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ASSISTANCE TO THE GOVERNMENT OF MADAGASCAR (GOM) IN DEVELOPING 
FINANCIAL MARKETS THROUGH THE USAID FINANCIAL MARKET 

DEVELOPMENT (FMD) PROJECT 

Through the Financial Market Development (FMD) Program and Project, USAID\Madagascar 
and ~ t s  project office for market and business development is supporting the Government of 
Madagascar'> strategy to tackle the financial constraints resbctmg economc giowth and work 
towards lncreaslng the level of financral savings, the efficrency of investment and lowenng the 
costs and nsks of fmanclal transact~ons As part of h s  strategy, and des~gned m coordination 
wlth other donor inshtutions, and two Malagasy fmaslcial institutions -the Central Bank 
(Banque Centrale de Madagascar or BCM) 2nd the Came d 'Eprgne de Madagascar (CEM), 
USAID contracted wth  Eccles Associates, Inc to complete the Project Assistance component 
The project was a combination of pclicy reform and project activ~tles to strengthen the 
~nstmtional capacity of the Central Bank and CEM and liberalize the financial markets 

Under the contract, Eccles Associates provided t echca l  assistance, tramng, and equipment to 
the CEM to support expansion and improvement of ~ t s  operations and worked wth  the BCM to 
support research, deslgn, and lrnplementation of a market-based monetary pollcy 

The Contract was signed m May 1994 and the long-term advisor to BCM was mob~lized for a 
three-year tour-of-duty that year Moreover, the short-assistance to CEM was mtlated, w th  the 
ba.nlung advrsor completing two tnps in 1994 Eccles Assocrates contmued providing advlsory 
servlces to CEM on an mtermittent basrs up untd July 1998 Accordingly, two contract 
modlficat~ons were approved in November 1996 and August 1997 to, in general, extend the 
completion date, reallocate funds between budget lmes, and reallocate est~mated workdays 
between labor categorres USAID completed a Contractor Performance Report m August 1997, 
providing a mean score of 4 2 or "Excellent" on the rating matnx 

Banque Centrale de Madagascar 

The Central Bank component focused on two areas establishment of a Research Department 
and human resource development In t h~s  regard, Eccles Associates asslgned a long-term 
economic adv~sor to the Central Bank for the penod August 1994 to July 1997 By placing an 
economlc expert at the Central Bank for an extended penod, Eccles Associates provided on- 
going t echca l  advlce to strengthen the Central Bank's research capac~ty The objective of the 
assignment was to help the Central Bank to better formulate and implement stable, non- 
lnflatlonary monetary pollcy consistent with free market pnnc~ples and based upon analysis of 
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current financial and other economlc factors Mr George Bossy, a former Federal Reserve Bank 
economist, provided long-term techmcal assistance to BCM begmmg m August of 1994 and 
completing hls tour-of-duty In July of 1997 

As agreed with the BCM directors and USAID, Mr Bossy prepared and submitted quarterly 
progress reports The reports described m detall achevements dunng the reportmg penod, 
part~cularly as related to the project logical framework and work plans The reports submtted 
mclude 

P 
Progress Report, Fourth Quarter 1994 

Progress Report, Flrst Quarter 1995 
Progress Report, Second Quarter 1995 
Progress Report, Thrd Quarter 1995 
Progress Report, Fourth Quarter 1995 

Progress Report, Flrst Quarter 1996 
Progress Report, Second Quarter 1996 
Progress Report, k d  Quarter 1996 
Plogress Report, Fourth Quarter 1996 

Progress Report, Fmt Quarter 1997 
Progress Report, Second Quarter 1997 

In addit~on, Mr Bossy reviewed the accomplishments and methodologies put in place dmng the 
long-term technical assistance component In a final report (see Annex 1 )  entitled 

"Evaluation of Three-Year Technical Assistance Ass~gnrnent to the Banque Centrale de 
Madagascar, August 1994 - July 1997" 

Mr Bossy was also instrumental 1n the preparation and issuance of the BCM's annual reports, 
beglmng with the 1993 report Likewse, the research department under h ~ s  close supervrsion 
and wlth h ~ s  expert input prepared "Bulletins" (Bulletzn dlIrzformatzon et de Statzstrques) a senes 
of quarterly economlc studies 

Accomplishments 
As reported In the "Evaluation", some of the accompl~shments of the long-term assistance 
provided to the BCM include 

Preparation and Issuance of Annual Reports for the first time and on a consistent basis gomg 
forward In addition, the Research division progressively shortened the time requlred to Issue 
the Reports and progressively improved the quahty, providing meatllngful analysis and 
discuss~on of economlc developments 
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Streamllnmg and improving the quality of the Notes de Conjuncture whch are rnternal 
documents prepared each quarter As evidence of the quality of the documents, the Notes 
now serve as the backbone for vanous econormc studies whch often (startmg wth  1996) 
accompany the Central Bank's quarterly publlc document Bulletzn d'lnformatzon et de 
Statzsques In the fifteen months fol lomg the lntroduct~on of the economlc studles in the 
Bulletzn, the paying subscnptions to the Bulletin ancreased by 89 7% 

Design and development, by BCM Research Department staff member, of a short-term 
econometnc model linlung pnces, money supply, and the exchange rate As reported, Eccles 
Associates' expert economic advisor sees the model as a "truly onglnal piece of work" 

issues Ahead 
In the "Evaluation" document Mr Bossy lald out concerns and recommendations regardlng the 
BCM7s Research Department Many of the issues identified stem mostly fiorn apparent 
shortcomings in the Departments staffing level and current technical aptitude Though the 
Department made great stndes c, zr the past years especially in p r e p m g  internal reviews and 
annual reports, the staff may not be able to adequately address complex policy matters without 
outside assistance Morcover, the Central Bank's staff resources w1l1 be insufficient for the Bank 
to gather data and measure certam economic mputs that are important to the Country's economlc 
growth, for example measuring the impact of the informal financial sector or studylng the level 
of direct Investment in the Country 

Outside of the Research Department the BCM will need assistance as the secondary money 
market grows and as open market operations become an instrument of monetary pol~cy 

