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18, Summary Description 

The MadagRscar Agricultural Export Liberalization Program (MAELP) is 
intended to support the efforts of the Government of the Democratic 
Republic of Madagascar (GDRM) to restructure its agricultural sector and 
will foclls, in particular, on removing policy and procedural impediments 
to liberalized agricultural export markets. Government monopolies on 
export of the traditional crops of coffee, cloves, vanilla and pepper 
(which together account for about 80% of export revenues), low fixed 
producer prices, and cumbersome and discriminatory licensing procedu~es 
have been the most serious obstacles to agricultural export growth in 
Madagascar. The removal of these and other policy and procedural 
constraints will improve market opportunities and producer prices, and 
will increase private sector participation in all stages of the marketing 
of agricultural export crops. Over the longer term, the improved export 
environment should provide an incentive for increased production of both 
traditional and non-traditional export crops, which are the principal 
source of income for almost one-third of Madagascar's population, as well 
as export revenue for the country. 

20. Action 
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The MAELP consists of a us$ 16,000,000 agricultural sector 
grant which will be disbursed in two equal tranches following 
the satisfaction of policy reform conditions, and an 
accompanying Us$ 2,735,000 project grant for supportive 
technical assistance, training and studies. In FY 1989, 
additional funds may be obligated if the review of policy 
reform progress planned for January 1989 deems continued A.I.D. 
support for agricultural market liberalization through MAELP 
appropriate and additional policy reforms are identified. 
~echnical assistance and training are designed to make the 
proposed policy reforms effective, while the studies will 
analyze remaining constraints in input, product, and financial 
and consumer goods markets without whose removal export 
marketing of agricultural products will quickly reach its 
limits. Performance in achieving policy reform objectives will 
be closely monitored on the basis of progress indicators, both 
through a baseline and follow-up household income and 
expenditures survey and periodic evaluations. The following 
conditions and covenants will be included in the program grant 
agreement: 

CONDITIONS PRECEDENT TO DISBURSEMENT 

1. Prior to the disbursement of the first tranche of $8.0 
million under this Agreement or to the issuance of 
documentation by A.I.D. pursuant to which such disbursement 
will be made, the Grantee will except as A.I.D. may otherwise 
agree in writing, furnish to A.I.D., in form and sUbstance 
satisfactory to A.I.D., evidence that the Grantee has carried 
out the following: 

i. On the basis of prior discussions and agreement with 
A.I.D., opened export marketing of the traditional export 
crops (coffee, cloves and pepper) to the private sector and 
continues to permit private operators to operate on an 
equal basis with public sector firms; 

ii. Instituted the Open General Licensing (OGL) System or 
an agreed alternative system to allocate foreign exchange 
in an open and market-clearing manner; and 

iii. Submitted a letter to USAID which outlines the GDRM's 
proposed schedule for meeting the conditions precedent to 
the second disbursement. 

2. Prior to the disbursement of the second tranche of $8.0 
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million under this Agreement, the Grantee shall, except as 
A.I.D. may otherwise agree in writing, furnish, in form and 
substance satisfactory to A.I.D. evidence that (a) it has met 
all the conditions set forth hereunder for the release of the 
second tranche of $8.0 million, and (b) the Democratic Republic 
of Madagascar has successfully implemented poli~ies and 
procedures to promote liberalized agricultural export market 
operations, and continued to allocate foreign exchange in an 
open and market clearing manner through the OGL or an agreed 
alternative mechanism, as determinGd by measurem~nt of the 
following progress indicators: 

i. The share of traditional crops marketed by private 
operators has increased to at least 50% of total value for 
at least two of those crops. 

ii. There is free access to export markets for all 
non-traditional export crops. 

iii. The OGL system or an agreed equivalent mechanism 
operates as planned with respect to receipt of the full 
amount of foreign exchange applied for within the six 
working day time period specified in the implementing 
regulations for the OGL. 

iv. The number of administrative approvals, clearances and 
fees for export transactions has decreased and the time 
required to process an export shipment has been reduced to 
less than three days. 

v. The Government will have published an export guide 
providing a complete and concise summary of all export 
regulations in effort. 

These progress indicatorR will be the subject of an 
Implementation Letter (IL) to be issued following the signaturE 
of the Grant Agreement. The IL will establish the baseline 
against which the progress indicators will be measured as well 
as th~ performance targets to be met. Upon notification, that 
the conditions precedent to disbursement for the second tranche 
have been met, A.I.D. will designate an external review team to 
assess the progress made and to determiIle whether performance 
satisfies the conditions :o~ second tranche release. This 
assessment will be held as soon RS feasible after notification 
is received, except that it shall be held no earlier than 
December 31, 1988. 

The Program Grant Agreement will contain the following 
covenants: 
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Covenants: The Grantee shall covenant, that unless A.I.D. 
otherwise agrees in writing: 

i. It will not in a~y way discontinue, reverse or 
otherwise impede any action it has taken under this 
Agreement in satisfaction of any condition precedent 
to initial or subsequent disbursements. 

ii. It will est3blish a Special Account and to have 
deposited therein local currency of the Democratic 
Republic of Madagascar in a sum equivalent to the 
dollars disbursed to the Grantee under this 
Agreement. The amount of the local currency to be 
deposited in th'! Special Account shall equal each 
dollar disbursement, and will be determined by using 
the highest exchange rate per US dollar which is not 
unlawful in Madagascar on the date of disbursement of 
the corresponding dollar amount. Funds will be 
deposited in three equal installments in the fourth, 
fifth and sixth months following disbursement of the 
dollars. 

(b) Except as provided in subsection (c) below, or 
except as A.I.D. may otherwise agree in writing funds 
in the Special Account shall be used to finance the 
local costs of th8 Seventh Highway Proj~ct and for 
such other purposes as may be mutually agreed upon by 
A.I.D. and the Grantee. 

(c) Not less than Us$ 600,000 from the Special 
Account over three years shall be made available to 
the United States Government for the requirements of 
operating the USAID program in Madagascar. 

(d) The Grantee agrees to furnish A.I.D. with such 
reports and information relating to activities 
financed with funds from the Special Account and the 
performance of the Grantee's obligations with respect 
thereto as A.I.D. may reasonably r8quest. The Grantee 
will maintain, or cause to be maintained, in 
accordance with generally accepted accounting 
principles and practices consistently applied, such 
books and records relating to the Special Account as 
are necessary to adequately show, without limitation, 
the receipt and use of funds from the account by the 

/ C( 
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Grantee for agreed purposes. Such books and records 
will be audited regularly and in accordance with 
generally accepted auditing standards, and maintained 
for at least three years after the date of the last 
deposit into the Special Account required under this 
Agreement. 

(e) A.I.D. or any of its authorized representatives 
shall have the right to inspect, at all reasonable 
times~ the books and records maintained by the Grantee 
as required under this Agreement and to inspect the 
activities financed from the Special Account. 
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Project Authorization 

Name of Country: Madagascar 

Name of Project: Madagascar Agricultural Ex~6rt' 
Liberalization Program 

Number of Project: 687-0102 

1. Pursuant to the Foreign Assistance Act of 1961, as amended, 
and the provisions in the appropriations heading 
"Sub-Saharan Africa, Development Assistance", contained in 
the Foreign Operations, Export Financing, and Related 
Programs Appropriation Act of 1988, I hereby authorize the 
Madagascar Agricultural Export Liberalization Program for 
the Democratic Republic of Madagascar, ("Cooperating 
Country") involving planned obligations of not to exceed 
Two Million Seven Hundred and Thirty-five Thousand U.S. 
Dollars ($2,735,000) in grant funds ("Grant"), over a three 
year period from the date of authorization, subject to the 
availability of funds in accordance with the A.I.D. 
OYB/allotment process, to help in financing foreign 
exchange and local currency costs of the project 
component. The planned life of the project component is 
three years from the date of initial obligation. 

2. This project co~ponent will complement a program 
agricultural sector grant whose purpose is to remove policy 
and procedural impediments to liberalized agricultural 
export markets in M~~agascar. The project component will 
support achievement of that purpose by funding (i) training 
and technical assistance designed to provide Malagasy 
entrepreneurs with the skills needed to respond to emerging 
export opportunities and strengthen in-country business 
training; and (ii) stUdies to identify remaining policy 
constraints to liberalized export markets and distortions 
in closely-linked rural financial, product, input and 
consumer goods supply markets and" to recommend solutiorls 
for their removal. 

3. The Project Agreement, which may be negotiated and executed 
by the officer to whom such authority is delegated in 
accordance with A.I.D. regulations and Delegations of 
Authority shall be subject to the following essential terms 
and convenants and major conditions, together with such 
other terms and conditions as A.I.D. may deem appropriate: 
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(a) Source and Origin of Commodities, Nationality of 
Services: The nationality for services, including ocean 
transportation services, ana the source and origin of 
commodities financed under the project shall be as set 
forth in the Africa Bureau Instructions on Implementing 
Special Procurement Policy rules Governing the Development 
Fund for Africa (DFA), dated April 4, 1988, as may be from 
time to time amended. 

(b). Covenant: The Cooperating Country shall covenant 
that unless AID otherwise agrees in writing, it will abide 
by the criteria and procedures outlined in Annex 1 of the 
Grant Agreement for ~he selection of participants under the 
training programs 
for the provision 

funded under~he oject component and 
of technical sistance. 

,'/' 
~e~s~~~~~====~-------

Assist 
Africa 

Clearances: 
DAA/AFR:WBollinger 
DAA/AFR:ELSaiers ~~~~---------
AFR/PD/EAP:JSchlesin 
AFR/EA:DLundberg 
AFR/PD:CPeasley 
AFR/DP/PAR:JWolg~l-n~~~~~-------
M/FM:EOwens 

~----~~---------------

GC/AFR: ~ 7/15/88 

Date 
Date 
Date 
Date 
Date 
Date -=~~~~~ 
Date 

for,' 
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I. SUKHARY AND RECOMMENDATIONS 

The proposed Madagascar Agricultural Export Liberalization Program grows out 
of a clear need to address policy impediments which limit the ability of 
Madagascar's small agricultural producers to respond to the pattern of 
improved incentives which they now face as a result of successful 
stabilization measures implemented by the government. The program is intended 
to stimulate the production of agricultural export goods s~ as to improve 
rural incomes and employment. This is expected to broaden the domestic market 
for mass consumption goods and provide a firmer basis for the expansion of 
output and employment for the economy as a whole. 

After growing at an average annual rate of about 3 percent per year in the 
1960s. based largely on strong agricultural performance. the economy of 
Madagascar underwent a drastic deterioration following the 1972 and 1975 
revolutions. The socialist regime which came to power in 1972 emphasized 
state control of the economy. nationalized most large private firms. and 
established a government monopo'ly over the marketing of agricultural product~ 
and inputs. These policies resulted in stagnating agricultural output, 
steadily rising agricultural imports, and declining per capita output and 
consumption for the economy as a whole. By 1982, real GDP per capita had 
fallen by 28 percent from its 1973 level, external debt service obligations 
had reached 72 percent of eh~orts of goods and non-factor services, and 
declining import capacity threatened still further declines in output, 
employment, and consumption. 

Beginning in 1982, the government began moving asgressively to reduce the 
fiscal and balance of payments deficits. In all, the central government cash 
deficit was reduced from 14.9 percent of GDP in 1981 to an estimated 3.1 
percent in 1988. The government was somewhat slower to adjust the exchange 
rate. Although adjustments of the nominal rate began as early as mid-1980, 
the initial adjus~ments were inadequate to offset accelerating inflationary 
pressures and the real effective exchange rate peaked in mid 1983. Subsequent 
adjustments including two large devaluations in the second half of 1986 and in 
June 1987 have left the real effective exchange rate at about half its 1978 
value. 

Although fiscal and exchange rate adjustments succeeded in restoring the 
balance of payments essentially to zero in the 1984-87 period (albeit with a 
great deal of debt rescheduling) while halting the decline in output, 
stabilization by itself has not been sufficient to restore an acceptable rate 
of growth. The reasons for this can be traced to a series of structural 
distortions, primarily introduced during the 1970s, which have prevented 
private sector producers, and producers of tradables in particular, from 
responding to an improved generalized pattern of price and market incentives. 
In some cases, these distortions were preventing an improved pattern of 
incentives from being reflected at the producer level, as in the case of price 
and markup controls at the retail level, price controls and regiona~ marketing 
restrictions for agricultural products, especially rice, and public sector 
export monopolies (caisse de stabilization) for the country's principal export 
crops. In other cases, the structural obstacles prevented producers from 
responding effectively to the price signals that they received, as in the case 
of cumbersome export licensing procedures, rigid and somewhat arbitrarily 
administered exchange controls which blocked access to essential inputs and 
~pare parts, and finally an inefficient public sector banking system burdp.ned 
with a large volume of non-performing parastatal debt. 
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Since 1985, the Government of Madagascar has entered into a series of 
sectorally oriented structural adjuptment credits with the World Bank to 
address this wide range of structural impediments to improved growth. The 
details of these programs are beyond the scope of this summary but they have 
attempted to deal in a systematic way with the structural impediments in each 
sector. As a result of these reforms, the exchange regime has been made more 
predictable and autom~tic, most price controls have been eliminated, regional 
transportation restrictions imposed at the national level have been eliminated 
(although regional government taxation and ad hoc restrictions remain a 
problem), and substantial progress has been made in the liberalization of the 
rice market. 

Rice market liberalization has been by far the most controversial aspect of 
the reform program and the gove~ent's performance haG been mixed. Prior to 
May 1983, the Government had an absolute monopoly of the purchase and sale of 
rice. Since that time, the government opened rice marketing to private sector 
participation except in two geographic areas which accounted for 25 percent of 
total production, abolished the legally established ceiling price for rice, 
and finally eliminated the remaining regional monopsonies. As a result of 
these measures, regional price differentials fell substantially, many new 
traders entered the market, and the number of private mills increased from 11 
in 1983 to 90 by 1985. 

Following a large increase in consumer rice prices in early 1986, the 
governm2nt established a "buffer stock" to limit upward movements in retail 
prices but the conditions for the release of buffer stock rice has been a 
major point of controversy between the government and donors in the period 
since 1986. Beginning in late 1987, PROCOOPS, an ostensibly private sector 
organization with strong political connections with the governing AREMA party, 
began below-market sales of rice donated by North Korea in Antananarivo and 
Tamatave. While not technically a violation of the agreement with the World 
Bank and other donors, its actions are ce~tainly a violation of the spirit of 
those agreements. 

The actions of the government and PROCOOPS are of considerable concern to 
AID. Yet they should be kept in per3pective: the government has not 
reestablished price controls or rcstrict~d private sector milling or marketing 
of rice; and 1988 imports by the government anJ PROCOOPS are estimated at 110 
to 120 thousand metric tons, approximately the same volume of imports which 
were undertaken in 1984 and 1985 and considerably less than the level of 
imports of 1986 or the period before 1984. 

The GDRM has neveL' explained its reasons for the backtracking but they clearly 
relate to concerns that llie cumulative effect of exchange rate adjustment, 
government spending cuts, and price liberalization have had a disproportionate 
adverse impact 0:1 the living standards of the urban middle class. The 
toleration of this group for policy reform in general is critical to the 
success of the g0vernment's overall economic recovery efforts. 

Because of the extreme politiLal sensitivity of the rice pricing question, AID 
has chosen not to attempt to achieve further gains on that policy front at 
this time, but rather seeks to support further policy reforms in the area of 
small-farmer-produced export crops. This is a policy area which addresses the 
GDRM's inunediate balance of payments CQl1cer:ns and furthers AID's objectives of 
improving small farmer income. 



-3-

The Madagascar Agricultural Export Liberalization Program (~AELP) has two 
major components: (1) direct program assistance in support of policy reform 
in the agricultural export area, and (2) a project component made up of 
studies, technical assistance, and training which is designed to clarify and 
develop support for a broader policy reform agenda. In addition to the policy 
reforms to be immediately supported by the program, the policy studies will 
examine policy impediments to the efficient operation of the full range of 
markets in which small farmers transact, including rural financial markets, 
agricultural input and product markets, and the markets for consumer goods in 
rural areas. These are areas where needed changes are not yet clearly 
defined, despit.e widespread recognition that problems exist. The results of 
these studies and technical assistance will form the basis of future policy 
dialogue, whether or not supported by additional policy-based assistance. 

Of the total planned $18.735 million in AID contribution to MAELP in FY 1988, 
$16 million will be disbursed in support of policy reform. Disbursements will 
be made in two tranches. The first is expected to be made shortly after 
signature of the grant agreement in July 1988, on the basis of the substantial 
dismantling which has already taken place - in part due to A.I.D.'s 
encourLgement - of government monopolies for three of the chief traditional 
agricultural export crops. This action has already been announced by the 
GDRM. The second disbursement, which could be made as early as January 1989, 
will be based upon the performance of a small number of objectively verifiable 
indicators of the effective implementation of these same reforms. The 
performance of the GDRM, as reflected in these key indicator~, will be 
examined by an external review team, which will make a recommendation to 
OAR/Madagascar concerning the release of the second tranche. This review team 
will also be tasked with recomm9nding whether AID should obligate additional 
funds in FY 1989 under HAELP for agricultural market reform, and if so, what 
conditions should be attached to that support. OAR/Madagascar intends to 
continue to c,upport the consolidation of the reforms identified in this 
document - or needed reforms identified by the studies to be undertaken under 
the MAELP - if such support is warranted. 

