technical Advisor 

- Meeting with World Wildlk 

- Mtg w/ IRRl re production Increases 

- Support from SEATS Project Coordnator 
- Mtg wl  Conservation Int'l re solar energy 

- Meeting with IFES ra Election Assistance - Weting with Misrou!l Bptpnlcal Garden 



Date - 
Fob. 2f 

2i 
2i 
2t 

Mar. 3 

4 
5 

6 

9 

1 ( 

11  
1: 

1: 

1 f 
11 
1 E  
15 

2( 
2: 
2! 
2! 
2i 
21 
2: 
3( 

3' - 
April 1 

3 
9 
1 C 
24 
3C 

May 1 
4 

Misskm 
- Session: Food Security and Food Aid 
- Session: ~mallfMedIum Scab Enterprises 
- Renewable Reeourcse, Energy, Waste Mgt 
- Trip to Lac Alotra 
- Trip to Lac Alotra 
- Session: Socio-Economic Factors in Dvlp 
- Steering Group: Synthesis Preparation 
- Steering Group: Synthesis Preparation 
- Synthesis Session I: Options 

- Session: Syntheais I1 
- Objective Tree Development by 3 Groups 
- Presentation of Whither to Amb. Walker 
- Objective Tree Development by 3 Groups 
- Objective Tree Development by 3 Group 
- Presentation of Qroup Objective Trees 
- Mtg wl State, AFIM Director, M.Chashes 
- Trip to MahajungdMarovoay(HPZ) 
- Environ. Qroup rework8 leg two 
- Steering Group: Objactive Tree flnalzalon 
- Program Objective Tree Refinement 

- Final review of KEPEM PAADllsruer 
- Private Sector Feedbrck to Whither? 
- iRRl Evaluation PresentaUonICenter vMt 
- Presentation of Ob]. Two to Ambassador 

- Country Team DemIQov Worklng Group 

- Ddegalon arrives; leave for Ansirabe - DriveMsit to Ranomafana Resews 
- Return to Tana via Fianarrntsoa - Synthesis Prssentatlon 
- Dinner for Delegalon wl CPSP team 
- Strategy ~resetktion 
- Complete consultations wIAIDIW team 

- CPSP Outline Prepared 

- Contracting certification revlew 

USAID/Madagascar 
CPSP Development Process 

- Swiss Coop: Rice & Lac Alotra 

- WB, Blarel: Agricultural Sector Strategy 

- FAO: Ag Policy and Sector Issues 

- FAC: Further Program Discussions 

- WB: Ag Sector Analysis Presentallon 

- UNDP: Coordination lunch 

- Donor Mtg. on Local Currency 
- Presentation to Donor community 

- Donor Lunch: WB, IMF, EC, FAG, Japan 

- UNDP Economic Modeling 

- CARE Mrector 

- 
Host Cwntrv 

- Mtg wl CI re Lac Aloatra eco statue 

BSEPM: Private Sector/Donor Presentation 

- Meeting with Minister of Universitise 

- CPSP explained to Family Planning NGOs 

- Mtg. with QOM Bur. StaUstics for ag $tat8 

- Reps: Stedic, Inscas, Fivmpama, Omnlum 

- MFA mtg. on Election Assistance 

- Lunch with key Ministers 

- Meeting with Minister of Economy 
investment promotion 

- Min. Econ Meeting on LRJ 

- Meeting with DO of Budget I Plan 
and SQ of Finance 

External Resources 

- Sewlon pnsmted by B. Durr of CEC 

- Sesdon preeented by Pierre Verin 

- Support from Ben Stoner, AFWARTSIFARA 

- IFES Debridng 

- Meeting with World Wildlife Fund 

- Support from AFWONIDQ, WHammlnk 
- PDororh, Corndl Pmsentalon 

- AFRIEA Dlmctor: Misslon Org. 