The second component for the Project Ass~stance in Financial Market Development focused on 
assistance to Cazsse dlEpargne de Madagascar, a national savmgs bank For t h s  component 
Eccles Associates provided short-term, intermittent advlsory services to the CEM The work was 
des~gned to help CEM to develop plans and implement strategy in the areas of marketing, 
finance, human resource development, and automatic data processing, and with a goal to improve 
the access, user fnendlmess, and interest rate mcentives for savers 

Spec~fic objectwes of the short-term techca l  assistance lncluded 

Advlslng CEM on a strategy to ~mplement a three-year plan leadmg to pnvate capltd 
partic~pation and more market-dnven use of ~ t s  llabillty base 
Assistrng the CEM wth its modemzatlon, staff development plans, and t r m n g  
Recommending procedures and strategies concemng staff development, rnarketmg, 
and business expansion 



Providing management with strategic planmng advice for its modemzation program 
and assistance In establishing a financial reporting system useful as a management 
tool 

Over the contract penod 1994 to 1998, Eccles Associates provided mtermittent t echca l  
advisory services m the targeted areas of financial institutional development and banlung 
operations Accordingly, over the course of the contract, Eccles Associates mobilized three 
advisors to complete the requested tasks 

Mr Alfiedo Cardona, international bankmg manager and business development expert 
Mr Alain de Maynadier, international financial and capital market specialist 
Mr Joel Antal, financial institution expert in plamng, reorgamzation, and credit systems 

Each tour-of-duty was requested and approved by CEM management and USAID project 
officers Likewise specific objectives and a scope of work were discussed and approved for each 
mission At the completion of each tour-of-duty, a comprehensive "tnp report" was issued in 
French and English to USAIDIMadagascar and CEh-e reports addressed the tasks completed 
and objectives of the particular short-term assignment The advisors also made 
recommendations for CEM management to aplement These recommended steps were then 
reviewed during the subsequent mission In total, Eccleq Associates' fmancial advisors 
completed nme short-term technical assistance missions, beginning in August 1994 and ending in 
June 1998 In addition, as follow-up to one assignment Eccles Associates studled the prospect of 
creating a I-arket for Treasury Bills in Madagascar and issued a senes of recommendations in a 
report 

Reports/Deliverables 
Comprehensive reports (averaging about 40 pages and includmg appendices) were issued as a 
result of each CEM technical advisory assignment Moreover, the accompl~shments, work 
methodologies, and results bullt upon the prior assignment as CEM modernized and progressed 
For these reasons and in an effort not to duplicate documents already provided to USAID m 
multiple copies, the reports previously issued are not reproduced in thls final summary 
document The information provided in these reports, as well as the objectives, results and 
accomplishments of each assignment are outlined in the Accomplishments section below 

Accomplishments 

August 1994. Alfredo Cardona 
Orgmzation Framework 

1 Revised articles of mcorporation and formulated necessary changes 

2 Reviewed the general organization plan proposed by Cabinet Jureaco and subsequent 
preparation of a new general organization plan for CEM 



3 Reviewed and prepared a human resource plan 

4 Prepared a general framework for an agreement between Etablissement Public Poste and 
CEM, reviewed the most important points to be covered and discussed the reimbursement 
of certsun costs to the postal system 

5 Formulated and prepared financial objectives (budget) fkom 1994 through 2001 

December 1994, Alfredo Cardona 
Marketlng Plannrng and Tramng 

1 Revrewed and updated the orgmzatlon framework agreed to uz September 1994 

2 Reviewed and updated the Budget agreed to m September 1994 

3 Developed a marketmg plm ibr the CEM covenng 1995 and 1996 

4 Developed a traimr ,o plan for the CEM covenng 1995 and 1996 

5 Developed a follow-up mechmsm to ensure all actions agreed to for 1995 - 1996 are 
reached 

JanuadFebruary 1995 Com~uter Equipment Procurement 

In support of the CEM modernization component and as requested by USAID, Eccles Associates 
procured computers and network servers The procurement closely followed technology 
specifications provided by CEM and USAID Eccles Associates obtained compelit~ve quotations 
for the equipment and selected a vendor to source 18 Dell Computers, software, and network 
components CEM used separate, local techmcal resources for mstallation, service, and 
computer training 

March 1995, Alfiedo Cardona 
Product Introduction 

1 Revlewed the CEM3s marketing and sales plan covenng the penod 1995 - 1996 and the 
enactment of any changes deemed necessary 

2 Prepared a list of products that the CEM Introduced dunng the next 18 months, 
class~fylng the product lntroductlons accordmg to client and prospect mterest Helped 
CEM prepare for the first product launch 

3 Prepared for other new product ~ntroductions dumg 1995 to 1996 



September 1995. Alffedo Cardona 
Operational Management and Orgmzational Change 

Prepared a new product checklist for the lntroduction of the new product "Compte 
Retraite" 

Prepared a new product checklist for the lntroduction of a new family of "Special purpose 
products" (Produits Spec~fiques) 

Dlscussed with CEM's lawyers the groundwork for the lntroduction of asset products 
(I) home loans, and (11) loans to major corporations 

/ 

Discussed the Internal Auditor's responsibilit~es wth the new h re  

Dlscussed Investor Relations and general department responsibil~ties wth the new 
Comrn~cat ions  Dlrector 

Discussed the state of EDP systems wth  EDP head 

Discussed MIS systems 

Discussed the transfer pnclng agreement signed by the Post Office and the CEM 

Discussed eventual changes in present organizational chart 

Updated internal deadlmes established by CEM 

D~scussed with Banking Regulators and external auditors on the establlshrnent of the 
"Societe Anonyme CAISSE D'EPARGNE" 

Apnl 1996. Alaln de Mavnadier 
Un Actlon Plan d 'Actzon Pour Antzczper La Przvatzsatzon de La Cazsse dlEpargne de 
Madagascar 

1 Prepared An Action Plan in Anticipation of the Pnvatizatlon of La Caisse d'Epargne de 
Madagascar 

2 Recommendations included 
(a) Defmng the Mission of CEM economical, financial, and social 
(b) Preparing documentation requirements for change to a pnvate company, including 