The $2.735 million programmed for project assistance will support technical 
and policy studies, training, and technical assistance. The study activities 
will be designed both to clarify the remaining reforms needed in complementary 
areas (rural finance, input and product markets) to sustain the momentum 
generated by liberalization of agricultural exporc ma~kets, and to build a 
constituency [or the reform effort among a broad spectrum of academics, 
businessmen, and government officials. The most important of the studi.es to 
be undertaken early in the project is a baseline rural household income and 
expenditure survey. This survey will provide badly needed basic information 
on the components of small farmer real income and will guide future policy 
dialogue efforts. Beyond this, if the program is successful, the survey and 
subsequent follow-up surveys will demonstrate that success both to the 
Malagasy and to us. On the other hand, if there should be a breakdown between 
the program activities and the achievement of its goal and purpose, the 
follow-up surveys will provide us with both an early WArning system to 
identify that b~eakdown and with suggestions for further study areas and 
corrective measures, either additional policy reforms 0[' project interventions. 

The MAELP comes at a time when the Government of Madagascar has shown its 
conwitmenl to moving ahead with a far-reaching program of economic reform that 
extends to all key sectors so as to take advantage of the improved 

~( 
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competitiveness so painfully won from the country's stabilization efforts. 
This commitment deserves support of international donors, including AID, to 
insure that sufficient resources are available to meet the minimum financial 
needs of the government and to encourage the Government of Madagascar to 
persist in implementation of measures so that the full benefits of the policies 
will be realized. In FY 1989, additional funds may be obligated if the review 
of policy reform progress planned for January 1989 deems continued A.I.D. 
support for agricultural market liberalization through MAELP appropriate and 
additional policy reforms are identified. 

II. ANALYTICAL FRAMEVl)RK 

A. Setting 

1. Physical Environment 

Madagascar is an island mini-continent located in the south Indian Ocean 250 
miles off the east coast of Africa. At 590,000 square kilometers, 
approximately the size of Texas, it is the fourth largest island in the world. 
A mountain chain extending nearly the length of the island from northeast to 
southwest creates a central plateau region known as the Highlands which has an 
average altitude of 1000 meters above sea level. A steep escaqpment separates 
this region from a sub-equatorial coastal strip to the east where most of the 
island's tropical export crops are grown. To the west, the land descends 
gradually first into rolling savannahs in the Middle West, then to delta plains 
and baobob forests on the west coast. The Highlands are drained by numerous 
fast flowing rivers and streams which empty into natural lagoons along the 
coasts. The south is a region of semi-desert, marked by thorny vegetation, 
seasonal rivers and unusual rock formations. 

2. Human Environment 

Madagascar's people and culture are as unique as their physical environment. 
The result of several waves of migration from Southeast Asia, East Africa and 
other Indian Ocean islands beginning some 1500 years ago, the Malagasy of today 
reflect these diverse origins. The peoples of the Highlands, the most numerous 
of whom are the Merina, have features reminiscent of Indo-Malays, while the 
cattle cultures of the southern Mahafaly and Antandroy in the south recall East 
African societies. Although divided into 18 distinct ethnic groups, all 
Malagasy speak dialects of one language which is comprehensible to all in its 
written form. The French language introduced during the colonial period 
continues to be widely used in government, schools and commerce. Likewise, 
cultural traditions centered around reverence for the ancestors can be found 
throughout the island. A hierarchical ranking of society that developed during 
the pre-colonial monarchy persists and influences social relations. Nearly 
half of the population practices some form of Christianity, while a small 
minority of descendants from Arab traders in the north, as well as members of 
the Indo-Pakistani and Gomorian communities, follow the Islamic faith. The 
non-Malagasy population includes Chinese and French as well as the 
Indo-Pakistanis. 

3. Economic Environment 

Madagascar has considerable economic potential. Its fast flowing rivers and 
streams represent a largely untapped source of hydr~;'lectric power and 
irrigation water. The country is moderately rich in minerals and gems, many of 
which are found in quantities insufficient to justify the cost of extraction. 
Chromite, mica and graphite are currently exploited for export, 
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while known sources of coal, uranium and oil-bearing tar sands remain 
unexploited. Many years of exploration for oil in the south and west have 
recently resulted in the discovery by Petrocanada of a promising site near 
Morondava in the west. However, the most lucrative find to date is a deposit 
in the southeast of the strategic metal titanium, said to be one of the 
largest in the world. Plans for exploitation are underway despite the fact 
that the site is now a nature reserve harboring some of Madagascar's many 
unique plant and animal species. With extensive beaches along the coast and 
offshore islands, as well as its unique biological wealth, Madagascar also 
possesses strong potential for tourism. 

B. Economic Analysis 

The following discussion outlines Madagascar's recent social and economic 
history, from the revolutions of the early 1970s to the present, providing an 
understanding of what problems the country has faced, how it has responded, 
and what future actions need to be undertaken in order to further the 
country's development. In this discussion, the principal objectives are to 
describe the collapse of the economy in the early 1980s, the stabilization 
efforts and their successes, the need for structural adjustment, and the 
limits posed by social and institutional factors. The particular program 
intervention is derived from this analysis. The Mission strategy concludes 
the discussion. A full discussion of the economic reform program and its 
social and institutional context can be found in Annex B. 

1. Centralization and Economic Collapse 

Madagascar is one of the world's poorest countries. With a population 
estimated at 10.6 million in 1987, the country's annual gross domestic product 
equals just $265 per person, a level which has been virtually stagnant for the 
last several years. Rapid popUlation growth of nearly 3 percent per year 
compounds the problem, and has resulted in declining real per capita income. 
The situation has not always been quite this bleak. 

In the 1960s, during the decade following independence, the Malagasy economy 
grew at approximately three percent per year. This was faster than the then 
raLc of population growth, and produced small increases in real per capita 
incomes. Frustrated with the slowness of the growth, however, and disturbed 
by the unequal distribution of the proceeds of that growth, the country 
underwent. socialist revolutions in 1972 and again in 1975. A principal 
concern of each revolution was reducing foreign, interpreted as French and 
western, interference i~ the country, increasing the role of indigenous 
Malagasy in the country's economy, and reducing individual control of and 
proflL from the exploitation of the country's natural resou~ce base. 
Specifically, the revolutions resulted in increasing state control over 
various aspects of the economy, including the instit.ution of parastatal 
monopolie~ for marketing rice and other crops, banking, energy, insurance, 
imports, exports, and the expansion of public enterprises in several 
industries. 

In addition, the centralized, fost-independence Government structure was 
decentralized, allowing the fokontony, or local, government broad new rights 
to impose and collect taxes as well as to provide services. Regulatory 
intervention of the central and local governments also increased 
substantially, price controls were generalized, and import restrictions and 
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exchange controls tightened.. The net result of these actions ,.,as a general 
neglect of the productive, agricultural sector, and a promotion of inward 
looking production activities in a highly protected environment. 

These changes did not produce the intended acceleration of growth which the 
Government dp.sired. As a result, the government attempted to reverse the 
economic decline of 1972 to 1978 through a massive public investment program 
designed to hasten industrialization through capital intensive technologies 
while imposing further pricing and marketing policies which favored utpan 
consumers. This industrial expansion effort beBan in 1978. • 

These attempts to stimulate the expansion of Madagascar's stagnating economy 
contributed to the economic crisis which began in 1980-81. The share of 
investment in GOP had averaged 13 percent from 1970 to 1978, but mushroomed to 
25 percent for 1978-79. The financing of this massive expansion contributed 
to a large public sector deficit without adding to productive capacity. By 
1980, the budget deficit equaled 18 percent of GOP, inflation grew at more 
than 30 percent per year in 1981 and 1982, and the debt service ratio 
exploded, from just four percent of export earnings in 1978 to 90 percent, 
before rescheduling, in 1985. This debt service burden has been responsible, 
in part, for the severe lack of foreign exchange in recent years, and has 
itself further stalled economic growth. 

Exacerbating the foreign exchange shortage was the greatly overvalued Malagasy 
franc. This led to an unsustainable demand for imported goods while 
simultaneously undermining the profitability of exported Malagasy agricultural 
commodities and finished products. This, in turn, was translated back into 
dEclining real producer prices for agricultural commodities, and a sharp 
contraction of agricultural production for export. 

By 1982, real GOP per capita had fallen by 28 percent from its 1973 level, 
external debt service obligations had reached 72 percent of exports of goods 
and non-factor services, and declining import capacity threatened still 
further declines in output, employment, and consumption. 

2. Stabili~ation 

Faced with a clearly unsustainable resource gap, the government undertook a 
series of strong and effective stabilization measures beginning in 1982. 
These measures included reducing capital expenditures from 11.6 percent of GOP 
in 1981 to 7.5 percent in 1982 (this level has been maintained in successive 
years). Secondly, the government limited central government recurrent 
expenditures, principally th~ough a near freezp. in the number of civil 
servants (their numbers increased by only 1.6 percent between 1983 and 1986), 
and a significant compromising of real public sector salaries. In all, the 
budget deficit was reduced from nearly 15 percent of GOP in 1981 to an 
estimated 3.1 percent in 1988. Concurrent with this contraction of the 
deficit, domestic bank borrowings by the central government have been 
substantially reduced from 7.4 percent of GOP in 1981 to a net repayment 
position in 1988. 

The government was somewhat slower to correct the exchange rate. Although 
adjustments began as early as mid-1980, the initial adjustments were 
inadequate to offset accelerating inflationary pressures, and the real 

~' 
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effective exchange rate peaked in mid-1983. Subsequent adjustments have been 
substantial, however, and have included two large devaluations in the second 
half of 1986 and another in June of 1987. Combined, these devaluations have 
left the real effective exchange rate for the Malagasy franc at just about one 
half its 1978 value. 

Among other measures taken to reduce aggregate demand were reductions in 
consumer subsidies. The Government more than doubled the price of rice 
distributed through official channels, and consumer subsidies on imported rice 
were eliminated. In addition, tax measures were improved, price increases for 
public enterprise produced goods announced, and imports were sharply 
curtailed. Finally, tight bank credit ceilings were imposed to help reduce 
inflation. These efforts were successful and, during a time of devaluation, 
inflation was reduced from 30 percent in 1982 to just 11 percent by 1985. 

3. Structural Reform - the need 

Although fiscal and exchange rate adjustments succeeded in restoring the 
overall balance on the balance of payments essentially to zero by 1985, while 
halting the decline in output, stabilization by itself has not been sufficient 
to restore economic growth. There have been some responses that show that 
economic areas unencumbered by market distorting controls and regulations have 
indeed taken advantage of the stabilization efforts to date. Examples include 
shellfish exports, which have increased dramatically over the last s~veral 
years to become the count~y's fou~th largest foreign exchange earner.. 
Domestically, the~e a~e many p~oducers and exporters of this perlshable 
commodity, and their volume of sales attests not only to their success but 
also to the incentives offered by undistorted stabilization efforts. In a 
second area, a look at the estimates of services receipts for 1988 compared to 
1983 shows a projected increase of 76 percent over the earlier year, 
demonstrating a clear response to price incentives in a relatively unregulated 
field. 

There are, unfortunately, more examples of how stabilization efforts 
themselves have been insufficient for growth. The reasons for this can be 
traced to a series of structural distortions, primarily introduced during the 
1970s, which have prevented private sector producers, and producers of 
tradables in particular, from responding to an improved generalized pattern 
of price and market incentives. In some cases, these distortions have 
prevented an improved pattern of incentives from being reflected at the 
producer level, as in the case of price and mark-up controls at the retail 
level, price controls and regional marketing restrictions for agricultural 
products, especially rice, and public sector export monopolies (caisse de 
stabilization) for the country's principal export crops. 

In other cases, the structu~al obstacles prevented producers from responding 
effectively to the price signals which they received, as in the case of 
cumbersome export licensing p~ocedures, rigid and somewhat arbitrarily 
administered exchange controls which blocked access to essential inputs and 
spare parts, and finally an inefficient public sector banking system burdened 
with a large volume of non-performing parastatal debt. 

The need for st~uctural reform was discussed as early a~ the 1983 Consultative 
Group meeting on Madagascar. At that meeting, the Group developed the first 
phase of reform, which included the following main points (as reiterated by 
the World Bank, 1986): 
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(a) promotion of private, smallholder production, and de-emphasiso!· 
parastatals and collective production; 

(b) concentration on investment in rehabilitation; 

(c) reliance on market prices; 

(d) withdrawal of the agricultural ministries and parastatals from 
direct-production and commercial activities; and, 

(e) improvement of essential public sector services. 

Some progress has been made in moving toward these goals, and sUbstantial 
assistance for structural adjustment has come from the Bank itself. 

Since 1985, the Government of Madagascar has entered into a series of 
sectorally oriented structural adjustment credits with the World Bank to 
address this wide range of structural impediments to improved growth. The 
details of these programs are discussed in detail in Annex B. In sum, the 
World Bank and the International Monetary Fund have attempted to deal in a 
systematic way with the structucal impediments in each sector. As a result 
of these reforms, the exchange regime has been made more predictable and 
automatic, most price controls have been el~minated, regional transportation 
restrictions imposed at the national level have been eliminated (although 
regional government taxation and ad hoc restrictions remain a problem), and 
SUbstantial progress has been made in the liberalization of the rice market. 

Rice market liberalization has been by far the most controversial aspect of 
the reform program and the government's performance in this ar.ea has been 
mixed. Prior to May 1983, the Government had an ~bsolute monopoly on the 
purchase and sale of rice. In 1982, the retail price of rice was raised 82 
percent, eliminating an explicit consumer subsidy and improving producer 
prices. In 1983, the government opened rice marketing to private sector 
participation except in two geographic areas which accounted for 25 percent of 
total production. In June 1985, the legally established ceiling price for 
rice was abolished. Subsequently, the two remaining regional monopsonies were 
eliminated. As a result of these measures, regional pr.ice differentials fell 
substantially, many new traders entered the market and the number of private 
mills increased from 11 in 1983 to 90 by 1985. 

Following a large increase in consumer rice prices in early 1986, the 
government established a "buffer stock" to limit upward movements in retail 
prices. AID and other donors contributed rice to establish that stock whose 
release price was set at 40 percent above the average market price during the 
previous post-harvest period. The conditions for the release of buffer stock 
rice have been a major point of controversy between the government and donors 
in the period since 1986. Beginning in late 1987, PROCOOPS, an ostensibly 
private sector organization with strong political connections with the 
governing AREMA party, began below-market saleB of rice donated by North Korea 
in Antananarivo and Tamatave. While not technically a violation of the 
agreement with the World Bank and other donors, its actions are certainly a 
violation of the spirit of those agreements. Moreover, PROCOOPS actions have 
the potential for disrupting newly established private sector market channels, 
and thus may, although there is as yet no solid evidence that they have, 
reduce farm-gate prices. 
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The actions of the government and PROCOOPS are of considerable concern to 
AID. Yet they should be kept in perspective. The government has not 
reestablished price controls or restricted private sector milling or marketing 
of rice. The volume of imports to be undertaken in 1988 by the government and 
PROCOOPS is unclear but seems to be in the range of 110 to 120 thousand metric 
tons. While this is higher than one would like to see, given that Madagascar 
has the potential to be an exporter of rice, it is approximately the same 
volume of imports which were undertaken in 1984 and 1985 and conside~ably less 
than the level of imports of 1986 or the period before 1984. 

Not all reforms have been focussed on the rice sub-sector, however. The 
government also responded to recommendations for improving export crop 
marketing contained in major studies prepared by several international 
donors. Incentives to diversify exports were provided, with the elimination 
in 1984 of all taxes on agricultural exports, excluding the traditional 
crops. Real producer prices for coffee ~ere increased at the time, and 
services to coffee growers strengthened. The government also removed market 
and price controls for groundnuts, previously an important export as well as 
edible oil source. Other reforms were undertaken with respect to edible oil 
production, livestock, and cotton. 

Although many "correct" policy changes have been announced, the implementation 
of such reforms has been difficult for the government. An example of the 
difficulties arising from the implementation of the reforms comes from an AID 
financed study completed in October, 1987, by Elliot Berg. The report makes 
the following observation: 

Export marketing remains heavily controlled, with the traditional 
exports "reserved" for parastatal trading firms. Progress is being 
made in some non-traditional exports, where entry is easier; shrimp 
exporters are numerous, and volumes have grown rapidly in the last 
few years. According to some observers, a certain amount of informal 
privatization or decentralization is taking place in minor exports 
like lobsters and lychee nuts. But regulations remain endemic and 
monopolization typical in marketing of major agricultural exports. 

This observation corroborates World Bank reflections at the time that the 
first phase of the adjustment process fell short of its goals due to a lack of 
coherence in the spectrum of government policies. "Incentives were not 
provided for a'.l products, accentuating the preference of farmers for outputs 
with high returns. Controls on prices and markets gave room for crop 
retention, speculation, and black-marketing. At the same time, import 
policies were not tailored to overcoming shortages, and acted as a 
disincentive to production." 

4. StructuLal Reform - the future 

Despite the inherent political difficulties of continuing with reforms, the· 
Government of HadagascaL has made it clear that it not only intends to proceed 
with the compLehensive program of reforms agreed to in the Policy FramewoLk 
Paper (PFP) (see Annex B for a sumrnaLY), but will accelerate the 
implementation of several key meaSULes in 1988. Some planned measures will, 
in fact, go beyond the steps agLeed to in the PFP. The next steps to be taken 
by the GoveLnment of HadagascaL in 1988 and 1989, which follow a logical 



-10-

progression in the effort to put the country on the path of sustainable 
growth, are summarized below. These measures are the result of a careful 
analysis of the remaining constraints to growth, and will be undertaken with 
the assistance of the IHF and the IBRD as well as the bilateral donors. 
This year, 1988, will be a year marked by major efforts to liberalize external 
trade and to stimulate export production. The Open General License system 
will be introduced on an accelerated schedule with full implementation planned 
for July 1988. Initial experience with the OGL has been one of low demand for 
foreign exchange. This appears to reflect the transition from a syst~m where 
exchange was applied for in advance of needs, to one in which foreign exchange 
is applied for only when needed since receipt of the full amount is assured 
and since full payment in local currency must be made at the time of 
application. Also, a large percentage of foreign exchange obtained under the 
LIR in 1987 is still unused. Thus, it is difficult for the Central Bank to 
anticipate actual demand for foreign exchange under the OGL, and concerns 
remain that a large sudden demand will push reserves below the target and 
force a large devaluation. The Central Bank is therefore increasing reserves, 
tightly controlling credit, and encouraging donors to disburse the balance of 
payments assistance promised at the January 1988 Consultative Group, which to 
date has been slow in coming. The GDRH remains committed to an active 
exchange rate policy, adjusting the rate as needed to maintain an appropriate 
level of foreign exchange reserves so as to assure the smooth functioning of 
the OGL system. 