- REDS0 Local Currency 

- PRITECH Team 

- Led by FAlOP team - 1992 Demographic and HeaHh Suwsy 
(DHS) begins 



10 
11 - Writ to Sambava 
12 
14 - Wdt Mahajanga with RHUDO bam(HPZ) 
15 - Logframe and indicator refinement 

- RHUDO HPZ Discumsiom 
20 
221 - CPSP Research Agenda 

June 5 1 
9 - Local Currency Rwiew 
10 
11 
12 - CPSP flnt draft 

30 
July 1 

6 - Wdt to Fianarantaoa (HPZ) 
10 
20 
21 - Wrap Up on CPSP h r k r  
22 - CPSP review 
23 - CAP PID design bddng 
24 
311 

Aug. 3 1 
7 - CPSP sent to AIDIW 

- LRJ Team Debdefing 
20 
21 
24 - Briefing on RicelENR Hnks 
25 

USAID/Madagascar 
CPSP Development Process 
Other Donors 

- Donor rneeting on local currency . ' 

- Coord. Mtg with new UNDP Res.Rep. 

- Donor meeting on local currency 

- W.B. Ag Sector Mission 
- NQ0 coordination meeting 

- Meeting with Swiss Cooperation - Meeting with new W.B. Res.Rep. 

- W.B. Financial Sector Mission 

- Meeting with GTZ 
- W.B. Rice subsector team 

- Meeting wJCRS evaluaton 
- W.B. briefing on structural adjustment 
- coordination lunch w1UNDP - 

Host Country 
- APPROPOP finalized w1QOM 81 NQ0r 

- Accompanied by Minister of Ag. 

- SecState of MFA on strategy outllne 

- Minister of Transport 

- Meeting with Governor. Central Bank 
- Meeting wlMinister of AQ on SO #2 

and CAP 

- Meeting w/Malagmy -Am.bwlnearman 

- Meeting w/Mlnister of Econ. on LRJ 

- Ministry of Justice on LRJ 

External Resources 

- MSI TDY on impact lndicaton 
- RHUDO TDY 

- ARTSFARA TDY on ENR Indicaton 

- REDSOlESA .conomlet support 
- IRIS comuttanll, Target 1.1 

- EPAT conrultants on RicJENR 
- Federal hews Bank conwltant 



ANNEX 2 

In the course of our CPSP brainstorming and analysis, we considered a 
broad range of possible interventions. After careful consideration, we discarded 
the following options for strategic interventions. 

1. PRIMARY HEALTH CARE 

Despite obvious need, USAIDfMadagascar will not address primary health 
care and delivery, because: 

-- We know very little about the sector. It would require substantial lead 
time to develop appropriate data and a sectoral strategy. 

-- The health sector has so many problems, the pay off on our assistance 
would be long term and uncertain. 

-- The World Bank has a major health program in the works. 

-- Available Mission resources preclude taking on both Health and 
Population programs. We believe it makes more sense to focus on fertility 
reduction with subordinate attention to related health aspects (e.g. Child 
Survival, cost recovery policy, private service delivery). 

2. EDUCATION SECTOR 

We do not propose to address this sector because: 

-- Education in Madagascar requires major long-term investment in reform 
and upgrading which is high in cost, a long way in the future in terms of 
return on investment. 

-- USAID's comparative advantage is relatively weak, especially vis-a-vis 
the French in Madagascar, in addressing reform and improvement of the 
francophone education system. 

-- Until the economy picks up the Government cannot finance education's 
high operating expenses. 

-- The World Bank and the French are addressing this sector. 

Human resources development through participant training programs will, 
however, be an integral part of our strategy implementation. 



3. TOURISM 

This sector was ruled out because: 

-- Despite its obvious potential many other constraints such as 
infrastructure development, telecommunications, air transport, hotel 
infrastructure must be addressed before this sector can really develop 
beyond 35,000 tourists a year. 

-- Government policy in this sector is unclear and the issue of 
environmental impact of mass tourism needs to be resolved. 

-- USAlD has no particular comparative advantage in this sector. 

-- The private sector is quick to respond to opportunities for profit in this 
sector without donor assistance. 