Board of Directors, Personnel Regulations, Decree of Application, and agreement 
w~th  Ministry of Post, Telegraph & Telephone 
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(c) Studymg the poss1b11lt.y of lease-purchase housmg, lendmg to local banks, lendmg to 
depositors, service term deposit m part mth CEM stock, and ~nstall~ng electromc 
passbook readers 

(d) Putting Into place management system by objectives 
(e) Projectmg budgets over penod of three yeas  
(f) Creatmg a Management Committee, actlvatmg a Treasurer position, planrung a 

personnel rotation cycle, reviemng Internal Auditor 

May 1996, Alam de Mavnadier 
Un Essaz Sur La Structuratlon D 'un Marche Secondazre Des Bons Du Tresor a Court Terme 

1 Study of the poss~bility for the CEM to become a Market Maker m short-term Treasury 
Bonds and recommended the steps to take 

2 Prepared a paper d~scussing the modemzatlors of the Treasury Bill Market m M, L'ngascar, 
mcluding negotiability and secondary market Issues Outlmed the advantages of 
modernization to the Malagasy economy and the introduction of a new firianclal ~nstnunent 

December 1996, Alain de Mavnadier 
Un Rapport Sur La Transforrnatzon de La Cazsse d'Epargne de Madagascar de Soczete Etatlque 
en Soczete Anonyme 

1 Reviewed the report of the external auditor and advised CEM on ~mplementing the audltors9 
recommendat~ons 

2 Advised the CEM Financial Operations divislon on the preparation of the 1997 financ~al plan 
and 1997 portfol~o management 

3 Advised CEM management on necessary steps to complete a transformai~or, to a pnvate 
company 

4 Revlewed progress to date by the Central Bank and Mmstry of Finance in establlshmg a new 
T-B111 market, advising worlung group on structures 

5 Offered advice on presentmg/promotmg the Treasury Bill market for Malagasy business 
associations 



May 1997. Alain de Maynadier 
Un Compte Rendu sur le statut de La Soczete Anonyme Cazsse d'Epargne de Madagascar 

1 Techn~cal assistance to CEM on the transition to a pnvate company 

2 Counseled the General and Finance D~rectors Offices on legal procedures of the Treasury, 
providing a comparative analysrs of taxes and interest for Treasury Bonds and the certificates 
of depos~ts obtained by commercial banks 

3 Developed cntena for internal audit personnel and procedures 

4 Reviewed the operational and managementnnprovements at CEM 

5 Suggested necessary actions to implement in order to finalize the pnvaozation 
(a) Implement accounting system in conformdy with the national accountmg plan 
fb, 4nalysis of CEM's balance sheets and Interim Agreement concermng c!&t to State 
(c) Recommendation on structure and composition of Board of Directors 

6 Strategic planning for income optlmzation, competition, and investment policy 

December 1997, Joel Antal 
Financial Reportmg and P l m n g  Process 

1 Evaluated accounting software effectiveness m gathering information for CEM's 
financial management 

2 Assessed the mternal financial reportmg process and recommended new report products 
needed for productive dec~s~on malung 

3 Outlined steps for much needed budgetmg, profit p l m n g  and performance 
measurement 

June 1998, Joel Antal 
P l m n g  and Budgetmg 

1 Created internal CEM-T/A gu~delines setting forth (1) timing, organization, and content of 
strateg~c Annual Plan and its integration into the Annual Consolidated Budget, and (11) 
Methodology for Budgeting and for Breakeven Analysis 

2 Launched the Planrung Cycle for FY 1999, ~ncluding setting a timetable for the 
preparat~on phase and prepmng a first drafl outlme of an annual plan that attempted to 
incorporate plans prepared by each of the four departments (as of first date on the 
timetable) 
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3 Outlined CEM7s entlre (and ~rnmedlate) MIS requirements matched wth a phased plan to 
upgrade the network, whch IS to be momtored by a jolnt USAIDKEM review 
committee 

4 Started a presentation of monthly m t e m  financial reports (budget, mcome statement, 
cash pos~tlon) based on combmed estimates and hard data 

Issue5 Ahead 
As discussed ~n the June 1998 report, which focussed o ~ i  Pl-g and Buagetmg, 2115 
hghhghted rn a memorandum to USAID at that time, the key lssw fzcvng CEM 1s rea,m:g dnc 

s~s t amng  profitzb~lity The lclnderly r ~ g  protliem is that CEM rnaqage ,lent is not ,n a posium tc 
momtor its o?eratlons closely It was not utilimg monthly mtenm statemmis W:th poor 
lnformanou gathenng and d~sseminatlon emergmg problems car, go mdetec:ed much longer and 
ongoing problems do not get the attention they need T h ~ s  coda become more problematic dq 

the pace of bclsiness p~cks up, as more compames in Madagascar pni , I  ze dnc as CEM mw' 
report and respond to ~ t s  shareholders 

11 USAID continues to supp~i'i CEM7s mobemzation, transformation ana outreach to ?avers, 
USAXE should con rnue to moxtor CEM profitab~lity and pay attention t~ the c:edlbillt). aqS, 
tunelmess of profitability nurduers Accordmgly, further iechn~cal ass~stancc cwld br a soaid 
msMntiona1 mvestment 
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ANNEX l 

George H. Bossy 

EVALUATION OF m THREE-Y~R TECHNIWL ASSISTANCE ASSIGNMENT 
T O  THE 

W Q U E  CENfRALE DE MADAWSCBR 

August 1994-July 1997 

The SI tua t i  an I found on arr  ~val 

A f t e r  y e a r s  of down-sl  z I n g  a n d  n e g l  e c t ,  t h e  Research  
D e p a r t m e n t  was r n  a s o r r y  s t a t e  when I a r r r v e d  I n  Madagascar r n  
A u g u s t  1994. L e f t  w l t h o u t  a  I l l r e c t o r  f o r  some 7 o r  8 y e a r s ,  i t s  
b e s t  p e o p l e  a t t r a c t e d  away by o t h e r  d e p a r t m e n t s ,  Research h a d  
s h r u n k  r n t o  l e t h a r g y .  I t  h a d  become, l n  e f + e c t ,  a mere s t a t r s t l c a l  
o f 9 1 c e ,  w h i c h  p r o v l d e d  t o p  management o n  a  r e g u l a r  basrs with a  
s e r  l a s  o+ s t a t  1 s t  I c a l  t a b l e s .  W h r  l e  l o n g  ago t h e s e  t a b l e s  h a d  been 
accompanred  by b r l e f  n o t e s ,  t h a t  habr  t had died o u t .  