Lib~ralization of the export sector has also been accelerated. In 
mid-February 1988, the Government ended the state trading company monopoly on 
exports of pepper and cloves, and freed internal trade and prices in these 
products, leaving only coffee and vanilla subject to management by the 
Stabilization Funds. Taxes on pepper will be eliminated, although a flat tax 
on cloves will continue to be collected. Pending the planned April 
completion of a study commissioned by the World Bank, coffee exports will 
continue to be carried out by the state trading company. Under the terms of 
structural adjustment agreements, recommended changes in the marketing 
arrangement for coffee are to be made prior to the 1988/89 coffee season which 
begins in May, while the producer price for coffee will again be raised 
substantially to bridge the gap that remains between producer price and f.o.b. 
export price. Coffee is the crop that holds the greatest potential for 
increasing export earnings in the short run, although non-traditional exports 
such as fruit and spafood also show promise. 

Other steps will further lighten administrative export procedures. The 
Government will abolish requirements for cards, licenses, and prior 
authorizations for internal trade (collection, processing and storage) and 
export of all of the major export crops and will extend the maximum period for 
repatriation of foreign exchange earnings from 30 to 90 days. Also, in 1988 
the Government will publish an exporters' guide to support the export sector, 
and will activate plans for free trade zones to stimUlate investment. 

In agriculture, the GDRM has already taken significant action to reverse poor 
policies, as noted above. Sustained and thorough implementation of the 
announced liberalization policies are now required. Major implementation 
actions are planned for 1988 and 1989 to remove pricing and marketing 
constraints on the agricultural export crop side. It is in this area where 
AID/Madagascar will provide support. 



-11~· 

C. Social and Institutional Constraints 

A Inajor concern among all donors has been the problem of political opposition 
to the reform programs. It must be recognized that the various elements of 
the stabilization and structural reform efforts have had the effect of 
increasing the real incom~s of rural smallholders at the expense of urban 
residents in general and the urban middle class in particular. The ceduction 
in central government current expenditures has largely been accomplished 
through wage compression [or civil servants and a SUbstantial decline in 
employment on public infrastructure projects. The adjustments in the real 
exchange rate have disproportionately reduced the real incomes of the middle 
and upper class. (Imports, directly or indirectly make up 35 percent of the 
market basket of urban "modern households" but only 12.9 percent of the 
consumption of urban "traditional households" according to surveys underlying 
the consumer price index and almost certainly a still smaller proportion of 
rural consumption.) Similarly, the attempt to raise the farm-gate price of 
rice represented an income transfer from urban (and some rural) rice consumers 
to t~ra1 rice producers. 

While it would be difficult to quantify the distributional impact of the 
reforms, the cumulative effect, although undoubtedly "favorable" in some 
ahstract sense, has the potential for seriously, and perhaps irretrievably, 
undermining political acceptance of the reform effort among the urban 
popUlation. 

Asked in anotli~r way, the major question concerning the reform program in 
Madagascar is whether the present trend towards economic liberalization 
represents a real change in direction, or is only a fo~ced response to the 
immediate economic crisis and donor demands. It is certainly true that there 
is a widespread perception that the reforms have been imposed by the IHF and 
the World Bank in return for much needed financial assistance. It is also 
true that understanding of the measures and popular support for them are 
notably lacking. During an assessment of the reform program conducted in June 
of 1987, an American economist Elliot Berg noted that he found little 
intellectual support for the free ma['ket idea outside the U.S. Embassy and the 
World Bank office ("Report on the Economic Reform Program in Madagascar", 
1987), This raises t1,e equally serious question as to what the outcome of the 
liberalization policies will be, regardless of government intentions, in the 
face of an uncommitted majority and well positioned groups that stand to lose 
from the changes that a~e occurring. 

The implementation of the reforms needs to take into account nol only the 
overall impact on the economy as a whole and the impact on AID's target group, 
the rural and urban pOOL, but also the impact on those identifiable groups 
whose opposition has the potential for blocking and even undoing the reforms. 
This has two implications for donor programming. first, it may require that 
we delay pressing the government to undertake reforms, such as complete rice 
price liberalization, which further aggravate the ~'osition of urban consumers, 
in favor of other reforms whose effect on those consumers is more neutral, 
such as export market liberalization. Second, it may require that we 
undertake assistance programs, such as the proposed section 206 program, whose 
primary beneficiaries are urban middle class consumers. 
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D. Mission strategy 

The recently approved Concepts Paper for Madagascar states the goal of the 
A.I.D. strategy for the 1988-90 period to be "to assist Madagascar to increase 
rural incomes while improving nutritional levels and maintaining the country's 
natural resource base." This builds on the agricultural sector emphasis of 
the Mission's program to date. 

The strategy outlined proposes an active role for A.I.D. in supporting the 
overall liberalization program, because without elimination of the constraints 
which presently depress their incomes, the welfare of smallholders, who form 
the backbone of the agricultural economy, cannot be improved in any 
sustainable way. U.S. support to the 1987-90 structural adjustment program 
entered into by the Governm~nt with assistance from the IBRD and the IHF will 
come in two principal forms: Balance of payments support will fina~ce needed 
exter.nal resources; and local currency g~nerated by BOP contributions will to 
support reform objectives through attribution to the GDRM budget. A.I.D. will 
be the first donor to take this approach, which is intended to reinforce the 
ongoing effort to reform budgeting procedures by bringing off-budget revenues 
into the budget. This approach will also guarantee adequate resources for the 
programs in the government budget which are central to the achievement of the 
objectives of the AID strategy, and to a sustainable growth path. 

The U.S. will use food assi~t~nce to support the liberalization process by 
helping to stabilize prices Jnd markets under conditions of scarcity while the 
GDRM implements agricultural policy reforms to stimulate domestic production. 
In particular, the Section 206 program will supply vegetable oil in order to 
assume as adequate supply of a commodity that is critical to the welfare of 
the urban population. A.I.D. remains prepared to support targeted feeding 
programs for nutritionally vulnerable groups, particularly wOlnen and children. 

Th~ major new activity, however, is the Madagascar Agricultural Export 
Liberalization Program (HAELP) which we present in detail in the next 
section. The policy rDforms supported will be liberalizing external 
agricultural market operations. Given the current level of GDRM political 
sensitivity regarding the rice subsector (originally proposed as the focus of 
the MAELP). and in view of the need for time to allow recent reforms in the 
subsector to take hold, the focus of the proposed reform agenda on external 
agricultural markets offers the best opportunity for broadening the impact of 
the structural reform process. Such a focus will also enable OAR/Madagascar 
to maintain its dialogue with the GDRM on rural incomes. At the same time, 
reforms in agricultural exporl marketing, import liberalization, and the 
maintenance of a market determined foreign exchange rate will all directly 
contribute to the continued reform of the rice sub-sector by facilitating 
access by producers lo imported inputs and by driving domestic producer prices 
upward toward world market levels. 

Ruea1 incomes are strongly affected by the production of export crops, and the 
importance of the export crop subsector, to the nations economy as well as to 
the livelihood of its rural producers, cannot be overlooked: 
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Export crops are the main means of livelihood for almost one-third of 
Madagascar's population, and the country's principal source of 
foreign exchange. Coffee alone contributes an average 40 - SO 
percent of annual export earnings. Cloves and vanilla are also 
critically important to the economy. Together, these three account 
for about 80 ~ercent of export revenues •.•. They are also important 
for the future expansion of employment opportunities in agriculture. 
Growth in this sector is, therefore, critical for social and economic 
development. (World Bank, 1984) 

Experience everywhere demonstrates that the key to improving rural incomes is 
to raise producer prices. In Madagascar, the best way to achieve an increase 
in producer prices is through liberalizing agricultural export markets. 
strict government control over prices and marketing margins along with a 
monopoly by public enterprises on the export of the traditional export crops 
have until now kept producer prices very low. For example, despite 
SUbstantial price increases in 1986 and 1987, the producer price for coffee 
remains at 55~ of the f.o.b. export price. Tha removal of price controls and 
restrictions on marketing will stimuL'lte competition among a growing number of 
traders to the benefit of the producer. This in fact has already happened 
with cloves in the brief period since clove marketing was liberalized. 

As previously discussed, there is scope for expansion of agricultural exports 
even in the short term. Increases in agrtcultural export earnings which 
already account for over 80~ of total export earnings represent the most 
promising means for Madagascar to increase overall export earnings in order to 
finance the additional imports that are needed to fuel economic growth. 
Additional export earnings are essential for assuring the smooth functioning 
of the liberalized import system. A.I.D. balance of payments support for the 
implementation of a liberalized import system will strengthen Government of 
Madagascar resolve to proceed with another urgently needed reform at the same 
time - a market-determined exchange rate - since the adjustment of the 
exchange rate will depend upon the drawdo~n of fore:gn exchange reserves under 
the Open General License System. 

In sum, the MAELP is intended to reinforce GDRM commitment to implement the 
substantial program of reforms already agreed t.o with the IBRD and the IHF' and 
to extend and reenforce the implementation of these reforms in an area which 
will bring SUbstantial benefits to the poor majority of Malagasy. The 
provision of MAELP resources will depend upon the Government's sustained 
implementation of these selected reform measures. At the same time, a primary 
purpose of training, studies, and technical assistance will be to build a 
public and private sector constituency in support of the structural adjustment 
program and to sustain commitment to the reform process. 

III. PROPOSED PROGRAM 

A. Goal and Purpose 

Within the general framework of the Mission strategy the goalaE the proposed:';;' 
program is: 

to increase rural incomes. 

3) 
"j, I 
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In order to meet this goal, the purpose of the program is: ... 

to reduce policy and procedural impediments to liberalized Malagasy 
external agricultural markets. 

Both the goal and purpose of the program are well grounded in the Mission'& 
overall strategy. The concerns addressed remain focussed on the rural, 
agricultural sector and in particular on the livelihood of the smallholder who 
dominates in the production of export crops as well as food crops. It is 
these millions of 5ma11 producers of export crops(one-third of Madagascar's 
population depends on export crop production for their main source of income) 
who are the intended beneficia~ies of the HAELP, as well as the numerous 
private sector operators involved in the collection, processing, t.t'ansport, 
and export of agricultural products. 

The program recognizes the substantial progress which the GDRM has made in 
extending the liberalization effort throughout the agricultural sector, while 
also recognizing that ref0rms taken to date and those soon to be introduced 
need to be supported and consolidated before they can be regarded as a 
success. Since many of the reforms have recently been adopted, the areas of 
administrative and procedural resistance are just now becoming apparent. 
Therefore, the HAELP proposes support for the consolidation of the GDRM's 
reform agenda in the sector, while simultaneously exploring remaining problem 
areas through cii .. ·eful monitoring of the progress of reforms and continued 
policy dialogue based on a coordinated program of studies and technical 
assistance. 

Principal among the concerns and risks facing the GDRM's reform program are 
political risks posed by segments of the population chiefly the urban middle 
class, who have been adversely affected by the reform program. The ways in 
which they are affected, and by which their conditions may be ameliorated, are 
discussed in Annex E. 

B. Policy Dialogue Agenda 

The policy dialogue agenda extends beyond the program purpose, which is to 
remove policy and procedural constraints which cause Madagascar's external 
agricultural markets to work inefficiently to encompass policy impediments 
which inhibit the efficient functioning of markets which rural producers 
transact in. It consists of four areas which, when taken together, address 
key constraints relevant to the GO'ifernment' s reform program in the 
agricultural sector. They are: 

1. Liberalization of agricultural export markets; 
2. Improving the efficiency of rural input markets; 
3. Improving rural financial markets for both borrowers and savers; 
4. Improving the availability and price of consumer goods in rural 
markets. 

The first of these areas may be act;ively pursued at this time; the other 
three must be studied more closely to define interventions. For the first 
area, our objective is as follows: 

Export markets will be liberalized in order to improve market 
opporlunities and producer prices for the agricultural producer and 
to increase private sector participation in agricultural exports. 
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Liberalization will consist, first, in freeing the foreign exchange market 
through efforts which remove restrictions to the importatiun of commodities 
and which maintain a market clearing exchange rate. Second, liberalization 
will relax export controls on agricultural products, specifically the 
principal export crops. This twin approach to export market liberalization 
will ensure that the Malagasy franc provides an incentive to the current and 
potential exporter, while removing administrative barriers which are often a 
greater impediment to export growth than the exchange rate. Both aspects will 
be addressed concurrently. 

For the other three areas of the reform agenda -- input and product markets, 
rural financial markets, and consumer good availability -- where there is 
general agreement regarding the existence of problems but for which precise 
interventions need to be defined, the Mission proposes a combined program of 
studies and technical assistance to further identify the nature of the 
problems and to outline policy or procedural reforms which would address 
them. The key issues in each of these reform areas are: 

Rural input and product markets - inefficiencies which increase costs of 
commodities sold in rural areas and depress farmgate prices. 

Rural finance - administrative and other barriers to rural financial 
market development, and the constraints imposed on rural production by the 
lack of credit and lack of opportunities to place savings in accounts which 
earn a reasonable rate of interest. 

Availability and price of consumer goods in rural areas - the reduced 
supply of domestically produced consumer goods which result from monopoly and 
cartel production protected by tariff and non-tariff barriers and import 
controls. 

These problems are explored in depth in section III.C.4. "Studies". The 
objective for the Mission which emerges from this segment of the program is: 

to establish, through studies and technical assistance, a framework 
within which the Mission can continue discussions with the GDRM 
regarding the implementation of agricultural market liberalization. 

This approach does not commit the Mission to future policy based assistance in 
each area. Rather, the studies and technical assistance will provide the 
Mission with a series of options for appropriate next steps, with an agenda 
for sustained policy dialogue with the GDRH, and with a perspective on the 
nature of the evolving reform agenda within the agricultural sector. 

C. Description of Program Activities 

1. Introduction 

The Madagascar Agricultural Export Liberalization Prog~am has two major 
components: an agricultural sector grant conditioned on policy reform, and a 
project component made up of studies, technical assistance and training linked 
to the policy dialogue agenda which is intended to reinforce the 
implementation of announced policy and procedural changes. Of the total 
program funding of $18.735 million, $16 million has been targeted for policy 
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reform support and $2.735 million for related project activities. Policy 
reform support will be provided through a sector grant, whereas studies, 
technical assistance, and training will be funded under a project grant. The' 
PACD of the program is June 1991. Each component is discussed in detail 
below. 

2. Policy Reform Conditioned Sector Grant 

The first progr~n component is a policy component, in which GDRH progress in 
meeting policy reform objectives will be used as the basis for making dollar 
disbursements which the GDRH is expected to use to finance imports under the 
Open General Licensing System. The policy reform objectives are focussed on 
the liberalization of agricultural export markets as the item on the policy 
dialogue agenda where needed interventions are well defined, and where 
progress can be expected to make a significant contribution to increasing 
rural incomes and stimulating economic growth over the next three years. 

a. Reform Objectives and their Progress Indicators: 

The objectives of the policy component are presented below along with the 
progress indicators that will be used to measure their achievement. The 
policy objectives are: 

1) Agricultural export markets for the principal export crops (e.g. 
coffee, cloves, and pepper) will be liberalized. 

2) Administrative requirements for the export of agricultural products 
will be streamlined. 

3) The Open General Licensing system (OGL) , or an agreed equivalent 
foreign exchange allocation mechanism, will continue operation, so 
that producers and those who produce for their needs will have 
adequate access to inputs and spare parts and so that a sufficient 
supply of incentive goods will be available for the rural producer. 

As with any reform objective, the difficult task is identifying ways in which 
progress toward the objective can be measured. In the past, benchmarks have 
often been established in an inflexible way which has failed to recognize that 
objectives can be achieved by following more than one path. The emphasis in 
this program will be on measuring the overall achievement of objectives, and 
therefore performance will be assessed on a broad range of progress 
indicators. The following pro~ress indicators proposed here should be viewed 
as illustrative rather than exhaustive, and are subject to modification during 
the monitoring process. 

There are essentially two tiers of progress indicators that will be used to 
measure performance under the MAELP policy component. The first set of 
indicators concerns actions or announcements by the Government of Madagascar 
which indicate that policy or procedural reforms have been introduced. This 
set of indicators will be used to determine whether conditions for first 
tranche release have been satisfied. Examples of such indicators are: 

- GDRM opens marketing of the traditional export crops: coffee, 
vanilla, cloves, and pepper, to the private sector. Actions might 
include the announcement that a government monopoly for export of a 
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particular crop (cloves, coffee) has been abolished, or that 
restrictions on the number of operators who may purchase or export'a 
particular crop have been lifted. 

- A system for allocating foreign exchange in an open and competitive 
manner has been established. 