USAID's objectives and resource availabilities are best served by 
integrating eco-tourism development into our environmental objectives and 
interventions. 

4. INDUSTRIAL DEVELOPMENT 

This sector is not a promising focus for our strategy, because: 

-- The most dynamic industries are textiles, garments, shoes and leather 
products all of which have restrictions on USAID direct assistance. 

-- Agro-industry which is among the most promising industrial sub- 
sectors, can be addressed as part of our agribusiness/ commercial 
agriculture focus. 

5. GREEN REVOLUTION IN RICE 

We dismissed the hypothesis that Madagascar could replicate the 
Philippines Masagana 99 rice program, because: 

-- There are relatively few areas that could benefit from this high intensive 
approach. 

-- The conditions for a complete package of technology, inputs, credit, 
land reform, etc are not ripe. 

-- GOM commitment is not behind this. 

-- Any USAlD efforts in rice commercialization can be done as part of a 
broader objective. 



6. LIVESTOCK 

This sector was discarded for the following reasons: 

-- USAlD has no prior involvement in the sector in Madagascar, and 
comparatively little expertise to offer. The little we know about the 
sector would require substantial research and analysis to develop 
appropriate baseline data and a sectoral strategy. 

-- USAlD would be a relatively minor player in the donor field, and our 
impact would be uncertain given the deterioration of the sector over the 
past 25 years. 

-- A recommended livestock sector strategy involving privatization of 
veterinary medicine, the liberalization of supply and distribution of drugs 
and vaccines, quarantine services, and the financing of slaughter houses 
for meat export to Europe is contained in a recently approved project to 
be implemented by the government with the assistance of a large number 
of donors (World Bank, EEC, FAC, and ADB). 

7. FISHERIES 

Interventions in this sector seemed promising but were discarded for the 
following reasons: 

-- This is a relatively new area of sub-sector growth which, for the 
present, seems to be operating fairly efficiently. 

-- Much of the growth is due to a substantial increase in maritime fishing 
benefitting from an export orientation, low level of taxation, and presence 
of a comparative advantage in production dominated by Japanese 
investment. 

-- The major area of concern is the potential for over-exploitation which 
will be regulated and monitored through KEPEM policy reform which 
requires environmental impact assessments for future investment 
projects. 



ANNEX 3 

Business Expansion through Services and Technology (BEST) Project 

FY 1994 Start 

Pur~ose: To create a supportive environment and access to the services and 
technology needed for private sector expansion. 

Ratio- Job growth is not keeping pace with labor force growth in Madagascar. 
A high level of private investment can close the gap between labor demand and 
supply. This project will work toward a legal and regulatory environment that 
encourages private investments by both Malagasy and foreigners. The emphasis 
will be placed on reasonable, equitable and transparent treatment of all business 
enterprises by public authorities, discontinuing the current practice of special 
benefits for new investors. Business enterprises are isolated from potential 
suppliers and product markets. Information on market opportunities and 
technologies does not circulate adequately in the Malagasy economy. Business 
associations, which should provide these services, are in the formative stage. 
Strengthening these associations will be the means by which USAID will support 
the efforts of individual entrepreneurs to increase output and employment. 

1. Public Sector Component. Legal and economic advisors will assist the 
Government of Madagascar to update property, contract, and tort laws. The 
project will encourage the Government of Madagascar to rely on simple, low-cost 
procedures to adjudicate business disputes and to reduce transactions costs for 
enterprises and to allocate adequate resources to the judicial branch of government 
so that decisions are rendered quickly and impartially. The project will also address 
simplification of investment approvals and the establishment of investment 
promotion services. 

The project will establish or strengthen links between policy analysis and the 
drafting of regulations affecting the private sector by the providing technical 
assistance, training and commodities to selected economic ministries. 