The  g e n e r a l  v i e w  I n  t h e  D e p a r t m e n t  was t h a t  t h e  wa r  s f  
I m p r o v i n g  Resea rch ' s  p e r f o r m a n c e  was t o  p r o d u c e  mcwe s t a t r s t r c s ,  
p r e f e r a b l  Y by canduc t I n g  1 a r g e - s c a l  e  s u r v e y s  < f o r  wh I c h  t h e  C e n t r a l  
Bank d l d  n o t  have t h e  n e c e s s a r y  manpower o r  competence) .  A n o t h e r  
s t r o n g l y  h e l d  v i e w  was t h a t  e c o n o m e t r ~ c s  c o u l d  provide precise 
f o ~ m u l a s  w h l c h ,  applied more  o r  l e s s  a u t o m a t ~ c a l l y ,  w o u l d  p r o d u c e  
r e 1  l a b l e  + o r e c a s t s  a n d  a  s o u n d  m o n e t a r y  p o l  I C Y  

These  b e l i e 9 s  r n e v l t a b l y  l e d  t o  a n a l y s i s  b e ~ n g  g l u e n  s h o r t  
sR r1  f t  P h i s  t endency  was r e ~ n f o r c e d  by t h e  f a c t  t h a t  mos t  members 
0-6 t h e  Depa r tmen t  < l n c l u d r n g  ~ t s  Director) were  n o t  t r a l n e d  
econaml s ts  and  were  t h e r e t o r e  w a r y  o f  u n d e ~ t a k l  n g  a n a l f s e s  t h a t  
m i g h t  r e v e a l  t h e 1  r r n e x p e r  I ence  T h e r e  was a l s o  an u n d e r l y r  n g  v  I ew 
t h a t  t h e r e  was  n s  need t o  a n a l y z e  s t a t t s t  r c a t  d a t a  I n  t h e  
Depa r tmen t ,  s~ nce  t o p  management was c a p a b l e  o f  d o l n g  s o  I t s e l  f .  

Under  a ~ d - d o n o r  u r g r n g ,  a n d  r n  a r d e r  t o  s u p p o r t  and  r e r n f o r c e  
t h e  movement t o w a r d  c e n t r a l  bank Independence  a n d  t h e  use o f  
m a r k e t - b a s e d  ~ n s t r u m e n t s  o f  m o n e t a r y  p o l  I C Y ,  t h e  C e n t r a l  8ank 's  t o p  
management -f I na l  1 y endowed t h e  D e p a r t m e n t  w I t k  a DI r e c t o r  and 
u n d e r t o o k  to upg rade  I t. A n d  I t w a s  i n  o r d e r  t o  s u p p o r t  t ha t  
e 9 f o r t  tha t  USAID p r o u l  ded  m y  s e r v r c e s  to t h e  C e n t r a l  BanK 

The Qepar tmen t, however ,  had b a r e l y  s t a r t e d  t o  r e c u p e r a t e  a t  
t h e  t f m e a f  m y a r r r v a l  I t w a s s t i l l  e s s e n t i a l l y o n l y a  
s t a t r s t l  c a l  a f f 1 6 e ~  and  s o  u n d e r - s t a f f e d  that  i t c o u l d  h a r d 1  y have 
moved t o w a r d  h I g h e r  g o a l s  even  had I t known Row to. 

Combln ~ n g  Research 's  awn p r o b l e m s  a n d  t h o s e  o f  t h e  Bank a t  
l a r g e ,  I encaun t e r e d  a t  f r r s t  t h e  $ 0 1  1 swr n g  r a t h e r  d a u n t  r n g  a r r a y  
of c l r f t r  c u l  t i e s  w h ~ c h  s e r r  o u s l y  c r r p p l e d  my e f f o r t s  t a  g e t  Research  
mov I ng ,  a n d  w h i c h  made t h e  f I r s t  ha1 f o f  my t h r e e - y e a r  assignment a 
h i g h l  y f r u s t r a t ~ n g  e x p e r i e n c e  



ANNEX 1 
- - - 

* A  s e r  I ous d e f  i c  I e n c y  r n  t h e  number and  qua1 I t y  a+ t h e  Research 
S t a f f ,  and  an o v e r - c a u t l o u s  approach  b r  t o p  management I n  
p r o v r  d i n g  Resea rch  w t  t h  t h e  r e q u r  r e d  s t a f f ,  p e r s o n a l  
compute rs ,  books ,  e t c .  

* A  m l s c o n c e p t l o n  W I  t h i n  Research ,  and  ~ n c l u d r n g  o n  t h e  p a r t  o f  
I t s  D ~ r e c t o r ,  as t o  t h e  p r o p e r  functions o f  a c e n t r a l  bank 
r e s e a r c h  d e p a r t m e n t  A g e n e r a l  l a c k  o f  understanding o f  t h e  
1  rml t s  o f  e c o n o m ~ c s  and o f  t h e  i m p e r f e c t 1  o n s  o f  s t a t i  s t l c s .  

* Resentment o n  t h e  p a r t  a f  t h e  D i r e c t o r  o f  Resea rch  and  09 one 
o r  two  s e n i o r  s t a + f  members a t  h a v i n g  a  f o r e i g n  a d v ~ s o r  
f o i s t e d  o n  them, r e s i s t a n c e  t o  change b y  s e v e r a l  o t h e r  
emp 1  oyees.  

* Lack o f  c l e a r  d e m a r c a t ~ o n  between t h e  s t u d 1  e s  t a  be p e r f o r m e d  
b y  Research a n d  t h o s e  t o  be  c a r r i e d  o u t  by t h e  a p e r a t l n g  
depar tments .  