However, fulfillment of these progress inlJicators alone will not ensure that 
the objectives outlined are met. As a recent World Bank report on Kadaga,scar 
reminds us, "Administrative procedures are used to conceal a variety of 
discriminatory practices with negative impacts on export performance." 
("Administrative Constraints to Agricultural Exports", IBRD, January 1987). 
Additional progress indicators which define the ways that implementation of 
the liberalization effort can be assessed are required. Such "second tier" 
progress indicators might include, 

For agricultural export market liberalization: 

-share of export volume of traditional crops marketed by private operators 
has increased. 
-number of private operators involved in export marketing has increased. 
-export volume of non-traditional crops, particularly those formerly 
subject to info~ally reserved markets, has increased. . 
-export of new products or processed versions of traditional products has 
been initiated. 
-time required to process an export shipment has decreased. 
-number of administrative approvals, clearances or fees for export 
transactions has decreased. 
-an export guide has been published which provides a complete and concise 
summary of all regulations in effect for export operators. 
-no new formal or informal disincentives or discriminatory procedures are 
introduced at the level of production, purchase, transport, processing or 
export sale. 
-local government taY-es on movement of agricultural comm~dities are 
replaced with alternative revenue-generating measures. 

For foreign exchange allocation: 

-do people allover Madagascar have equal access to foreign exchange under 
the OGL (1. e., do all existi.ng bank branches, including those in o'.ltlying 
provinces, provide service~ to clients who have need of foreign exchange)? 
-are applicants receiving the total amount of foreign exchange requested 
within the six day period decreed for the OGL? 
-are any hidden or excessive charges being imposed which discriminate 
against certain categories of applicants, or certain types of imports? 

The reference points for these indicators will be established by a baseline 
survey. These indica~ors will be used to measure whrther the implementation 
of announced reforms is proceeding, and it is upon the basis of sustained 
implementation that the second tranche of the sector grant will be disbursed. 

The concept of progress indicators is not appropriate for the objective of the 
second segment of the reform agenda namely, to establish a framework within 
which the Mission can continue discussions with the GDRM regarding the 
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implementation of agricultural market liberalization. Nevertheless, the Mission 
has developed a set of more refined objectives for this canponent which parallel 
the progress indicators of the first objective. These are: 

Rural financial markets should b~ liberalized, principally by removing 
prohibitions against private sector participation in these markets. 
Studies should be undertaken, with the participation of the GDRM, to 
explore the operation of inform~! rural financial markets in Madagascar 
and to identify ways in which liberalization of those markets may improve 
and increase financial services for small producers. 

The distortion effects imposed by donated agricultural inputs--for example 
fertilizers--should be studied with a view toward developing an 
appropriate strategy for their elimination. 

The availability of basic consumer goods, which provide an incentive for 
the rural farmer to produce a marketable surplus, should be increased. 
Existing impediments to supply, such as Inonopoly and cartel production, 
tariff and non-tariff barriers, and admi~istrative restrictions on 
imports, production and distribution of consumer goods should be removed. 

The principal issue which remains is tying the reform agenda and objectives 
together into a set of achievable actions upon which cash disbursements can be 
made. Not surprisingly, these actions are derived from the progress indicators. 
The conditions for release of funding tranches under the MAELP are described in the 
following section, along with a summary of covenants to be included in the grant 
agreement. 

b. Conditionality and Tranching 

As has been indicated above, disbursements will be made in two equal tranches. The 
first tranche is intended to be disbursed immediately following signature of the 
grant agreement. The second tranche disbursement will be l~ade following an 
external review of progress made in implementing reforms in agricultural export 
marketing. The justification for equal tranches is that the Government of 
Madagascar has its greatest need for foreign exchange in July of 1988 when the OGL 
system will be fully implemented, yet the OAR/Madagascar prefers to keep as much of 
the total as possible in reserve until a sufficient period of time has elapsed to 
be able to assess the actual implementation of the reforms introduced during the 
year. 

If within the capacity of the GDRM and consistent with local law/regulation, 
Mission preference is for full amount of local currency to be generated immediately 
following dollar disbursement. If not, local currency generation should be tied to 
a percentage of the OGL system for imports. Full amount of the local currency 
should be generated on a periodic basis beginning in the third month with 
subsequent payment in each month thereafter. 

The conditions for release of the two tranches are discussed below. 

1) Conditions Precedent to Initial Disbursement: 

Prior to the disbursement of the first tranche of $8.0 million under this 
Agreement or to the issuance of documentation by A.I.D. pursuant to which such 
disbursement \~ill be made, the Grantee will, except as A.I.D. may otherwise 
agree in writing, furnish to A.I.D., in form and substance satisfactory to 
A.I.D., evidence that the Grantee has carried out the following: 
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i. On the basis of prior discussions and agreement with A.I.D., opened 
export marketing of the traditional export crops (coffee, cloves, pepper) 
to the private sector and continues to permit private operators to operate 
on an equal basis with public sector firms. 

ii. Instituted the OGL or an agreed alternative system to allocate foreign 
exchange in an open and market-clearing manner; and 

iii. Submitted a letter to USAID which outlines the GDRK's proposed 
schedule for meeting the conditions precedent to the second disbursement. 

2. Prior to the disbursement of the second tranche of $8.0 million under this 
Agreement, the Grantee shall, except as A.I.D. may otherwise agree in writing, 
furnish, in form and substance satisfactory to A.I.D. evidence that (a) it has 
met all the conditions set forth hereunder for the release of the second 
tranche of $8.0 million, and (b) has successfully implemented policies and 
procedures to promote liberalized agricultural export market operations, and 
continued to allocate foreign exchange in an open and market clearing manner 
through the OGL or an agreed alternative mechanism, as determined by 
measurement of the following progress indicators: 

i. The share of traditional crops marketed by private operators has 
increased to at least 50~ of total value for at least two of those 
crops. 

ii. There is free access to export markets for all non-traditional 
export crops. 

iii. The OGL system or an agreed equivalent mechanism operates as 
planned with respect to receipt of the full amount of foreign 
exchange applied for within the six working day time period specifie6 
in the implementing regulations for the OGL. 

iv. The number of administrative approvals, clearances and fees for 
export transactions has decreased and the time required to process an 
export shipment has been reduced to less than three days. 

v. The Government will have published an export guide providing a 
complete and concise summary of all export regulations in effect. 

These progress indicators will be the subject of an Implementation Letter (IL) 
to be issued following the signature of the Grant Agreement. The IL will 
establish the baseline against which the progress indicators will be measured 
as well as the performance targets to be met. Upon notification that the 
conditions precedent to disbursement of the second tranche have been met, 
A.I.D. will designate an external review team to assess the progress made and 
to determine whether performance satisfies the conditions fo~ second tranche 
release. This assessment will be held as soon as feasib:e after notification 
is received, except that it shall be held no earlier than December 31, 1988. 



-20-

3. Covenants 

The Program Grant Agreement will contain the, following covenants: 

The Grantee shall covenant that unless A.I.D. otherwise agrees in writing: 

i. It will not in any way discontinue, reverse or otherwise impede any 
action it has taken under this Agreement in satisfaction of any condition 
precedent to initial or subsequent disbursements except as the parties may 
otherwise agree in writing. 

ii. It will: (a) establish a Special Account and have deposited therein 
local currency of the Democratic Republic of Madagascar in a sum 
equivalent to the dollars disbursed to the Grantee under this Agreement. 
The amount of the local currency to be deposited in the Special Account 
shall equal each dollar disbursement, and will be determined by using the 
highest exchange rate per US dollar which is not unlawful in Madagascar on 
the date of disbursement of the corresponding dollar amount. Funds will 
be deposited in three equal installments in the fourth, fifth, and sixth 
months following disbursement of the dollars. 

(b) Except as provided in subsection (c) be10w~ or except as A.I.D. 
may otherwise agree in writing, funds in the Special Account shall be used 
to finance the local costs of the Seventh Hi~hway Project and for such 
other purposes as may be mutually agreed upon by A.I.D. and the Grantee. 

(c) Not less than US$ 600,000 from the Special Account over three 
years shall be made avai1aule to the united States Government for the 
requirements of operating the USAID program in Madagascar. 

(d) The Grantee agrees to furnish A.I.D. with such reports and 
information relating to activities financed with funds from the Special 
Account and the performance of the Grantee's obligations with respect 
thereto as A.I.D. may reasonably request. The Grantee will maintain, or 
cause to b~ maintained, in accordance with generally accepted accounting 
principles and praclices consistently applied, such books and records 
relating to the Special Account as are necessary to adequately show, 
without limitation, the receipt and use of funds from the account by the 
Grantee for agreed purposes. Such books and reco~ds will be audited 
regularly and in 2ccordance with generally accepted auditing standards, 
and maintained for at least three years after the date of the last deposit 
into the Special Account required under this Agreement. 

(e) A.I.D. or any of its authorized representatives shall have the 
right to inspect, at all reasonable times, the books and records 
maintained by the Grantee as required under this Agreement and to inspect 
the activities financed from the Special Account. 

The Project Grant Agreement will contain the following additional covenant: 

The Government of Madagascar agrees to abide by the criteria and 
procedures outlined in the Amplified Project Description for the 
selection of participants under the training programs funded by this 
project, and for the provision of technical assistance, which are 

I 
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intended to benefit operators in both the public and private sectors 
in Madagascar. 

c. Monitoring and Assessment 

Finally, the question of monitoring and progress assessment needs to be 
addressed. Since the reform program will be undertaken within the framework 
of an evolving reform environment, and not incidentally during political 
elections, a program of constant monitoring of the progress made toward 
achieving the program objectives will be required. This regular monitoring 
will be assured by the economist who will serve as project manager for the 
HAELP. 

In addition to ongoing monitoring, a system of external review will be 
established to assess whether sufficient progress has been made under the 
program to fulfill the conditions for second tranche release. The review will 
be external to ensure objectivity in the assessment. AID/Washington, 
REDSO/ESA, or a private consultant in conjunction with one of the above 
offices, will be utilized as the external reviewer. Progress will be assessed 
on the basis of the illustrative indicators presented above, to be 
supplemented by additional indicators if deemed appropriate by the external 
review team, using as a baseline the situation at the end of 1987 as 
established by a baseline survey to be completed within the first four months 
of the project. After assessing refonn progress, the reviewer will prepare a 
report with findings, conclusions, and recommendations to the OAR/Madagascar 
regarding progress, compliance, and the appropriateness of disbursement. 
The Mission will then prepare an action memorandum for the AID Representative, 
on the basis of the review report, which will outline the reasons for 
recommending release, or refusal of release, of the funding tranche. The AID 
Representative will approve or disapprove the recommended action with the 
concurrence of the Director of REDSO/ESA in Nairobi. Only on the basis of the 
approved memorandum will funds be released. Progress under the program will 
also be measured by the program evaluations scheduled for October 1989 and 
August 1991. 

3. Policy Dialogue Linked Project Activities 

The studies, training, and technical assistance activities presented below are 
closely inter-related, and are intended both to consolidate the implementation 
of reforms already undertaken, as well as to develop an understanding of the 
reforms which are needed to overcome remaining constraints to efficient 
agricultural market operations. 

a. Studies 

Given the evolving nature of Madagascar's overall liberalization program, this 
component will be instrumental in shaping and refining the Mission's policy 
agenda outlined in section B. study activities and follow-on worKshops will 
be designed to analyze remaining constraints to the liberalization of 
agricultural markets, and to recommend policy or procedural changes to address 
them. A secondary objective will be to involve as broad a spectrum of 
individuals as possible - academics, business, and local government leaders as 
well as central government representatives - to permit these people to feel a 
sense of participation in shaping parts of the reform program and thereby, 
hopefully to develop a commitment to seeing it implemented. 
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Sensitivity and a low key approach will be used in developing this component: 
although Malagasy recognize the issues and feel a need to understand them 
better, they are also wary of outsiders' interference. This wariness stems 
from two sources: 

First, the government is moving from a socialist, very centralized stance, 
to a more market-oriented one, without changing leadership. Thus, political 
figures who were used to preaching one kind of market behavior, are finding 
that this is suddenly inappropriate, but are unclear as to what is 
acceptable. Political leaders feel it is their responsibility, and not that 
of outsiders, to clarify new policies. For this reason, high donor visibility 
in terms of technical assistance for economic policy related studies and 
seminars is at this time particularly delicate. 

Second, as mentioned elsewhere, the country is approaching presidential 
elections in 1989, and the political leadership is reluctant to involve itself 
with 3ny controversial reform-related study or seminar which might lead to 
loss of votes. 

Three types of studies are envisaged: 

--a rural household income and expenditure survey, which will first 
establish the baseline and later be used to measure performance in achieving 
policy reform objectives, as well as the project goal and pu~ose; 

--technical studies to pursue issues directly associated with export 
development and diversification; and 

--policy studies, to look at issues more broadly related to the HAELP 
program goal and policy dialogue priorities. It is this set of studies in 
particular where an effort will be made to involve a broad spectrum of 
Malagasy representatives, some through direct participation in formulating 
terms of reference, conducting research, reviewing drafts, etc., and others 
through participation in workshops or s~minars to discuss study results. 

Both technical and policy studies will contribute to exploring ideas and 
raising questions relevant to the development of the Mission's next CDSS, 
scheduled for submission in 1990, as well as to refining the Mission's 
strategic approach in the near term. The studies will build on the 
considerable amount of work already done by the government and/or other 
donors. They will synthesize available information before exploring questions 
of interest in more detail. Both sets of studies will include attention as 
appropriate to important environmental issues, and be concerned with 
identifying the social impact of alternative reform options that might be 
proposed, including possible adverse effects on women. 

Rural household income and expenditure survey. A baseline survey will be 
initiated as soon as possible after the signing cf the Grant Agreement. This 
baseline survey will establish the status of the key indicators at the end of 
1987 as the point of reference upon which progress under the policy reform 
program will be measured. Given the importance of the baseline survey in 
measuring the achievement of project objectives, special expertise will be 
brought to bear on the design the baseline survey questionnaries and the 
sampling framework. The services of a U.S. firm under an lQC will be sought 
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for this task. This fiem would then be responsible for supervising the work 
of a local fiem to be competitively selected to undertake the baseline 
survey. This local firm will then be retained to do follow-up surveys prior 
to project evaluations in order to monitor progress on the key indicators over 
the life of the project. 

Technical studies. These studies will be concerned with finding 
solutions to issues that affect the export marketing process in the "here and 
now" -- i.e. in the context of the given policy framework. They will be 
conducted in close cooperation with the Office of Exports of the Ministry of 
Commerce and the Minist~y of Indust~y, Energy and Mines. Insofar as possible, 
local consulting fiems will be used. The Chamber of Commerce and various 
business associations will disseminate findings. There will be close linkages 
with the technical assistance part of the p~og~am, in that technical 
specialists will be made available to work directly with individual firms that 
might be inte~ested in explo~ing some of the possibilities suggested by the 
studies. 

The studies will look into such issues as the expo~t p~ospects fo~ specific 
p~oduct lines (simila~ to the onion and garlic study undertaken to develop 
infoemation fo~ the Nige~ AEPRP). They may also add~ess questions of 
p~ocessing and packaging technology. One of the coffee studies recently 
completed identified a simple conveyo~ belt mechanism as a way of speeding up 
and imp~oving the so~ting p~ocess without ~educing the labo~ intensity of the 
ope~ation. It also suggested that sisal f~om the newly revitalized private 
plantations in the South could be used to p~oduce bags for shipping, 
substituting fo~ impo~ts of jute from Asia. A final area in need of study is 
alte~native a~~angements for ma~keting agricultural products to replace the 
Stabilization Funds. The Kenyan auction model is an example of a system which 
permits the f~ee market to function while allowing the government to closely 
monitor prices and sales of commodities. 

Policy studies. By contrast with the former studies, this set of 
studies is intended to identify specific policy constraints to improvements in 
agricultu~al market dynamics that have implications for the liberalization of 
exte~nal markets. Three study areas have been identified which address the 
major const~aints to medium and long term development of the ag~icultural 
secto~, without which expol't ma~keting of agricultural products will quickly 
reach its limit. The studies will ai;n to help the GDRM understand the 
constraints that a~e operating in each of these markets and to identify the 
conditions necessary for their ~emoval. Recommendations will serve as the 
basis for futu~e reform ~fforts. 

--Ru~al input and product markets. 

This study area is intended to identify constraints in the producti.on and 
marketing processes. It will also explore the social impact and environmental 
implications of reform-induced changes in these processes. 

Inefficiencies exist in internal input and p~oduct markets which increase 
costs of commodities sold in ru~al areas and dep~ess farmgate prices. The 
task identified he~e is to analyze the nature of these distortions and develop 
an agenda fo~ thei~ removal. Effo~ts in this ~ega~d will be g~eatly assisted 
by the nea~ly completed Wo~ld Bank financed study of local governments and 
their ~evenuc situations, a study which is expected to recommend alternat.ive 
sources of ~evenuc to the cu~~ently predominant tax on agricultural 
conunodities and commodity t~anspocl. 
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The concern with distortions, however, goes beyond the revenue requirements of 
local governments to include such issues as problems of vehicular registration 
and licensing, administrative responsibility and availability of financing for 
road maintenance and construction, availability of and demand for agricultural 
inputs, distortions imposed by parastatals, and opportunities for the sale of 
potential surplus production. Furthermore, in the case of agricultural 
inputs, the terms under which donated inputs are disposed of is an important 
concern. Finally, distortions exist between the social and private costs and 
benefits of exploiting Madagascar's natural resource base, which are resulting 
in the rapid degradation of the resource base for short-term private gain at 
the expense of long-term public benefits. The Mission recognizes that 
distortions exist in this sector which reduce the efficiency of domestic 
markets, but also accepts that it is not now in a position to identify 
specific interventions. 

--Rural financial markets. 