2. Private Sector Component. 

a. Business Services. The Project will provide technical assistance, 
training and commodities to business associations primarily those 
located in high-potential zones as defined in the CPSP strategy. This 
support will enable the associations to serve the interests of their 
members with information, communications facilities, training 
opportunities and advocacy of members' interests in public fora. 



b. Technoloav Transfer. The project will assist entrepreneurs to find 
machinery and production processes in the US and in newly 
industrializing countries which are appropriate for the Malagasy 
economy. For example, the project will foster links between 
Malagasy firms and technology development centers in Asia via 
exchange programs and study tours. Seed capital financing for . ' 

acquisition of new technologies will be available through the project. 

Technical Assistance $3.5 million 
Training 2.0 
Seed Capital 2.0 
Business Association Grants 1.5 
Technology Feasibility Studies 2.0 
Commodities L!& 

$12.0 million 



PURPOSE: 

PURATION: 

ANNEX 4 

Market Infrastructure Expansion Project (MIX) 

Proiect Conce~t  

COMPONENTS: 

To improve local level management and provision of market 
services and facilities. 

1. Revenue Management. Includes mobilization, administration and use of 
locally generated revenues for market infrastructure rehabilitation and 
maintenance. Component will consist of: 

- a) Feasibility studies in up to 6 selected cities to identify possible 
sources, means of collection, and uses of locally generated revenues. 
Studies may include the feasibility of toll roads, and private maintenance 
of roads and bridges. 

- b) Technical Assistance for establishing revenue collection and 
management systems, designing and administering feasibility studies for 
local level market revenue potential, and preparing market services 
management plans. 

Budget: $3.25 million for studies 
$1.25 million for Technical Assistance 

2. Training for preparation and implementation of market services 
management plans, and setting up and administering revenue collection and 
accountability systems. 

- Budget: 5 1.5 million 

3. Matching Grants to serve as seed money in setting up market sites and 
services. Investments in market services will be demand driven, and may 
include infrastructure improvement such as rehabilitation of water supply, 
storage, electricity, drainage, and processing equipment as well as industrial 
parks, incubators, etc.. 

- Budget: $5.0 million 

4. Municipal Management Training for public administrators in areas outside 
financial management. 

Budget: $0.5 million 

Total Budget with 10% contingency: $13 million. 



ANNEX 5 

MASS EDUCATION AND DEVELOPMENT INFORMATION 
ASSISTANCE (MEDIA) 

SHELF PROJECT 

Pur~ose: To support increased information, education and communication (IEC) 
in Madagascar related to the Mission's four strategic areas as well as the 
democratic transition. 

Rationale: Madagascar is undergoing a difficult and simultaneous economic 
liberalization and transformation and political liberalization. The recently freed- 
up press is vibrant but still nascent. New private associations are forming and 
starting to get involved in the public arena. As the country moves towards a 
market economy, increased information and communication is absolutely 
necessary to unleash the private sector. At the same time, as Madagascar 
continues on its transition to a more democratic, pluralistic society and 
government, openness and information will be vital in assuring accountability, 
transparency and informed public policy debates. In addition, with the new 
freedoms of press and association, opportunities abound for increased use of 
IEC to get across key development messages related to family planning and the 
environment. 

Preliminarv Proiect Descri~tion: The MEDIA project will encourage and support 
broad civic education, formulation and discussion of new ideas concerning free 
markets and policy changes, environmental and family planning messages, 
broader-based policy dialogue among the new groups in civil society, and a 
more professional press. Activities will be demand-driven depending on the 
demands of the portfolio and the democratic transition and opportunities to 
make a difference. The project will attempt to synergize and facilitate IEC 
across a broad range of topics using the most appropriate methods for 
Madagascar. The MEDIA project will complement the Mission's on-going 
projects by building the competency and facilities for broader IEC activities in 
Madagascar. It is envisioned that the project will support a broad range of IEC 
tools such as cartoons, posters, radio programs, videos, print media, etc. 

-- Technical Assistance $1,000 
-- Reproduction Materials 2,000 
-- Broadcasting (radio or other) 500 
-- Transmission/Reproduction Equipment 2,000 
-- Training 1,000 
-- Contingency 500 

Total Estimated Budget $7,000 
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