* An a l m o s t  compl e  t e  1  a c k  o f  c o o p e r a t  I an a n d  commun I c a t  I on 
between d e p a r t m e n t s  and, indeed ,  f r e q u e n t  t u r f  dl s p u t e s  

* An i n f u r i a t i n g  h a b l t  o f  p o s t p o n i n g  d ~ f t ' c u l t  a r  u n p l e a s a n t  
d e c i s r o n a .  

T a s k s  unde r  t a k e n  

The above comments make I t eu I d e n t  t h a t ,  f r o m  t h e  v e r y  s t a r t  
and  t h r o u g h o u t  my a s s r g n m e n t ,  my f r r s t  p r i o r 1  t y  h a d  t o  be,  s o  t o  
say ,  "pedagogi  c a .  O n  one  l e v e l  , I p r e a c h e d  t h e  c r r  t I c a 1  need t o  
p r o v i d e  i m p o r t a n t  information t o  t o p  management i m m e d ~ a t e l y ,  r a t h e r  
t h a n  wai  t i  n g  u n t ~  1 a1 1 o t h e r  r e l e v a n t  d a t a  needed t o  p r e s e n t  a  n e a t  
and  comp le te  package became a v a i l a b l e  On a n o t h e r ,  I d w e l l e d  a g a l n  
a n d  a g a i n  on  t h e  n e e d  f o r  a  r e p a r t  t o  be c o n c i s e  a n d  t o  h i g h 1  r g h t  
o n l y  t hose  a s p e c t s  t h a t  w e r e  s i g n i f  l c a n t  No  n e e d  t o  d e s c r r b e  a  
t a b 1  e  i n  words,  I tem by  I tem; b u t  t h e r e  i s  a need  t o  1  I nk  some o f  
t h i s  p e r i o d ' s  d a t a  t o  p r e c e d r n g  p e r i o d s  I +  d o i n g  s o  w r l l  r n d l c a t e  
an e m e r g ~ n g  t r e n d  I also f o u n d  t h a t  many s t a f f  members had  p o o r  
w r i t l n g  s k i l l s ,  and  d ~ d  my b e s t  t o  improve them, ~n  + a c t ,  many 
" c a d r e s "  h a d  n e v e r  d r a f t e d  a  r e p o r t  b e f o r e .  F I  n a l  1 r, t h e r e  was t o o  
f r e q u e n t l y  t he  need  t o  t e a c h  e l e m e n t s  o f  b a s ~ c  economlcs ;  even 
s e n l o r  s t a t f  members & t e n  c o n t  i n u e d  t o  t h i n k  r n  t e r m s  o f  a  command 
economy, r a t h e r  t h a n  o f  a marke t -based  one, a n d  p o p u l  I s t  "man-I n- 
t h e - s t r e e t "  V I  ews were m o u t h e d  we1 1 r n t o  m y  second  y e a r  ( e - g . ,  
m l d d l e  men who b u y  p r o d u c e  i n  t h e  c o u n t r y - s i d e  a t  l o w  p r i c e s  a n d  
5 e l  1 them a t  h  i g h e r  p r  I c e s  I n t h e  cr  t I e s  a r e  n e f a r  I o u s  s p e c u l a t o r s  
who push  t h e  c o s t  o f  l i v r n g  up )  

Whl l e  these " p e d a g a g ~  c n  e t f o r t s  were  an o n g o i n g  t a s k  
t h r o u g h o u t  my t e n u r e ,  a n d  m a r  n o t  have been s u f f  i c i e n t l  y emphasized 
I n my p r o g r e s s  r e p o r t s ,  o t h e r  a c t  i v  I t I e s  were more adequa te1  y 
c o v e r e d  and  w I 1 1 hence b e  on1 y br I e f  1 y summar I z e d  be1 ow 

Much o f  m y  t  me du r i ng  the f i r s t  y e a r  was taken up b r  a 
cornmi t t e e ' s  val  n e f f o r t s  t o  a1 l o c a t e  "research-type" s tud res  among 
t h e  Bank's va r  i o u s  d e p a r t m e n t s .  Thts 1s basrcal l r  n u t  a v e r y  
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d r f f ~ c u l t  p rob lem,  s r n c e  t h e r e  a r e  n o t  t h a t  many s v e r l a p p ~ n g  areas ,  
and s ~ n c e  a  r u l  r n g  by t h e  Governor s h o u l d  s e t t l e  t h e  m a t t e r  + o r  
s e v e r a l  r e a r s  t o  come. B u t  I suspec t  t h a t  none of  t h e  depar tments  
was w r l l ~ n g  t o  see a - f ~ n a l  r u l r n g ,  f e a r i n g  t o  l o se  an a r e a  rt w a s  
c l a l m r n g .  

I n  a r e l a t e d  ~saue, I d r a f t e d  a r e s e a r c h  s t r a t e g y  and work 
p l a n  f ~ r  1995; as these were n o t  reu rewed  b y  t o p  management, I 
upda ted  them ?or 1996. S ~ n c e  these  documents, a l o n g  wr t h  t h e  
pub1 I c a t  i ~ n  o f  a  C e n t r a l  Bank annual  r e p o r t ,  were one o f  t h e  
cond l  t I ons  p receden t  t o  t h e  dl sbursement  o f  USAID's second 63 
m r l  1 ron  t ranche ,  t h e y  were approued by the  Bank ~ u s t  days  be fo re  
t h e  dead1 I n s ,  b u t  were n e v e r  s e r r o u s l y  d ~ s c u s s e d .  I n  a  s r m ~  l a r  
endeavor,  I proposed  mere f 1 ex  I bl e organ  i s a t 1  en o f  t h e  Research 
Depar tment 's  s t a f f  c l a s s r f  i c a t ~ s n ,  b u t  t h e r e  w a s  no $01 low-up. 