Upcoming plans to reform the banking system are expressed in general terms and 
remain limited, at this point, to questions of parastatal debt and the 
introduction of private sector participation primarily in commercial banking. 
While important, these questions do not touch on the constraints imposed on 
rural production by the lack of cre"it and lack of opportunity for farme'rs to 
place their savings in accounts which earn a reasonable rate of interest. 
Consequently, the Government's refo~ agenda, as it is currently evolving, 
does not directly consider removal of administrative and other barriers to 
rut'al financial market developmcnt. 

Another critical question is the availability of credit for purchases of 
agricultural crops. A shortage of credit during the 1987 rice harvest reduced 
the number of buyc~s substantially, and thus drove down the producer price. 
The elimination of the Stabilization Fund role in the marketing and export of 
cloves and peppcr has removed the vehicle by which traders, processors and 
warehousers of these crops had traditionally obtained credit, and generated 
fears about future acccss to credit. These questions should be addressed as 
part of the reform agenda to ensure that proposed refor~ms take into account 
the particular problcms of rural finance in Madagascar. Any studies 
undertaken should take as a starting point the work that has already been done 
on rural credit in Madagascar and the lessons learned in credil projects, 
including the ongoing World Bank project in agro-industry credit with the 
Ag~icultural Development Bank (BTM) , and the experimental program in farmer 
credit in the Lac Alaotra area. 

--Availability of consumer goods in rural areas 

Basic consumer goods provide an incentive for the rural farmer to produce a 
ma~ketablc surplus. Thus, the adequate supply of consumer eoods, and their 
prices, are important considerations in sustaining the impetus to produce 
marketable surpluscs provided by the initial price and marketing 
liberal~zation mcasures. Many of the impediments to the supply of consumer 
g)ods to rural areas are addresscd in the discussion of internal markets, 
above. Howcver, there are certain additional impediments to supply which 
confront consumer goods. 

One example of an additional constraint is the reduced supply of domestically 
produced consumer goods vesulting from monopoly and cartel production which 
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characterizes much of the Malagasy economy. Protection offered by tariff and 
non-tariff barriers assists in the establishment and maintenance of these 
monopolie~ and cartels, and has the added negative effect of imposing higher 
prices for consumer goods on one of Africa's poorest populations. 
Administrative restrictions on imports, production, and distribution, are 
additional factors that could result in further distortions to the supply of 
domestically produced and imported consumer go~ds. The role of an open and 
market determined foreign exchange system is clearly instrumental to 
eliminating distortions in the supply of consumer goods. 

This study will utilize domestic cost methodology to highlight the impact of 
the tariff regime on the domestic production of manufactured goods and to . 
identify corrective policies. This study is important because it will lead to 
a discussion of opportunities for efficient domestic transformation of 
agricultural products for both internal and external markets, an issue likely 
to be of central concern for growth prospects over the meGium to long term. 

b. Training and Technical Assistance 

1) Introduction: 

There are several important constraints now preventing announced policy 
reforms intended to encourage a larger role for the private sector in economic 
development from achieving their desired results which the training and 
related technical assistance activities under MAELP are designed to address. 
The first is a widely recognized lack of business skills which inhibits the 
Malagasy from taking advantage of opportunities arising from economic 
liberalization, particularly in export markets. A relat~d constraint is the 
inability of most Malagasy businesspeople to work in English, which limits the 
number of countries to which Malagasy desiring to export can market their 
products, and also the numbe~ of countries from which the Malagasy can obtain 
needed imports of goods and services. Taken together, this language barrier 
results in a less than optimal trade pattern and loss of potential revenue. A 
final constraint is a lack of understanding of the policy changes needed to 
remove remaining obstacles to the efficient operation of agricultural markets 
and a corresponding lack of commitment to the economic liberalization 
process. Training i. all three areas is considered critical to the success of 
the reform process. t{hile the resources provided under the HAELP will not 
address all the identified needs in these areas, they will make a SUbstantial 
contribution toward achieving this goal, 

Business Know-How - is an area repeatedly mentioned by the Malagasy when 
discussing what is needed in Madagascar for economic liberalization to succeed. 

To address the lack of in-country business training programs, the World Bank 
in 1983 established an accounting and business administration school, the 
lnstitut National des Sciences Comptables et de l'Administration d'Entreprises 
(I.N.S.C.A.E.). This school was established on the North American model, with 
Canadian faculty and technical assistance from an American professor. 
Independent of the university system, the school is free to adop~ innovative 
progcams. It has wide-ranging support through its board of directors, which 
includes high level representatives from the public and private sectors, as 
well as from political parties. lNSCAE is under the supervision of the 
Ministry of Finance. 
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Today INS CAE offers degree and non-degree, part-time and full-time courses. 
In September 1988 a two year MBA program will be added with funding provided 
by the World Bank and new French and Canadian faculty. In addition, to reach 
private sector and professional people who cannot leave their jobs for 
full-time training, INSCAE in 1989 plans to develop part-time, non-degree MBA 
type courses. 

HAELP will strengthen this new program in several ways: 1) by first sending 
the INSCAE Director to the U.S. to visit schools with business programs that 
could serve as models in developing INSCAE programs, and to investigate 
resources for both the training of INSCAE faculty and for technical assistance 
in program development; 2) by providing short-term specialized business 
training for four members of INSCAE's faculty; 3) by assisting the 
establishment of a business English training program by training the future 
director of this program; and 4) by providing technical assistance for 
program development and possible in-country seminars. Likely program areas 
for assistance to INSCAE include: marketing, particularly for agricultural 
export; management information systems; and policies and strategies for 
enterprise development, particularly within free trade zones. INSCAE's 
facilities will be used as the site for in-country workshops and seminars 
sponsored by MAELP, since its high-level backing and contacts with the private 
sector will guarantee the desired broad spe~trum of participation. INSCAE 
will thus be the primary vehicle for in-country business skill development and 
policy reform dialogue under MAELP. 

A.I.D. under HAELP will contract with an American organizat.ion skilled in both 
business skill training and in developing business training programs in 
francophone third world countries. This contractor will work with INSCAE's 
Director to strengthen the INSCAE program by arranging the Director's visit to 
the U.S., by arranging the training programs for INSCAE faculty and business 
English director, and by identifying and coordinating technical a3sistance for 
program development. This contractor will also have primary responsibility 
for organizing approximately thirty 3-6 month specialized business courses and 
on-the-job training experiences in the U.S. for Malagasy, which is the second 
means by which MAELP proposes to strengthen business skills and economic 
policy formulation for private sector development. (Although the MAELP PAIP 
recommended one year MBA degree training, the MinistLy of Finance has argued 
against this training because in the past, year long separations from work and 
internationally marketable U.S. degrees have induced Malag~sy participants to 
remain indefinitely in the U.S.) INSCAE will work with the U.S. contractor in 
the selection of candidates and in the identification of training needs. 
Although some candidates for t:lis training in the U.S. will hail from 
administrative offices and government parastatals, more than two-thirds will 
come from the private sector, and to the extent possible, will be women. 

As noted earlier, a key impediment to the development of Madagascar's export 
trade is the inability of Malagasy businessmen to negotiate in English. 
Although the World Bank is in the process of setting up a language laboratory 
for INSCAE, it will not provide assistance for the design and management of 
language programs. MAELP will fund the training of a person to design and 
manage the English language program at INSCAE and will use INSCAE for English 
language training of participants to be sent to the U.S. 
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Intellectual understanding of the policy reform program and support for 
~conomic liberalization - were found to be notably lacking in a "Report on the 
Economic Reform Program in Madagascar" prepared by Elliot Berg in october 
1987. Although high government officials, particularly the Minister of 
Financ~, have begun the process of ~ducating the population on the need for 
reform and the reasons for the policies selected, much more needs to be done. 

The obvious institution to transmit understanding of and leadership for 
economic reform, as well as to provide training in business skills, is the 
University of Madagascar, in particular the Faculty of Law, Economics, 
Business and Sociology (E.E.S.D.E.G.S.). However, key ministers and 
presidential advisors have cautioned that the GDRH is still deliberating over 
major reforms of the university which must be in place before the university 
will be in a position to benefit from donor assistance. They estimate that 
these reforms will take effect around 1990. 

While it is too early for the HAELP project to provide direct technical or 
other assistance to strengthen the business program in the E.E.S.D.E.G.S., it 
is timely to send the Dean of the faculty and a senior staff member to the 
TJnited States to visit public policy and business education programs such as 
those at Harvard's Kennedy School and at the University of Michigan which 
could serve as models when plans to restructure the university with World Bank 
assistance go forward. In addition, professors from this faculty will be used 
to work on HAELP studies, as appropriate, and will be encouraged to 
participate in seminars and workshops sponsored by the project. This 
collaboration will enable USAID to explore where future training and TA to 
strenglhen economic and public poli~y programs can be most effective once the 
working environment at tlle university improves. 

In the interim, the project's studies, study tours and workshops will be the 
primary vehicles for increasing understan~ing of the policy changes now 
underway and those still needed to remove remaining impediments to medium and 
long-term development of the agricultural sector(in input supply, product, 
financial and consumer goods supply markets in rural areas), without which 
real growth cannot be sustained. 

To summarize, HAELP training activities will include the following: 

1. ~trengthening in-country institutions to carry out training of 
Malagasy entrepreneurs, ~articuiarly in marketing and other skills needed to 
expand operations in export markets. This strengthening will be targetted 
primarily to INSCAE and will include: U.S. visits for the E.E.S.D.E.E.G.S. 
Dean and colleague, and the INSCAE Dire~tor to investigate resources available 
to strengthen economic, public policy, and business programs in Malagasy 
training institutions; U.S. business training for INSCAE teachers, who will 
receive short-term training in preparation for launching the part-time MBA 
type courses in 1989; and business English training, and other relevant 
skills, in the U.S. for the Malagasy trainer hired to set up and manage the 
business English language program at INSCAE. 

2. U.S. classroom and on the job business programs: for an estimated 
thirty Malagasy businessmen from the private and parastatal oectors. Training 
programs will include business English(to be started at INSCAE prior to 
departure for the U.S.), macro-economic planning, management, and on-the-job 
training, as well as strictly business courses. 
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Participants will hail primarily from private businesses, but some will be 
selected from parastatals as well, for it is here that many Malagasy private 
sector operators begin their careers. In addition, participants may include 
the top graduates from INSCAE's accounting and business programs. Criteria 
for participant selection will include academic background, English 
proficiency, work experience and areas of interest for training. 

3. Study tours. studies and ~~rkshops in support of external agricultural 
market liberalization: The purpose of these activities is to let key Malagasy 
policy-makers see for themselves how policies adopted in other countries have 
contributed to economic development, and to discuss with colleagues from the 
business and university communities as well as other government agencies in an 
open forum the relevance of those experiences for Madagas~ar. 

For example, one planned study tour will take Malagasy in various political, 
technical and administrative roles to visit other coffee exporting countries 
to learn about alternatives to a state monopoly marketing agency for handling 
exports. Such a visit will be organized to Kenya, to observe the functioning 
of its auction process. All of the MAELP studies outlined in the preceding 
sections of this PAAD would benefit from the above study tour/workshop 
formula, namely: rural input and product markets, rural financial markets, 
availability of consumer goods in rural areas, and improved techniques for 
transforming and marketing agricultural exports. 

Participants in study tours will be expected to prepare reports that will 
serve as discussion papers for the seminars, and to take an active role in the 
discussions. A U.S. economist or technical expert will travel with study tour 
participants, will assist them in report preparation, and will participate in 
the seminars. The workshops will aim to inform, and not to produce 
decisions. It will allow Malagasy to assimilate what they do understand, and 
to identify what they need to learn, in order to formulate and implement 
policies and programs conducive to Madagascar's economic development. 

4. In-country seminars on such subjects as marketing, business start-up, 
preparation of proposals for bank financing, and negotiation of export 
contracts with foreign firms, for Malagasy businessmen. These seminars will 
be held at lNSCAE and be led primarily by the technical advisors who travel to 
Madagascar to work on lNSCAE program development. 

5. USAlD will contract with a U.S. institution experienced in business 
training, either a business school association such as the American Assembly 
of Collegiate Schools of Business (AACSB) or a firm/consortium to manage the 
training component of the project. This contractor will work in collaboration 
with lNSCAE on partieipant profile development, selection in Madagascar, and 
placcm~nt and monitoring in the U.S. This contractor will also arrange the 
visits to the U.S. of the lNSCAE Director and university business school dean, 
and the placement and monitoring of lNSCAE faculty who will receive training 
in the U.S. Finally, this contractor will have responsibility for assessing 
with lNSCAE its needs for program development, and for identifying and 
coordinating technical assistance to meet those needs. The Entrepreneurs 
International (El) may prove helpful in assisting the contractor in planning 
on the job t~aining. 
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Technical Assistance: 

Some of the technical assistance activities under the HAELP are linked to the 
training, studies and study tours discussed in preceding sections. This 
technical assistance includes: 

1) Techni~al assistance to INSCAE for developing its part-time business 
~~ement cours~s. This assistance is expected to pave the way for 
short-term training in the U.S. for INSCAE faculty, and may well lead to 
longer term exchanges of faculty and students between INSCAE and U.S. 
institutions. Technical advisors who travel to Madagascar to work on program 
development may also be utilized to lead short-term intensive seminars on such 
subjects as marketing and setting up a business. 

2) Economic reform related study tours, studies, and workshops: The 
HAELP will assure technical assistance for combinations of study tour, 
studies, and workshop activities focussed on economic liberalization policy 
and technical issues, especially those related to export markets. 

Other technical assistance is targetted to meeting specific needs of 
entrepreneurs in expanding export operations, and in assessing the overall 
progress of the economic reform program. 

3) Business consultancies for the Malagasy private sector: Malagasy 
businessmen have repeatedly emphasized to A.I.D./Madagascar staff the 
difficulties they face in entering export markets simply because they don't 
know where to start in identifying potential markets or buyers. Marketing 
thus appears to be a major constraint to increased exports by private sector 
operators. Under the MAELP, a variety of types of short-term technical 
assistance will be provided to primarily small Malagasy businesses interested 
in entering or expanding export trade. 

One possible source of technical expertise for this program is the 
International Executive Service Corps(IESC), which provides the services of 
retired businessmen at no salary cost to private sector operators in 
developing countries. The director of IESC's regional office in Nairobi 
visited Madagascar in January of 1988 and informed A.I.D. that he saw many 
opportunities for IESC to work with the Malagasy. 

4) Assessment of economic reform progress: Also included under technical 
assistance will be annual assessments of economic reform progress (or lack 
thereof) by a senior macro economist whose conclusions will be shared with 
both the GDRM and the other donors. Professor Elliot Berg has performed this 
function twice for A.I.D./Madagascar in the past. 

5) Technical assistance for program management: An economist will be 
hired under a personal services contract(PSC) to manage the MAELP program over 
a two-year period. The scope of work for this manager is discussed in section 
V below. This individual will be replaced at the end of his/her term by a 
U.S. Direct Hire economist. 
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4. Social, Political 'and Environmental Implicationtl 

Perceptions 

In assessing change in Madagascar's political economy, it is important to keep 
in mind both the historical context (discussed in Section II B above and in 
Annex B), and the fact that societies and institutions can both maintain their 
continuity and change at the same time. In both personal and social behavior 
in Madagascar, there is a historical pattern of accepting change until it 
becomes too oppressive, when suddenly there is an explosive reaction that 
requires compensatory action on the part of the political authorities. This 
pattern has been evidenced in the country's historic swings betwe~n 
introverted nationalism and extraverted acceptance of foreign ways; in the 
explosive rebellion against the French in 1947j and in the rather unusual 
phenomenon in late 1984 of the Antananarivo kung-fu clubs which beheaded 
several members of a special youth organization (the TTS) of the ruling 
party. This phenomenon of action and compensatory reaction can make 
assessment of progress on the basis of a specific set of actions at any given 
moment an inappropriate representation of long term processes. On the other 
hand, tracking of processes can be a useful way of determining the direction 
of current change. 

At the moment, Madagascar i~ clearly swinging towards an open free market 
economyj yet it is unclear where the extremes lie that would cause an 
opposing reaction. There is a significant lack of understanding of, dialogue 
on, and commitment to the new policies that are being advocated by, and blamed 
on, the major donors, particularly the World Bank and the IMF. There is 
little question that donor presence, behavior and involvement are not only 
important elements in the ongoing process but are also critical factors in how 
it will progress in the years to come. The perception of donor modus operandi 
is likely to be particularly important. If strict and almost dictatorial 
conditionality becomes too obvious for too long it might well prove the 
undoing of the policies. The Malagasy have repeatedly demonstrated throughout 
their history their respect for, and capability in, exercising power through 
negotiation and controlled resource distribution, but they have also 
demonstrated a strong resentment of foreign domination, particularly when it 
usurps the Malagasy role in decision-making. 

The present period can be characterized as one of socio-economic 
disequilibrium, as the new policies that have been introduced, particularly a 
larger role for the private sector, require a major readjustment in the way 
resources are accessed and distributed. The population seems more divided 
between those taking a wait-and-see attitude and those trying to position 
themselves to take advantage of the changes, than between proponents and 
adversaries of the announced liberalization pol;'cies. A pronounced fear is 
that a small group of individuals or families no\~ advantageously placed in 
the public or private sector will use their posiLion:: to gain new and 
anticompeti tive positions in the evolving private ~e;:t:)r. (A mOllel of this 
outcome is the Philippines, where opportunism and ~t'ef'o on the part of a few 
strangled off the advancemenL of the majority.) There arc bound to be winners 
and losers in the liberalization process. However, a cd Lica). '~f!terminant of 
a positive outcome to the policy changes will be the extent 0f pa~ticipation 
by all elemenLs of the popUlation. It is essential that the TltI:nb.u of winners 
is expanded and far exceeds the number of losers. For thi~ ('cason it will be 
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important - as this program advocates - to monitor not just the macro-economic 
indicators that often hide the distribution curve of benefits, but also the 
actual on-the-ground implementation of the policy changes, and to expand the 
scope of this monitoring beyond the capital to the outlying regions. Also, 
the Government and the World Bank should be encouraged to assess the social 
impact of proposed structural adjustment measures, and, to the extent 
possible, both to tailor the phasing of measures and to initiat~ compensatory 
programs so as to mitigate adverse consequences for the least advantaged 
segments of the population. 