From e a r l y  1995 t o  m i d  1996 I d r a f t e d  numerous u e r s r o n s  of 
t e rms  o f  r e f e r e n c e  far s h o r t - t e r m  t e c h n ~  c a l  assr s t a n c e  programs t o  
be funded  b y  USAID. En m/ v iew,  t o o  much e f f n ~ t  was deuo ted  t o  t h e  
t a s k .  The re  were d rsag reemen ts  wt t h i n  t h e  C e n t r a l  Bank as  we1 1 a s  
between t h e  Bank and USAID, and these l e d  t o  a  p r o f u s r o n  o f  back- 
a n d - f o r t h  v e r s r o n s  In add l  t r o n ,  I dcs b s l   eve USAID somewhat 
o v e r e s t r m a t e d  t h e  Fesearch  Depar tment 's  endowment w ~ t h  peop le  and 
s k i  1 1 5 ,  and  w a s  t h e r e f o r e  propssr  n g  programs t h a t  p r o b a b l y  exceeded 
t h e  Bank's z b s o ~ p t r o n  eapacr t y .  Be t h a t  a s  f t  ma/, comprornrses 
were reached,  and I n  l a t e  1995 two t e c h n i c a l  a s s r s t a n c e  mrssrons ,  
o f  t en  weeks each, took  p l a c e ,  t h e  one t o  he1 p  t h e  C e n t r a l  Bank 
p r e p a r e  t h e  f r n a n c r a l  s e c t o r  t a b l e s  o f  t h e  n a t r o n a l  accoun ts ,  t he  
o t h e r  t o  p r o u r d e  s u p p o r t  t o  t h e  Bank's mone ta ry  s t u d r e s .  And t h r s  
r e a r ,  USAIB f I nanced t h e  H a r u a r d  I n s t  I t u t e ' s  ~ n t e n s r  ve t r a r  n i n g  
program h e l d  I n  A n t a n a n a r r v s  

One of  these p roposed  technr  c a l  assr  s tance  programs, ~ n  
p a r t ~ c u l a r ,  t ook  much o f  my t ~ m e  t h e  one d e a l l n g  w i t h  the  
m o d e r n ~ z a t  I on o+ the  Bank's a n t i q u a t e d  Documentat ran Center  The 
f i rs t  phase o f  t h e  program was, a t  l a s t ,  s u c c e s s f u l l y  comple ted  I n  
mr d-1996, b u t  the second phase has  unaccoun tab1 y become bogged 
dawn, a p p a r e n t l f  because t h e  Bank h a s  n o t  y e t  adop ted  a document 
a c q u r s ~ t l o n  p l a n .  ( I  d r a f t e d  such a p l a n  l a s t  October ,  b u t  ~t 
neve r  saw t h e  1 r gh t o f  d a y  1 The C e n t r a l  Bank r I s k s  1 osr n g  the  
860,000 earmarked by USAID ear  t h e  purchase o f  books  and m a t e r r a l s  
r f  t h a t  amount 1s no t  e f f e c t r v e l y  cornmrtted b/ t h e  end  o f  
Ssp tember. 

A n o t h e r  program USAID w a s  p r e p a r e d  t o  f I nance, b u t  wh I ch has 
a p p a r e n t l y  +a1 1 en by t h e  sr de due t o  C e n t r a l  Bank ~ n a c t ~ o n ,  I S  t he  
one c a l l  l n g  f o r  t h e  p u t t l n g  t o g e t h e r  o f  an i n t e g r a t e d  d a t a  base f o r  
t he  Research D e p a ~ t m e n t ,  i n  r e p 1  acement sf t h e  p r e s e n t  a r c h a i  c  
sys tem 09 s e p a r a t e  and u n l l n k e d  s t a t r s t r c s  f o r  each o f  t h e  
Depar tment 's  s e c t ~ o n s  

The Research Depar tment  has  made g r o a t  s t r  I des  r n  p u t t  I n g  e u t  
p e r r o d ~ c  r e p o r t s  on t h e  c o u n t r y ' s  o c o n o m ~ c  s i t u a t r s n ,  be t h e y  f o r  
t h e  C e n t r a l  Bank's I n t e r n a l  use, or f o r  t he  pub1 r c ' s  ~ n f o r r n a t t o n .  
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Over t h e  f i r s t  t w e n t y  y e a r s  o f  I t s  e x i s t e n c e ,  t h e  C e n t r a l  Bank 
o f  Madagascar drd n o t  i s s u e  a s l n g l e  annua l  r e p o r t  S i n c e  my 
a r r  I u a l  , however ,  such  r e p o r t s  have  been I s s u e d  a n n u a l  1  y, s t a r t  I n g  
w i  t h  t h a t  f o r  1993. The q u a l  I t y  o f  t h e  annua l  r e p o r t s  h a s  imp roved  
marked1 y f r o m  y e a r  t o  y e a r  They  have  become much mare a n a l y t i c a l ,  
a n d  t h e y  now d e s c r i b e  d e v e l o p m e n t s  w i  t h r n  t h e  y e a r ,  r a t h e r  t h a n  
mere1 Y compar I n g  one y e a r  W I  t h  t h e  p r e c e d r  n g  m e .  Desp I t e  u a r  i ous  
s e t b a c k s ,  t h e  t rme r e q u i r e d  t o  i s s u e  them h a s  been  progressively 
s h o r t e n e d .  

The " N a t e s  d e  C o n j u n c t u r e "  , p r e p a r e d  q u a r t e r l y  f o r  r n t e r n a l  
use ,  have  a l s o  become b e t t e r  i n t e g r a t e d  and  a r e  p r o v  l n g  more u s e f u l  
t h a n  i n  t h e  p a s t .  W h i l e  a t  f i r s t  p u t t r n g  o u t  t h e s e  n o t e s  was a  
g r u e l l i n g  j o b ,  t h i n g s  g o  now much more  s m o o t h l r  a n d  t h e  v a r i o u s  
s e c t i o n s  + I  t t o g e t h e r  much b e t t e r .  

The cons r  d e r a b l  e  improvemen t r n  t h e  q u a l  r t y  o f  t h e  "Nd tes  de 
C o n ~ u n c t u r e "  h a s  l ed  t h e  D i r e c t o r  o f  Research  t o  use  them a s  t h e  
backbone f o r  economic  s t u d r e s  t h a L ,  s i n c e  t h e  b e g r n n i n g  o f  1996,  
have a c c m p a n  I ed t he  C e n t r a l  Bank 's  q u a r t e r 1  y * B u l  l e t  I n  
d ' I n f o r m a t i  on e t  de S t a t  r s t  i ques" .  The March  a n d  September rssues ,  
h e a v i l y  based  on the  l a t e s t  i n t e r n a l  " N o t e " ,  r e v i e w  r e c e n t  
d e v e l o p m e n t s  I n  t h e  Ma lagasv  economf. The June a n d  December 
r ssues ,  on t h e  o t h e r  hand, d e a l  w i  t h  a  v a r i e t y  o f  t o p r c a l  i-ssues, 
such  a s  t h e  r o l e  o f  i n t e r e s t  r a t e s  i n  t h e  economy, o r  t n e  
compe t I t I v e  posr t i o n  o f  Madagascar  I n  t h e  f I f t e e n  man t h s  
f o l  1 mzi n g  t h e  I n t r o d u c t r  on  o f  t h e s e  economi c  s t o r  r es,  t h e  pay1 n g  
s u b s c r l p t ~ o n s  t o  the  B u l l e t i n  have  a l m o s t  d o u b l e d  ( + 5 9  7 Y ) .  

P r o g r e s s ,  by c o n t r a s t ,  h a s  been more uneven  a n d  h e s ~  t a n t  I n  
t h e  case  o f  a d  hoc  p o l  I cy -o r  I e n t e d  memos o r  I n  t h a t  a f  b a s r c  
r e s e a r c h  w o r k ,  be I t econamet r  I c  i n  n a t u r e  o r  n o t  T h i  s h a s  
r e s u l t e d  p r r m a r r  1  y f r o m  t h e  f a c t  t h a t  p r i o r 1  t y  h a d  t o  be g i v e n  t o  
u r g e n t  d a p t o - d a /  needs  ( s u c h  a s  p r e p a r a t i o n s  f o r  an  a p p r o a c h i n g  
IMF m i s s i o n ) ,  whr l e  t h e  avar l a b l e  human r e s o u r c e s  were  1 rmi ted .  

N e v e r t h e l e s s ,  a  number o f  p o l  ICY-or i e n t e d  s t u d i e s  were  made 
I n  t h e  m o n e t a r y  a r e a ,  t h e  l o s s  of c o n f  i d e n c e  rn t h e  Ma lagasy  f r a n c  
i n  1994-1995, and  t h e  s u b s e q u e n t l y  r e c o v e r y  r n  t h e  l a t t e r  p a r t  o f  
1996, were  a n a l y z e d  by s t u d y ~ n g  t h e  r e l a t i v e  e v o l u t ~ o n  of FMG and  
f o r e r  g n - c u r r e n c f  depos i  t s ,  wh I l e  s t u d r  e s  were made of  t h e  e v o l  u t i  on 
o t  t h e  economy's 1  i q u i d ~  t j  pas1 t i o n  The e v o l u t r o n  o f  t h e  consumer 
p r  i c e  i n d e x  was c l o s e 1  y $01 lowed,  and  t h e  Resea rch  Depar tment  
a c t  I v e l  Y p a r t  i c r p a t e d  I n  t h e  deve lopment  o f  a  f o r m u l a  t o  de te rm t  ne, 
r n  an I n f  l a t i o n a r y  env i r o n m e n t ,  t h e  a p p r o p r  l a t e  l e v e l  o f  t h e  
C e n t r a l  Bank 's  t a u x  d r r e c t e u r  F o r e c a s t s  o f  t h e  FMG's exchange 
r a t e  were  made a s  w e l l  a s  e s t i m a t e s  o f  t h e  c u r r e n c y ' s  appropriate 
l e v e l ,  a n d  recanmendat  t o n s  were  made f o r  s t a b r  1 i z  I n g  t h e  f o r e i g n  
exchange m a r k e t  . Studr  e s  were  made o f  Madagascar ' s  i n  t e r n a t  i o n a l  
compet i t I veness ,  o f  I t 5  e x t e r n a l  d e b t ,  a f  t h e  d e b t  b u r d e n  on t h e  
economy, a n d  o f  t h e  d e b t  f o r g t v e n e s s  t h a t  w o u l d  be  needed  t o  b r ~ n g  
a b o u t  a  renewed a n d  s a t  I s f  ac t o r /  economi c  g r o w t h  

The Research Department c o l  1 aborated close1 y W I  t h  the Credi t 
Depa r tmen t  I n  the ~ o i n t  wark I ng group es tab l  i shed W I  t h  the M l n  1 s t r y  
o f  F ~ n a n c e ' s  T r e a s u r y  Depa r tmen t  # o r  t h e  l a u n c h i n g  o f  r e a l l /  



negot I ab le  Treasury b i l l  s, and f o p  t h e  e s t a b ?  I shmen t of a  s e c o n d a ~ r  
m a r k e t  t h a t  would e v e n t u a l l y  a l l o w  t h e  C e n t r a l  Bank t o  u n d e r t a k e  
open m a r k e t  o p e r a t  I ons 

I n  a n o t h e r  a r e a ,  Research made a  c o n s r d e r a b l e  s t e p  f o r w a r d  
when one o f  I t s  s t a f f  meqbers d e v e l  oped a  s h o r t - t e r m  eeonome tr r c  
model 1  r n k r n g  p r r  ces, money s u p p l y ,  and the  exchange r a t e .  T h i s ,  

r n  my u lew ,  was a  t r u l y  o r r  gr n a l  pr ece e+ work,  r a t h e r  than,  as r n  
t h e  p a s t ,  a  m a d ~ f  r c a t l o n  o f  e q u a t i o n s  p u t  t o g e t h e r  b y  an IMF 
M I S S I Q ~ .  