Realities 

The two realities of the current situation that are of particular relevance to 
the reform agenda proposed in this program are rural insecurity and the 
ability of participants in the agricultural export sector to benefit from the 
new opportunities presented. These issues are discussed separately below. 

a. Increasing rural insecurity is one of the most puzzling dimensions of 
socio-economic change in Madagascar. Very high and growing losses of crops, 
but particularly cattle, to theft and banditry are being reported throughout 
an increasing area of the country. To some extent this phenomenon, which 
began in the 1970's, and has gathered momentum in recent years, can be 
attributed to increased impoverishment and a lack of legitimate economic 
opportunities. However, the fact that official exports of cattle are 
extremely low in the face of a known and expanding clandestine export of 
cattle to Reunion indicates the collusion of at least some local authorities. 
This phenomenon represents a perverted form of a growing private sector 
economy. 

One oft-heard criticism of the economic liberalization is that it is really a 
way of legalizing the black market. In fact, this may in a very positive 
sense be the ultimate test of its success; i.e., will the government be 
willing and able through policy and administrative reforms to convert 
clandestine economic activities into legitimate competitive market 
operations? The regulation of foreign currency will be a major factor in 
determining such an outcome, since it is the lack of readily available foreign 
exchange and fears of continued devaluations that encourage illegal export and 
the retention of profits overseas. An assurance that profits can be 
legitimately made and that repatriated earnings will retain their value is a 
prerequisite for the successful operation of an open market system. 

b. Agricultural Export Sector 

Due to its potential, the agricultural export crop sector has a critical role 
to play in revitalizing Madagascar's economy. Numerous rural producers and 
intermediaries are poised to respond to increased export opportunities, but 
have been held back not only by lack of inputs and technology and poor 
transport infrastruc~ure, but also by rural insecurity and uncertainty over 
government policy. Although progress will be difficult to measure over the 
short term, the best indicators of progress toward or away from effective 
liberalization are likely to be qualitative assessments of changing behavior, 
strategies, and the spectrum of actors in the intermediary roles between 
producers and exporters/importers (buyers, transporters, processors, and local 
distributors of inputs and consumer goods). 
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Another measure of the progress of liberalization will be the flow of 
benefits. During more prosperous times before the socialist revolution, the 
traditional movement of export goods was from the regions either directly to 
external markets or via the capital, while the flow of benefits (primarily in 
the form of imported goods) was predominantly to the capital, with extremely 
low inter-regional exchange. If this pattern repeats itself or becomes even 
more pronounced in a revised export-oriented economy the benefits will be 
restricted and regional discontent and disparities may actually increase. 
Efficient, prosperous and expanded internal markets may be a pre-condition for 
increased general prosperity. 

c. Environment 

A categorical exlusion has been approved by the Africa Bureau Environmental 
Officer. A discussion of the environmental implications of the policy reform 
program supported by MAELP funds is presented in Annex E, which also contains 
the Initial Environmental Examination. The environmental impacts of the 
policy reform program will be monitored by the Natural Resources Advisor 
expected to join the AID/Madagascar staff by the end of C"f 1988. 

5. Relationship with other tenor Activities and Relevant 
USAID Projects 

Madagascar's structural reform program outlined in section II and Annex B 
has evolved since 1983 in close coordination with the World Bank and the IMF. 
Without the Government's commitment to this program, A.I.D. would not have 
decided to re-engage in Madagascar as it did in 1984. Since that time, A.I.D. 
activities have been designed and conducted in dlrect support of the ref~rm 
program, and consequently, in close coordination with the World Bank. 
Evidence of the unusually close working relationship between A.I.D. and the 
World Bank in Madagascar abounds, but is most evident in the rice 
liberalization and environmental action plan programs. 

The MAELP builds upon lessons 1.earned in the rice market liberalization 
through the PL 480 Food for Progress program, lessons which have also been 
applied in the development of a complementary PL 480 Section 206 reform 
program intended to extend agricultural market liberalization to the edible 
oils sector. The MAELP has also been designed to specifically complement the 
ongoing World Bank Structural Adjustment operations in agriculture (CASA), and 
Industry and Trade (CASPIC), as well as the proposed 1988 Public Sector 
Structural Adjustment Credit (CASEP). Coordination will be continued when the 
World Bank moves fot'ward with a planned CASA II in 1989 or 1990 which will 
focus exclusively on agricultural exports. 

Support for the liberalization of the import (and foreign exchange rate) 
systems in 1988 is expected to be provided by all of the major donors. To 
date, pledges have been made by the World Bank ($65 million remaining from 
CASA, and $60 million from CASEP), the African Development Bank ($20-30 
million as parl of CASEP), and the French (FF 230 million, or $45 million). 
France has been providing program type assistance since 1982. However, the 
French assistance for 1988 has been held up pending a review of GDRM credit 
policy. The U.S. contribution of $16 million will cover about two weeks of 
imports. Additional assistance may be provided by Germany, Switzerland and 
the EEC. Total donor con~itments to date cover $206 million, compared with 
anticipated total requirements for imports of SDR 400 million per annum. 
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A number of donors provide assistance in support of the agricultural export 
s~ctor. World Bank structural adjustment programs have promoted policy and 
procedural improvements in export administration, export crop pricing, tax 
structures, credit systems and the role of public enterprises, while projects 
support the rehabj1itation of critical road and port infrastructure and the 
lending program of the Agricultural Development Bank. France has provided 
significant assistance for the rehabilitation of the coffee sector in the 
South Ea~t (with some attention to cloves and pepper) as well as for cotton 
and sugar production and processing. Other projects are directed at 
livestock, maize and rice, all products with potential for increased export. 
Both UNDP and the European Development Fund gave supported initiatives in 
fisheries development, as have the Japanese. The African Development Bank 
provides project assistance for infrastructure improvement, while the German 
aid agency has been working with livestock cjeve10pment. 

A.I.D. 's proposed activities in technical assistance, studies and training in 
the areas of rural credit, input and product distribution systems, export 
market development, and export policies will build on earlier work done by 
other donors (the French in coffee technology and input supplies, the World 
Bank in rural credit and free trade zones) and complement planned initiatives, 
particularly the development of in-country business training by the Canadians, 
French and the IBRD. It will also build upon A.I.D.'s experience in 
Madagascar under the centrally funded AFGRAD and AMDP training projects, as 
well as the Madagascar Agriculture Rehabilitation Support Project (HARS). 
Several successful HARS activities will be continued under HAELP, including: 
visits and reports on policy reform progress by a senior and widely-respected 
U.S. macro-economist, the study tour/workshop formula, and in-country seminars 
organized by a local training institution. 
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IV. FINANCIAL ARRANGEMENTS 

A. Illustrative Budget 

The budget for the activities described in the preceding sections may be summarized as 
follows: 

TABLE 1 Summary Cost Estimate and Financial Plan 

Agricultural Sector Support: 

Studies: 
Baseline & Monitoring 
Technical 
Policy 

Subtotal 

Training: 
Local institution strengthening 
30 Business courses/OJT in u.S. 
Training contractor 

Study Tours -

workshops - 6 @ 15,000 
Subtotal 

Technical Assistance: 
INSCAE program development 

and seminars 
Study tours/workshops -

9 PM @ l5,000/month 
Macro-economist -

3 PM @ 20,000/month 
Business consultancies -

15 consultancies @ 15,000 
Program manager 
Subtotal 

Evaluation and Audit: 

Contingency: 

TOTAL 

PROJECT TOTAL 

(US Dols '000) 

A.I.D. 

16,000 

100 
85 

250 
4J5" 

114 
750 
150 

96 
90 

nmr 

140 

135 

60 

225 
240 
mm 
100 

, 200 

1~,735 
====== 

GDRM 

6,100 

10 
5 

10 
"3 

15, 
, 20', 
10 

5 
10 
otT 

25 

25 
"SO 

10 

6,245 
====== 

Private 

30 

"3'0",,' 

20 
20 
lIT 

50 
== 

Total 

22,100 

1J.U 
,:90 

,260 
lb(f 

129 
800 
160 

101 
100 

rnrr 

16!) 

'135' 

60 

245 
265 
m 
100 

210 

, 25,030 
====== 

25,030 
====== 
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TABLE 2 -Projection of Expenditures by Fiscal Year 

(u.s. Do1s. '000) 

FISCAL YEAR! 1988 1989 1990 199~ 

SOURCE AID HC AID HC AID HC AID· HC 

PROJEcr CDMPONENT 

Agricultural Sector 8,000 500 8,000 2,000 _ .. 2 000 
,C , , 

1',600 
Support 

studies 50 250. .10 100 10 35,: '5 

Training 
"'" 

500 ; .:20 400 30 300· 10 
. ,'", 

Technical Assistance 120 380 30 200 ' 15 100 5 

Evaluation and Audit 15 40 45 

Contingency 40 100 10 60 

TOrAL 8,170 500 9,185 2,060 840 2,065 540 1,620 
----- ----- ----- ----- ==== ===== === ===== ----- -----

B. FAA Section 110A Contribution 

Under the proposed Madagascar Agricultural Export Liberalization Program, the 
Government of Madagascar has agreed to contribute a minimum of $6.245 million 
in foreign exchange or local currency equivalent over three years to programs 
that support the development of the agricultural sector, such as research on 
export crops, rehabilitation and maintenance of transport infrastructure in 
export crop growing areas, and the financing of needed inputs and services for 
producers. An additional contribution will be made in-kind for training, 
technical assistance and studies. These contributions satisfy the requirement 
of Section 110A of the Foreign Assistance Act that a recipient of U.S. 
development assistance contribute at least 25% of the total cost of a proposed 
project from its own resources. 

C. Obligation Plan 

Obligations are currently planned for FYs 1988 and 1989. $18,735 million will 
be obligated in FY 1988. Any future obligations beyond FY 1988 will be 
dependent on the outcome of the project evaluations, one of whose objectives 
will be to review Government of Madagascar performance on policy reform and to 
recommend whether additional U.S. assistance should be provided to support 
policy reform in Madagascar. 

D. Disbursement Mechanism 

The dollars provided under the policy reform part of the grant will be 
disbursed in two equaJ tranches to the Central Bank of l1adagascar, via 
electronic funds transfer, to an account to be designated by the Central 
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Bank. The GDRH has indicated its intention to use these dollars in support of 
the Open General Licensing (OGL) system for imports. Grant funds for project 
activities will be disbursed directly by A.I.D. primarily through the Regional 
Financial Management Center in Nairobi, Kenya. 

E. Local cur~ency 

1. Mechanics. 

The mechanisms for generating and depositing local currency counterpart are 
described in Section III.C.2.b. above. 

2. Use. 

A small proportion of this counterpart will be reserved for the Mission's 
Trust Fund. The bulk of the funds, however, will be allocated within the 
government budget to support the rehabilitation of roads in key agricultural 
areas under the Seventh Highway Project. A key consideration in the choice of 
use of counterpart funds has been the Mission's limited management capacity in 
the face of new local currency guidelines, which has necessitated the 
selection of an option which will be the least management intensive, while 
meeting a priority objective of the USAID development strategy. 

a) Trust Fund 

Local currency counterpart in the equivalent of $600,000 will be made 
available to USAID to cover local currency costs of operating the A.I.D. 
program in Madagascar over a period of three years. Disbursements of funds to 
the Trust Fund will be made quarterly in accordance with existing procedures. 

b) Budget Attribution 

The Ministry which A.I.D. has selected to receive counterpart generations from 
the HAELP is the Ministry of Public Works, MTP. It has become evident in 
preparing the HAELP that one of the principal constraints to agricultural 
marketing and exports, and thus an improvement in rural incomes, is the 
abysmal state of road infrastructure. This hampers input delivery, the 
collection and processing of crops, as well as transport to export centers. 
The F'rench-financed coffee rehabilitation project (ODASE) has found it 
essential to give priority attention and resources to the repair and 
maintenance of key rural and trunk roads in the coffee-growing areas. The 
GDRM recognizes the magnitude of the problem and has sought donor assistance 
for a well-thought out program to address the problem. The 7th Highway 
Project is now being negotiated with the World Bank for $200 million of 
multi-donor financing and is expected to come onstream in 1988. This project 
will address road rehabilitation ano maintenance in key agricultural areas. 
The local currency requirements of this project are estimated to be the 
equivalent of $50.2 million. The GDRM's difficulty in meeting road repair 
needs is illustrated by the fact that in 1988 only FMG 13.5 billion($ll 
million) was allocated to MTP for all its activities. An A.I.D. allocation of 
$16 million in counterpart funds will thus make a SUbstantial contribution to 
the realization of this key program. 
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Channeling counterpart funds through the budget will be a new undertaking for 
the GDRM. This effort is being undertaken upon the recommendation of the lBRD 
and the lHF in order to improve the efficiency of resource use by the GDRM and 
the transparency of Treasury operations. Until now, counterpart funds arising 
from donor balance of payments assistance have been used off-budget. 

One of the objectivef. of the budget reform program now being carried out with 
the lHF and the IBRD is to bring all items now off-budget into the budget, so 
as to achieve a consolidated budget presentation by 1990. Using counterpart 
funds for budget attribution will also reinforce the new program-based 
budgeting approach which has already been introduced in HPARA (Agricultural 
Production) and HTP (Public Works), and is scheduled for introduction in the 
Ministries of Health and Education in 1988, and the assessment of competing 
priorities for Covernment resources which the new Public Investment Program 
guidelines are intended to strengthen. Finally, the allocation of counterpart 
funds will guarantee that funds will be available for identified priority 
activities. 

These MAELP resources will be integrated into the GDRM budget beginning in FY 
1989(which starts in January). 

c. Repo'hl ng and monitoring 

section III.C., Conditions Precedent, and Covenants, specifies certain 
reporting requirements. On a quarterly basis, the Treasury will inform USAID 
of deposits into the Special Account and of a,ttributions of these receipts to 
the agreed program in the budget. On a yearly basis, the recipient ministry 
will certify that an amount at least equivalent to the U.s. counterpart 
allocation has been attributed to the agreed program. The Treasury has agreed 
to coordinate these responses. 

Honitoring will take place through the program review which is due to take 
place before the disbursement of the second dollar tranche; through periodic 
ruviews or audits (as stated in the Covenant, USAID will have access to books 
and records as appropriate); and through regular meetings with the World Bank 
and MTP to review the progress of work and the use of funds under the Seventh 
Highway Project. While relying on the World Bank as the principal 
implementing agency, AID/Madagascar, with assistance from REDSO/ESA Engineers, 
will also monitor the project through the review of all project reports and 
periodic site visits. 

V. MANAGEMENT ARRANGEMENTS AND EVALUATION PLAN 

A. Management 

The MAELP will be managed jointly by the Office of the A.I.D. Representative 
to Madagascar and the Government of Madagascar. GDRM counterpart agencies 
will be the Central Bank as the recipient of cash disbursements under the 
agricultural sector grant, and the Ministry of Finance and Economy for review 
of policy performance and for the implementation of training, technical 
assistance and studies. The Ministries of Commerce and Industry will be key 
participants in the planned technical studies and seminars, while the policy 
dialogue under MAELl' will be carried out with the Ministries of Agriculture 
and Con@erce as the two ministries having primary responsibility for 



-38-

agricultural exports. Training activities will be implemented with the assistance 
of INSCAE and a U.S. contractor. REDSO/ESA and RFMC or RIG/A/N assistance will be 
required for evaluation, financial review or audit and monitoring of local currency 
disbursements. The responsibilities of each of these parties is discussed in 
detail below. 

1. AID/Madagascar 

within the A.I.D./Madagascar office, an economist will be the principal project 
manager with primary responsibility for tracking performance under the reform 
program in close collaboration with host country counterparts, the Wcrld Bank and 
other donors: for preparing scopes of work and overseeing implementation of 
studies and technical assistance; and for supervising the work of a U.S. 
contractor and INSCAE in implementing training activities under the project. The 
economist will also monitor disbursements from local currency accounts and verify 
that expenditures follow agreed uses. The economist will report directly to the 
A.I.D. Representative, and will work closely with the project development officer 
and program assistant. 

In view of the unavailability of an A.I.D. direct hire economist for assignment to 
Madagascar within the next year, a PSC economist will be hired to manage the 
project for a two year period using project funds. It is expected that a direct 
hire economist will assume project management responsibilities at the end of the 
second year. 

The economist will be assisted by a direct hire project development officer and an 
FSN program assistant. The program assistant will have primary responsibility 
within the A.I.D. office for the implementatiJn of the training component of the 
project. The project development officer will assist the program assistant and the 
economist as needed in the implementation of project activities (technical 
assistance, studies and training) and will have primary responsibility for 
coordinating program assessments, evaluations and financial reviews or audits. 

The environmental impact of the program will be monitored by a Natural 
Resources/Agricultural Advisor who is expected to join the A.I.D./Madagascar staff 
during the 1988 calendar year. 

The Mission will monitor carefully its capacity to manage this program. If the 
management burden intensifies beyond Mission ability to service program 
requirements as currently structured, alternative means will be considered. 