The read ahead 

As m e n t ~ o n e d  earl rep,  Research has  made s o l  t d  p r o g r e s s  I n  t h e  
p r e p a r a t  I on 09 t h e  r n t e r n a l  q u a r t e r 1  y  r e v  I ews and o f  t h e  pub1 I sheu 
annual  r e p o r t s ,  a n d  I am con+ r d e n t  t h a t  f r o m  now on these can be 
p roduced  s a t  I s f a c t o r 1  1 y b y  t h e  Depar tment  wr t h o u t  any f u r t h e r  
o u t s r d e  a s s i s t a n c e .  T h r s  s h o u l d  a l s o  h o l d  t r u e  sf the  more 
s t r a r  gh t e o r w a r d  p o l  I cy-or I e n t e d  memoranda. 

I n  t h e  case o? more cumplex p o l  ~ c y  m a t t e r s ,  however,  I f e a r  
t h a t  t h e  Department a s  p r e s e n t 1  y s t ~ f f e d  may we1 1 n o t  be up t o  the  
t a s k ,  espec ra?  :r i f  the  p r o b l e m  a t  hand I S  a  new m e  f o r  
Madagascar Adv I ce + r ~ m  t h e  IMF mr ssr ons  t h a t  p e r  I edr c a l l  y v  I S I  e 
t h e  c o u n t r y ,  o r  From t h e  Fund's  permanent r e p ~ e s e n t a t  I ve here ,  
c o u l d  p r o v r d e  h e l p f u l  s u p p o r t .  I a l s o  f e e l  uneasy abou t  those 
a r t r c l e s  I n  t h e  Bank's q u a r t e r l y  B u l l e t r n  t h a t  do n o t  dea l  wr ts 
r e c e n t  economr c deve l  oprnents I had  t o  take  a  p r e t t y  a c t  t ve  p + r t  
I n  t h e r r  p r o d u c t  I on, p r o v  r d r n g  s u b s t a n t  I a1 gurdance and wr1 t I n g  
some o f  t h e  s e r t r s n s  mysel-f 

F u r t h e r  e c m o m e t r  rc  work I S  ~ e q u r  r e d  and some sha r  t - t e r m  
t e c h n ~ c a l  assistance w o u l d  be h e l p f u l  r n  t h r s  a r e a  Hawever, n o t  
much p r o g r e s s  can be made as  l o n g  a s  t h e r e  1s on1 y one pe rson  I n  
t h e  Depar tment  who has  economet r i c  sk r  1  Is, and who 1s a l s o  c a l l  ed  
upon t o  p e r f o r m  o t h e r  t a s k s  

I waul d I rke t o  see t h e  C e n t r a l  Bank's ne twork  o f  agencr e s  
used  t o  p u t  t o g e t h e r  a  p e r r o d r c  compendrum o t  t h e  agen ts '  
assessments of eeonornl c cond l  t I on5 rn  the  I r r e s p e c t  i ve r e g 1  ons 
Such a compendrum, a k r n  t o  t h e  F e d e r a l  Peserve 's  "Serge Book", 
w o u l d  p e r f o r c e  be qua1 I t a t  t ve  C ~ a t h e r  than quant  I t a t  rue)  and 
S U ~ J ~ C ~  I ve, b u t  n e v e r t h e l e s s  ex t reme?  y h e l p f u l .  U n f o r t u n a t e l y ,  t h e  
response sf= t h e  D l r e c t o r  o f  Research was t o  send an o v e r l y  l o n g  
q u e s t  I onna I r e  t h a t  asked + o r  a  consr d e r a b l  e  amount o f  s t a t  I st1 c s  
t h a t  a r e  most 1 r k e l y  n o t  a v a l  l a b l e ,  n o t  a  s t n g l e  q u e s t r o n n a r r e  has  
been r e t u r n e d .  

Ano the r  rmgor tan t  p r e c e  s f  r e s e a r c h  w o u l d  be t o  r n v e s t r g a t e  
t h e  rn fo rmal  f r n a n c r a l  s e c t o r ,  whrch must  be qur t e  r m p o r t a n t  s r n c e  
such a  s m a l l  pe rcen tage  o f  t h e  p o p u l a t r o n  has  access  t o  o r  uses  t h e  
f o r m a l  bank rng  system Bu t  t h e  Depar tment  does n o t  have the  
n e c e s s a r y  s t a f f r n g  Ner t h e r  1 8  I t equrpped t o  make s t u d i e s  o f  
d r r e c t  rnves tments  r n  Madagascar, a  t o p r c  t h a t  1s l ~ k e l r  t o  become 
q u r t e  l m p s ~ t a n t ,  or  t o  s u r v e y  d e p a r t r n g  t o u r t s t s  b /  means of 
q u e s t  I onnar r e s  
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One hopeful  development has been the e s t a b l  ishment o f  a Comi t e  
Monetalre and o f  a  C u m ~ t e  de L ~ a i s u n  Qpera t l onne l l e ,  d i ~ c u s s e d  i n  
an e a r l  i e r  progress r e p o r t .  These haven't  y e t  begun t o  operate i n  
any mean1 n g f u l  sense, b u t  they should  bo th  h e l p  erode the w a l l s  
be tween departmen ts ,  and generate new i deas and proposal  s  by 
f o s t e r i n g  c r o s s - f e r t i l  i t a t i o n .  

Outs ide o f  the Research Department, the Cent ra l  Bank c a u l d  
great1 Y benef I t f rom techn I ca l  as51 s tance as  a s e c ~ n d a ? ~  money 
market takes r o o t  and i s expanded t o  p r i v a t e  ins t ruments ,  and .AS 

open market o p e r a t ~ o n s  grow t n t ~  an impor tant  ~ r s t r u m e n t  o f  
mme t a r y  p o l  i c y .  

Another h ~ g h l r  c r i t ~ c a l  area i n  my vreA ts the payments 
system, whl ch i s  a  complete mess ;t p resen t .  There i s  an t r g e n t  
need t o  d r a s t  I cal  l y  Improue the check-cl ear I ng system, and 
p r e p a r a t ~ o n s  must be made, and q u i c k l y ,  f o r  the  i n t r o d u c t ~ m  o f  new 
products ,  such as e l e c t r o n ~ c  funds t r a n c f e r c .  
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