2. A.I.D. Contractors 

In addition to a PSC economist, AID/Madagascar will also contract with a U.S. 
institution to manage the training component of the project in coordination with 
the in-country business training institution, INSCAE. This contractor will have 
the following responsibilities: 1) to make arrangements for a visit to the U.S. 
for the Director of INSCAE and the Dean and a colleague from the University of 
Madagascar's business college to in~estigate the curricula and resources available 
at U.S. business and public policy schools that could be used to strengthen 
training programs in these areas in Madagascar; 2) to place and monitor the 
training of INSCAE faculty in short-term business training programs in the U.S.; 
3) to develop participant training profiles, ~o interview and select participants, 
and to organize training programs(academic or on-the-job, and business English) for 
30 Malagasy participants in the U.S.; and 4) to assess the needs for the 
development of business programs at INSCAE, to identify technical advisors who 
could meet those needs, and to arrange for the visits of selected advisors to 
Madagascar. 
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AID/Madagascar also proposes to obtain the services of the International 
Executive Service Corps to handle the provision of technical assistance to 
Malagasy entrepreneurs. 

AID/Madagascar will use the services of IQC firms to develop the scopes of 
work for studies, to recruit a senior macro-economist to undertake annual 
reviews of policy performance, to organize and lead study tours and workshops, 
to undertake project reviews or audits, and to participate in project 
evaluations as needed. 

3. REDSO/ESA and RFHC 

REDSO/ESA assista"ce will be needed in several areas: 1) the services of a 
Contracting Officer to contract for the PSC economist and the U.S. 
institutions/firms which will manage training and technical assistance 
activities; 2) the services of an Engineer to review progress on the 
implementation of the 7th High~ay project, for which local currency 
counterpart generated by dollar disbursements will be programmed; 3) the 
services of an economist, an agriculturalist and a social scientist for the 
planned project evaluations; and 4) the assistance of the RLA, RCO and the 
Director in providing concurrence for certain implementation actions as 
required by DOA 551. 

RFMC or RIG/A/N assistance will be needed as described below for financial 
reviews or project audits. 

4. Government of Madagascar 

The Government of Madagascar entities to be involved in this project include 
the Central Bank, the Ministry of Finance and Economy, the Ministries of 
Commerce and Industry and INSCAE. 

The Central Bank will receive disbursements of dollars from the sector grant, 
will establish a special project account, and will have primary responsibility 
for assuring the timely deposit of local currency into the special account. 

The Ministry of Finance and Economy will be the counterpart ministry for the 
implementation of project funded training, studies, and technical assistance, 
as well as for the management of local currency generations. It will review 
performance on policy reform with A.I.D., and will participate in the 
development of scopes of work for studies and technical assistance, and in the 
selection of in-country contractors to implement studies. It will co-sponsor 
seminars on the results of policy studies and study tours, and will 
participate in project evaluations. The Treasury Depart~~nt within the 
Ministry will have primary responsibility for managing local currency 
generations as discussed above, and will prepare periodic reports on the 
status of the special account. A Project Manager will be hired to manage the 
project within the Ministry of Finance and Economy, who will provide all 
necessary coordination with other government ministries involved in studies 
and training. The other government ministries expected to be involved in 
project activities are the Ministries of Commerce ~nd Agriculture, with whom 
the policy dialogue on agricultural export market liberalization will be 
continued, and the Ministries of Commerce and of Industry which will be key 
partners for technical studies and seminars. 
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AID/Madagascar has worked with the Treasury Department in the past on the 
disbursement of local currencies from special accounts, and b~lieves that the 
staff of the Department are fully competent to carry out this role in the 
future. AID/Madagascar has not worked with the Ministry of Finance and 
Economy for project activities such as those proposed under MAELP. However, 
an initial assessment indicates that with close collaboration on 
implementation, the Division of Programming should be an excellent counterpart 
for A.I.D. in Madagascar. This choice of a counterpart was recommended by 
high-ranking officials within the Government because of its position of 
coordination with all line ministries involved in the refor.m process, its 
receptivity to and lead within the GDRH in promoting the private sector, and 
its ongoing role in managing counterpart funds. The Ministry of Finance has 
also been instrumental in establishing the business institute INSCAE, and is 
particularly interested in developing in-country business skill training. 

INSCAE will work with the u.s. institution in the selection of participants 
for training in the u.s. and in the organization of in-country seminars and 
workshops which will be held at INSCAE facilities. 

An implementation schedule is presented in Annex F. 

B. Contracting Mechanisms 

The key factors co~sidered in determining the most appropriate mechanisms for 
procuring services required by MAELP were: 1) AID/Madagascar's small staff 
and resulting limited administrative capability, 2) tIle relative inexperience 
and limited capacity of the host country institutions in contracting, and 3) a 
desire to use local institutions and resou~ces to imp1ement project activities 
wherever possible. Thus, the services of contractor~ to manage the activities 
discussed above will be obtained through competitively-selected direct AID 
contracts and IQC3. The Design Team considered the feasibility of setting 
aside any project activities for firms or institutions which qualify for 
special consideration under the Gray Amendment(small, Coisadvantaged or 
women-owned firms). The team was unaware of any small or '.:,inority owned firm 
with experience in the implementation of a combined business training/business 
training institution strengthening program, or that offered business 
consultants to private entrepr~neurs at no salary fee as provided by the 
IESC. However, the RFP for the training component technical services 
requirements will be sent to the AID small busine~s office with a request that 
the contract requirements be brought to the attention of small businesses with 
experience and expertise in the required areas. 
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C. Hethods of Implementation'and Financing 

The chart below shows the proposed methods to be used to implement and finance HAELP 
project components. 

Activity 

Policy Support 

T.A. 
-Program Hng'r. 
-Business Cons. 
-Macro-Econ. 
-Study Tours 

Training 
-Institution
building/business 
courses in U.S./ 
INSCAE program 
development 

-Workshops and 
seminars 

Studies 

Eva1uation/ 
Audit 

Contingency 

Hethod of 
Implementation 

Cash Transfer 

AID Direct Contract 
AID Grant to IESC 
AID Direct Contract 
AID Direct Contract 

AID Direct Contract 

AID Direct Contract 

AID Direct Contract 

AID Direct Contract 

AID Implementation 

Hethod of 
Financing 

Electronic Funds 
Transfer 

Direct Payment 
Direct Payment 
Direct Payment 
Direct Payment 

Direct Payment. 

Direct Payment 

Direct Payment 

Direct Payment 

Direct Payment 

Amount 

$16.000.000 

$240.000 
$225.000 
$ 60.000 
$231.000 

$1.124.000 

$120.000 

$435.000 

$100.000 

$200,000 

The review of alternative methods of implementation and financing from the 
standpoint of project needs and funds accountability has led the design team 
to select direc't AID concracting using direct payment or direct reimbursement 
procedures for project costs. This method is consistent with AID/Madagascar's 
current policies on program financing and implemenhticn. 

D. Logistics 

AID/Madagascar will provide full support in the way of housing, office, 
secretarial and official transportation for the PSC Economist Program 
Manager. This support will be funded through the Mission's Trust Fund. Sonl~ 

support. in the form of office space and secretarial support will be provided 
to IQC contractor.s for study ~copes of work and evaluations/audits and, as 
available, to the training and technical assistance contractors. However, the 
latter two contractor's will receive their primary in-country support from, 
respectively, INSCAE and the private entrepreneurs who will benefit from IESC 
consu1tancies. Funds will be provided under the contracts for other 
logistical support as may be needed. 

E. Evaluation and Audit P1aQ 

In addition to the ongoing monitoring of the project. that will be carried out. 
by the economizL program manager, two special types of evaluation will be used 
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to track project progress. The first type of evaluation is linked to 
performance under the policy reform component of the project and will be used 
as the basis for cash disbursements. The first such assessment will be 
conducted following the notification by the GDRH that conditions for secon~ 
tranche of policy support assistance have been satisfied. The progress 
indicators upon which performance will be measured during this assessment and 
the composition of the external review team are described in section III.C. 
above. In Rddition to making a recommendation on the release of the second 
tranche of the cash disbursement, the review team will be lasked with 
reviewing Government of Madagascar performance on the overall policy reform 
agenda and recommending whether or not A.I.D. should provide additional 
balance of payments support during FY 1989. If so, the team will advise what 
changes if any should be made in the policy reform agenda of the program. 
These recommendations will serve as the basis for designing a PAAD amendment 
in FY 1989. 

The second type of evaluation will be for overall project performance. One 
interim project evaluation is planned for October of 1989. The scope of work 
for this evaluation will be as follows: 

- to assess whether project activities are proceeding as planned, and 
whether the project environment has changed in any substantial way; 

- to review disbursement of project funds as well as the disbursement of 
local currency counterpart to the GDRM budget; 

- to assess the degre~ to which project activities are contributing to 
the achievement of the project purpose; 

- to determine whether the policy reform agenda remains valid, and if 
so, whether additional A.I.D. resources for balance of payments support 
should be made available to the GDRH during fiscal year 1990; 

- and finally, to make recommendations for any changes in the policy 
reform agenda, project activities, or implementation arrangements needed 
to assure achievemenl of the project goal and purpose. 

A team consisting of an economist, an agricultural officer and a sociologisL 
from REDSO/ESA if possible, or on contract as needed, will conduct this 
evaluation. A training expert with experience in business and management will 
form the final members of this team. 

A final evaluation will occur after the expiration of the PACD in June 1991 to 
assess the degree to which project activities resulted in the achievement of 
the project purpose and goals, and to make recommendations on the basis of 
lessons learned for future A.I.D./Madagascar involvement in similar types of 
activilies. 

Twice during the pr.oject life, AID/Madagascar will arrange for REDSO/RFHC to 
issue work ordct's to a certif ied public accounting fim. to be selected through 
an indefinite quantity contracl (IQC) to carry out a financial review of the 
dollar and local currency accounts under the projecl. The scope of work for 
the accountinr. firm is limited to financial and compliance matters and will be 
prepared by AT~"Madagascar's PD~ with assistance from REDSO/RFMC. 

/ ~ ~, 
lfC., \ 
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Project funds have been budgeted for the planned evaiuations and'financial 
reviews/audits. 

VI. NEGOTIATING STATUS 

All the elements of the project have been discussed at length with Government 
of Madagascar ministries Which will have responsibility for approving or 
implementing project activities. These discussions have included AID 
requirements for GDRM reporting and management of special accounts, and the 
substance of proposed conditions. To date, full concurrence has been given 
and the GDRM has indicated its eagerness to sign an agreement at the earliest 
possible date. When RLA clearance has been obtained for proposed conditions 
and covenants, AID/Madagascar will review them with the GDRH prior to the 
finalization of grant agreements. 
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Table 1 

Origin and Uses of Gross Domestic Product 
(Billion 1984 Malagasy Francs) 

Agriculture 
Mining & Manufact. 
Pub. Sect. Services 
Other Services & Other 
GOP at Market Prices 

Net Import of 
Goods & NFS 
Consumption 

Private 
Public 

Gross Investment 
GDP at Market Prices 

Agriculture 
Mining & Manufact. 
Pub. Sect. Services 
Other Services & Other 
GDP at Market Prices 

Net Imports of 
Goods & NFS 
Consumption 

Private 
Public 

Gross Investment 
GDP at Market Prices 

Agriculture 
Mining & Manufact. 
Pub. Sect. Services 
Other Services & Other 
GDP at Market Prices 

Net Import of 
Goods & NFS 
ConsumpU on 

Private 
Public 

Gross Investment 
GDP at Market Prices 

1981 

528.5 
235.1 
142.7 
452.4 

1358.7 

108.5 
1248.7 
1042.4 

206.3 
218.4 

1358.6 

1981 
% 

38.9 
17.3 
10.5 
33.3 

100.0 

8.0 
91.9 
76.7 
15.2 
16.1 

100.0 

1982 

549.7 
201.5 
144.1 
438.9 

1334.2 

113.9 
1269.9 
1070.3 

199.6 
178.2 

1334.2 

1983 

562.7 
203.3 
145.4 
434.8 

1346.2 

85.7 
1255.0 
1054.1 

200.9 
176.8 

1346.1 

(Percent 

1984 

580.6 
213.9 
128.0 
446.6 

1369.1 

59.7 
1243.0 
1058.0 
185.0 
185.7 

1369.0 

1985 

591.7 
223.5 
129.2 
455.8 

1400.2 

49.2 
1260.1 
1070.5 
189.6 
189.3 

1400.2 

1982 1983 
of total) 

1984 1985 
% 

42.3 
16.0 

9.2 
32.6 

100.0 

% % % 
42.4 
15.6 

9.3 
32.6 

100.0 

41.2 41.8 
15.1 15.1 
10.8 ]0.8 
32.9 32.3 

100.0 100.0 

8.5 
95.2 
80.2 
15.0 
13.4 

100.0 

1982 
% 
4.0 

-14.3 
1.0 

-3.0 
-l.B 

5.0 
1.7 
2.7 

-3.2 
-18.4 
-1.8 

6.4 
93.2 
78.3 
14.9 
13.1 

100.0 

4.4 
90.8 
77.3 
13.5 
13.6 

100.0 

3.5 
90.0 
76.5 
13.5 
13.5 

100.0 

(percent change) 
1983 1984 1985 

% % % 
2.4 3.2 1.9 
0.9 5.2 4.5 
0.9 -12.0 0.9 

-0.9 2.7 2.1 
0.9 1.7 2.3 

-24.8 
-1.2 
-1.5 

0.7 
-0.8 

0.9 

-30.3 
-1.0 

0.4 
-7.9 
5.0 
1.7 

-17.6 
1.4 
1.2 
2.5 
1.9 
2.3 

Source: IMF, RED, FEB. 13, 1987 Table 1 and missjon estimates 

1986 

605.0 
219.6 
130.0 
456.1 

1410.7 

59.6 
1272.3 
1081.9 

190.4 
198.0 

1410.7 

1986 
% 

42.9 
15.6 

9.2 
32.3 

100.0 

4.2 
90.2 
76.7 
13.5 
14.0 

100.0 

1986 
% 
2.2 

-1.7 
0.6 
0.1 
0.7 

21.1 
1.0 
1.1 
0.4 
4.6 
0.7 



Table 2 

Production or Major Cash Crops, 1981-86 (1) 
(in thousands of tons) 

1981 1982 1983 1984 1985 1986 -. (Prelim. ) 

Export cr2,Es 

Coffee (2) Prcx:1uction 83.5 81.2 80.8 81.4 . 78.5 78.5 
Marketed 58.5 52.7 4'1.1 65.2 46.6 50.0 

Vanilla Prcx:1uction (3 ) 4.3 5.5 2.2 6.9 7~0 3.3 
MarketP.d ( 4 ) 1.0 1.2 0.5 1.5 1.6 0.7 

Cloves Proouction 10.S 9.9 4.2 lS.0 13~5 7.1 
Marketed 10.2 15.0 2.3 16.0 S.O 6.0 

Pe~r Prcx:1uction 2.9 2.6 2.6 2.6 2.8. 2.S 
Marketed 1.9 2.2 2.0 2.2 2.1 2.3 

COcoa Prcx:1uction 1.8 1.9 2.8 3.0 2.3 2.4 
Marketed 1.7 1.8 2.7 2.9 2.2 2.3 

Butter beans Prcrluction 5.0 6.2 5.8 7.1 5~S 6.0 
Marketed 3.0 3.9 6.0 5.0 5.0 

Sisal Prcx:1uction (5) 15.4 15.1 12.5 19.8 19.8' 19.8 

Industrial Crops 

Cotton (6) Prcx:1uction (5) 28.0 25.9 26.3 32.5 42.9 43.0 
Sugar (7) Prcx:1uctian 1420.4 1408.6 1615.8 1660.0 1744.0 1950.0 

113 rketC'd 1055.0 848.0 Q58.8 1069.7 1138.2 1380.0 
GrolUldnuts Prcx:1uction 32.9 29.6 32.3 . 31.5 31.5 32.0 

Marketed 20.0 20.1 23.3 lS.6 18.6 18.5 

Sources: Data provided by the Malagasy authorities; and staff estimates. 

(1) Data on total prcx:1uction are approximate; data on marketed prcx:1uction arelOOre 
accurate. 
(2) Unroasted coffee. 
(3) Green vanilla. 
(4) Prepared vanilla (4.6 kg green = 1 kg prepared). 
( 5) Most of the prcx:1uctian is marketed. 
( 6 ) Seed cotton. 
(7) Sugarcane. 



Table 3 

Madagascar: Agricultural Production 1980-1988 
(Netrie Ton) 

1980 1981 1982 1983 1984 1985 1986 1987 Prev. 1988··· 

CEREALS 
Paddy 2,108,910 2,011,910 1,969,905 2,147,000 2,131,100 2,177,680 2,230,205 2,296,132 2,235,200 
Maize 127,570 120,656 113,000 132,100 141,000 140,200 152,890 158,100 156,400 
Sorghum 1,280 1,280 1,315 1,560 1,500 1,380 1,400 1,485 1,380 

UGUMINOOS 
Beans 38,415 35,570 36,845 38,670 36,800 35,700 42,210 39,500 38,000 
Butter Beans 5,920 5,000 6,200 5,800 7,100 5,800 6,350 6,560 7,000:·: 
Soya Beans 5 10 15 50 60 60 80 65 60.' 

TUBERS & ROOl'S 
Potatoes 166,150 160,630 200,810 252,695 263,510 263,600 263,900 266,640 270,100 
Cassava 1,683,165 1,670,070 1,898,340 1,992,225 2,047,100 2,142,000 2,190,000 2,178,400 2,186,300 
Sweet p::>tatoes 373,255 398,575 356,090 463,000 462,500 450,000 467,140 466,760 466,900 
Taro 79,625 77,370 78,165 85,460 93,200 93,500 94,000 92,750 93,000 

INDUSTRIAL AND EXPORT CROPS 
Sugarcane 1,394,985 1,420,380 1,408,565 1,615,800 1,660,000 1,744,150 1,950,000 1,980,600 1,985,000 
Groundnuts 39,075 32,930 29,610 32,300 31,500 31,500 32,540 31,800 30,200 
Toba.eco 3,576 3,055 2,612 2,140 3,400 4,680 5,455 4,502 
Cotton 23,210 28,010 25,880 26,343 32,500 42,700 41,000 33,000 31,000 
Coffee 

(green) 79,880 83,460 81,225 80,855 81,400 78,500 82,210 80,725 81,300 
Cocoa 1,690 1,855 1,895 2,800 3,000 2,300 2,400 2,720 2,700 
Pepper 2,755 2,955 2,585 2,600 2,610 2,800 2,880 3,000 3~500 
Vanilla 2,960 4,295 5,500 2,400 6,900 7,000 3,300 6,200 6,800 
Cloves 12,250 10,800 9,905 4,230 18,000 13,500 7,100 6,500 10,100 
Sisal 16,020 15,380 18,410 16,700 19,510 19,800 19,800 19,700 19,500 

VEXiRrABLES 
Green Peas 1,547 1,613 1,630 1,645 1,670 1,635 1,625 1,650 1,700 
Carrots 4,261 4,528 4,670 4,900 4,955 5,000 4,720 4,700 5,000 
TUrnips 241 168 160 165 170 170 180 180 160 



Table 3 

(continued) 

Onions 4,502 4,787 4,935 5,100 5,150 5,300 4,960 5,200 5,500 
cauliflowers 535 57 110 220 440 5,000 4,060 5,130 5,000 
Tomatoes 8,644 8,195 10,485 13,500 17,200 17,700 18,000 17,400 17,100 
CUcumbers 575 645 580 700 730 750 780 800 800 
cabbage 8,707 10,179 10,320 10,420 10,400 10,400 10,500 10,600 9,560 
Watercress 754 651 790 810 880 900 980 1,COO 1,050 .. 

FRUITS 
Bananas 270,175 280,300 284,525 285,700 224,000 224,500 225,200 225,900 226,000 
Citrus fruits 58,860 59,435 80,345 80,700 81,320 81,900 81,900 80,800 80,800 
Pineapples 53,320 48,575 50,275 50,485 50,400 50,890 50,655 50,800 50,100 
Apples & 

Pears 5,618 5,683 5,704 5,800 5,830 5,872 5,780 5,660 6,000 
Grapes 8,920 8,070 8,420 9,045 9,500 9,700 9,900 10,000 10,000 
Lychis 31,950 32,815 33,565 34,300 35,300 35,380 34,880 35,000 35,500 
Apricots 650 710 980 1,035 1,180 1,200 960 980 960 

FORESTRY 
Raffia 7,640 7,640 7,690 7,720 7,800 7,870 7,890 
Paka 430 430 540 570 580 680 .525 

sOurce: D:lta Provided by ~1{:ara. 
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1986 "1987"Y 
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~ 714 1.156 
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159,000 99,965 
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BEST AVAIlAB~flOOCUMENl 
Madagascar 

AGRICULTURAL PRODUCTS 

Green Coffee 

Vanilla 

Cloves 

Pepper 

AGRICULTURAIJ PRODUCTS 

Green Coffee 

Vanilla 
. 

Cloves 

Pepper 

AGRICULTURAL PRODUCTS 

Green Coffee 

Vanilla 

Cloves 

Pepper 

Exports of Major Agricultural Products 

1983 

50,034 

1,099 

1,973 

3,232 

1983 

48,987.7 -. . , . 

27,211.5 

6,963.7 

1,442.6 

1983 

979 

24,760 

3,'529 

446 

Quantity in MT 

1984 1985 1986 

51,337 41,662 44,937 

827 628 6BQ, 

6,268 12,031 10,183 

2,805 2,618 1,841 
, , .o' _, >,' 

Value in Million' of FMG 

- <,-

.1984 1985, 1986 

77,964.6 '63,566~1 91,978.3 
,", " 

3'0 ,4'00 ~2 
: 

,'< 28,805 ~ 7 29,820.3 
< .~. :,~ • 

'20,485.2 24,463.3 15',141.4 
,¥' .. 

2,263.6 3,454.1 ,3,559.4 
, " 

FMG per kilogram 

1984 1985 ,1986 

1,518 1,526 2,046 
," , , 

36759 " , 

,!, 

'45,'869 43,281 

3;268 
.. 

;1,487 2~033 
'" .}!' t:l,' ,,:.: ,~. -

807 . , 
1,319 :1,933 



Table 6 

New YorkSEot Prices for Vanilla 
and Madagascar Producer Prices 

1973-1987 

Actual· Madagascar Nominal Export % Producer 
Origin Producer Price Price of 

Price Export Price 

Year 

1973 660-680 220 3,079 32.9 
1974 675-700 240 3,308 33.4 
1975 785-810 240 3,457 31.9 
1976 900-950 250 4,300 26.7 
1977 900-950 280 5,109 25.2 
1978 1,043 305 5,925 23.7 
1979 2,800-3,000 500 7,126 32.3 
1980 5,500-6,500 600 9,621 28.7 
1981 3,150 700 11,018 29.2 
1982 2,800 700 18,664 17.3 
1983 3,000-3,100 1,000 21,849 22.3 
1984 1,000 36,759 
1985 1,000 45,869 
1986 1,100 43,281 
1987 1,200 

BES\ AVA\LABLE DO(UMENl 

,.." ) 
(" , 'J . (: .' 

(
' ( i 

(,IJ 



Table 7 

New York SE2t Prices for Cloves 
and Madagasc3r Producer Prices 

Madagascar Nominal Actual Producer 
Origin Producer Export Price as % of 

Price Price Export Price 

Year 

1973 179 280 650.3 43.1 
1974 260 320 790.6 40.5 
1975 261 320 779.6 41.1 
1976 295 320 977.8 32.7 
1977 330 340 1,357.0 25.1 
1978 325 340 1,166.0 29.2 
1979 385 305 1,111.0 34.7 
1980 440 395 1,510.0 36.2 
1981 445 430 2,280.0 18.9 
1982 530 435 2,790.0 15.6 
1983 470 435 3,347.0 13.0 
1984 435 4,950.0 
1985 435 2,860.0 
1986 525 2,000.0 
1987 600 2,140.0 



Table 8 

New York SEot' Pric~s for PeEEer and 
Madagascar Producer Prices 

1973-1987 

Year New York Nominal Actual Producer 
Spot Producer Export Price as % 

Price Price Export Price 

1973 58.0 150 
1974 82.2 175 
1975 89.4 175 
1976 88.1 180 
1977 115.1 190 
1978 106.6 190 497 38.2 
1979 106.5 200 378 52.9 
1980 89.7 225 362 62.2 
1981 84.3 225 401 56.1 
1982 71.6 230 480 47.9 
1983 72.7 235 396 C;Q_1 

1984 255 807 
1985 300 1,319 
1986 liberalized 1,933 
1987 liberalized 



Year 

1981 
1982 
1983 
1984 
1985 
1986 
1987 

Table 9 

New York Spot Prices for Coffee 
and Madagascar Producer Prices 

1981-1987 

Madagascar 
Origin 

Nominal Actual Producer Price 
Prod. Price Exp. Price' as , of Exp. 

250 
260 
280 
330 
395 
600 
800 

979 
1,518 
1,526 
2,046 

Price 



Table 10 

Madagascar: Nanina1 and Real Paddy PrcXiucer Prices, 1961-86 

Estimated 
Prcducer Effective 
price Producer Prices (1) Producer 
paddy Ncmina1 Real Price (2) Nanina1 Real 

(~~/kg) (1975=100) (1975=100) F1-lG/kg (1975=100) (1975=100) 

1961 8.0 27 54 
1962 9.0 30 59 
1963 9.0 30 58 
1964 11.0 37 67 
1965 11.0 37 64 
1966 12i6 42 71 
1967 13.0 43 73 
1968 13~'4 45 74 

-

1969 13.6 45 73 
1970 14.2 47 74 
1971 15.0 50 74 
1972 15.0 50 74 
1973 15.0 50 66'· , 
1974 25.0 83 ,90 

1975 30.0 100 100 
1976 35'.0 117 111 
1977 35.0 117 108 
1978 35.0 117 101 
1979 38.0 127 96 
1980 43.0 143 92 
1981 47.0 157 77 
1982 60.0 200 75 

1983 65.0 217 68 ',' 81 271 85 
1984 75.0 250 71 90' 300 86 
1985 83.0 277 71 103 343 89 
1986 100.0 334 73 215 716 159 
19"07 120(0 

Sources: Data provided by the tJ.a1agasy authorities 1 and staff estimates. 

(1) Until 1983 the rnininn.nn producer price \vas the effective producer price. 
With the liberalization measureE introduced in l>1ay 1983 the actual prices paid 
to prool1cers exceeded the min.inlllJn producer price. 
(2) Prices reportedly paid to producers in areas adjacent to Antananarivo. 



Table 11 

Distribution of Fanntypes 
(October 1983) 

ARFA aJLTIVAT.ED BY: (in %) 

CROP 

EXPORT CROPS 

Coffee 
Cloves 
Vanilla 
Pepper 
Cocoa 2; 
Sisal 
Butter beans 

FCX>D CROPS 

Rice 
Cassava 
Groundnuts 
Maize 

TOTAL AGRIaJL'lURE 

'IDl'AL 
Planted 

220,000 y 
110,000 . 

),7,000 11 
6,120 V 
4,800 

19,000 
7,500 

1,200,000 
350,000 

N/A 
120,000 

3,000,000 

'lUI'AL in 
production 

210,000 
73,000 
22,000 

5,500 
4,500 
N/A 
7,500 

1,200,000 
350,000 

N/A 
120,000 

2,900,000 

Small 
traditional 

farrrers 

85 
60" 
80 
90 ' 
17:" 
.,' 2', 

100' 

75 
98 

100 
N/A 

83 

SCXJRCFS: MPARA, various reportsl World Bank mission estimates. 

1) Including statefarrns. 
2) Excludes an area in Mahaj,:mga (abc'Llt 6,000 hal also excludes 

arabica-coffee, produced em a small scale in the plateaux and 
lac-Alaotra areas (est.iJreted: 5,000 ha). . 

3) Assumes an unproductive p2riod of 2-4 years and a productive 
. period of 6-7 years. AOOut 20% is in the phase of replanting. 

Small and 
rredium 

conmercial 
fanns 

10 
23 
20 
':3 " 

--

25;&./ 
;,' :',:,." I' 

" i' 
' , --' 

' N/A 

2 

4) Assumes a replanting pericx:l of 8-10 years of production, and 3-4 year 
unproclucti ve period (the Stabilization Fund rrentions 4,200 ha). 

5) SnaIl planters only recently started planting. Area is estinBted, 
and will increase in future. 

6 ) Area included in rice-scherres. 

Plantations !., 

5 
17 

~egligable 
7 

83 
98 

1 



Table 12 

Number of producers and fann size (1983) 

Farm tn:e Coffee Vanilla Cloves ----pewer Cocoa 
cafe Vanille Girofles Poivre cacao 

Total area cultivated (ha) 220,000 27,000 110,000 6,120 4,800 

1- small traditional 187,000 22,000 66,000 5,540 800 
2. small ccmrercial 22,000 5,000 25,000 180 
3. plantation type 11,000 - # 19,000 400 4,000 . 

'fota1 number of producers 350,000 70,000 80,000 60,000 2,000 

1- small traditional 345,000 65,000 70,000 59,500 2,000 
2. smal.! rorrmercial 5,000 5,000 l-/ 8,000 500 
3. plantation type 10-50 1# '2,000 1 N/A 

Average farm size 0.63 0.38 1.38 V 0.1 not 
applicable 

1- !>rIB11 t.raditional 0.5 0'.34 0.9 0.1 0.40 
2. sma 11 cOllT1Y~rcial 4.5 1.0 3.1 .0.4 
3. plantation type 50-2000 12.0 9.5 400 500-2009 

Average number of labor 
clayn €'.ITployed (per ha) V 
1- sm:'ll~ traditional 50 40 not 30 30 
2. slTIall'corrm::!rcial 80 300 appropriate 60 00 
3. planultion type 200 500 200 200 

1; SnEll cOlTrercial fanner defined uS a producer gro .... ing vanilla in pure stand OIming 
about 1000 plants. This average [X)pulation is helOt.' standa.z;'d. 

Y The defini tion of size is misleading because rrost snaIl plantings are planted along 
slop2s or fann borders and of tern widely spaced. On the average fcu:ners c/(ffi 50-60 
trees. 

l; Only one big producer of about 10-15 ha. 
iI Rounded off estimated figures. 

SOORCES: MPARA, OC'GCP and various reports, synthesized by World Bank mission. 



Table 13 

. Pci.rticiE§!tion of waron in agricultural activities .!,I 
(% of total labor) 

-
.. 

Planting Maintenance Maintenance Harvesting Post Harvestir 
ground cover crop 

Coffee 30 30 50-100 

Cloves 50 

Vanilla 50 50 75 ~ 

Pepper 30 50 50 50 

Cocoa SO-lOC 50-100 50-80. 

Rice !I 50 50-100 50 

Y Clearing, land preparation, plant holes, drainage are carried out 100% by men 
(these acti vi ties are not mentioned in the colunms). On rare occasions waren 
assist ",jth underbrush cutting. 

!:.; Fertilization of flCMers is done 100% by worren. 

!I Rice in rizieres, tanety and tavy. 

SaJRCE: Bank mission estimates based on F7\O study and local sources. 

activities 

65 

80 

N/A 

~O 

50 

100 



Table 14. 

Estimated State Control of Economic Activity 
(per cent) 

i 

Sector June 1975 

Banking 25 
Insurance 15 
Imports 20 
Exports 
Sea transport 14 
Water and Energy 100 
Internal trade 30 
Industr.y 18 

Total 13 

1978 

100 
100 

60 
78 
14 

100 
70 
33 

61 

SOURCE: De Gaudusson, J. du Bois, "Madagascar: Des 
entreprises publiques aux entreprises socialistes" in F. 
Constantj.n (ed), Les Entreprises Publiques en Afrique Noire, 
Vol. I, pp 197-285, Paris, Pedo,le, 1979. 



Table 15 

Pattern of Household Consumption in CPI 
• 

'( in percent) 

Domestic Processed, Processed, Imported, Total .' 
unprocessed domestic domestic, finished 

content & imported products 
only content 

(1) (2) (3 ) (4 ) 

Tradi ti onal households 

Food 47.35 10.79 1.67 .0.54 60.35 
Rice (15.9B) (-~) (--) , '( --) (15.9B) 
Fruits and vegetables (6.21) (-:-J l"':i.) (--) (6.21) 

/"," ", 
Other (25.16) (10.79, (1.67) (0.54) (3B.16) 

Fuel and electricity 1.99 5.97 1;,'1B' 9.14 
Domestic services 1.B2. -- 1.B2 
"1aintenc::mce, clothing, 

;, , 

and medicine • 9.0.6 3.66 2.13 14.85 
Hiscellaneous 10.16, 2.71 0'.97 l3.B4 

Total 49.34 " 37'tBO, 9.22 3.64 100.00 

Modern households 

Food 12.67 21.93 5.57 4.99 45.16 
Fruit and vegetables 4.43 -- 4.43 
Other B.24 21.93 5.57 4~99 40.73 

Fuel and electricity 0.11' 3.79 2.lB 
;~ . 

6.08 --
Domestic services 11.26 11:26 
"laintenance, clothing , .' 
and medicine : -- 8.0S 2.21, .7.,70' , 17.99 
Miscellaneous 0.56 6~5S 7.59 :4'.7B' 19.51 

'. ".".'.' 
" !, 

" 

Total 13.34 51.64 17.55 17;~47 . 100.00 

Source: Data provided by the Malagasy authorities • 
• 

(1) Domestic, unprocessed - All domestically produced goods and service5 which 
do not require extenRive processing. 
(2) Processed domestic content only - All locally manufactured products for 
whjch all raw materials are domestically produced. 
(3) Processed, domestic and imported contents - All locally manufactured 
products for which raw materials are wholly or partly imported. 
(4) Imported finished products - All goods which are imported in the form in 
which they are consumed, i.e., no local value added. 



·.' Table 16 

. Central Government Budgetary Position 

Total budgetary rev. 

Tax revenue 

Taxes on inc. & prof. 
Companies 
Individual 
Capital income 
Other 

Taxes on property 

Taxes-goods & servo 
Value added 
Excises 
Fisc. Monop. Prof 
Other 

Taxes on foreign trade 
Import duties 
Export duties 

Other taxes 

Non-tax revenue 

Total current expo 

Personnel expo 
Goods & Services 
Interest-Gov't debt 

External 
Internal 

Transfers 

Total budgetary capital 
expenditur.es 

Memo: non-budgetary 
capital expenditures 

(percent of GDP) 

1983 , 
11.5 

11.1. 

2' •. 2 . 
1~0' , 
I~O 
O'~ 1> 

.0 ' 
'., 

:0.1 

4.1 
1.9 
1.2 
0.9 
0.1 

4.6 
3.5 
1.1 

0.1 

0.4 

1984 
% 

12.3 

. ,11 •. 7. '. 

2.7 
1.3 
1.2 
0.2 
0.1 

0.1 

3.9 
1.8 
1.2 
0.9 
0.1 

4.8 
3.7 
1.1 

0.1 

0.6 

1985 
% .... 

12.6'" 

12:.2 .. 

, 2.1 
"1.0 

1;0: 
0.2, 
~O 

O~J. 

3.6 
1~7 
1:1" 
O~8, 
0.1 

6.2 
4.4 
1.8' 

0.2 

0.3 

Central Government Expenditure 

1983 1984 1985 
% % % 

11.9 12.6 12.6 
: .. 

7.2 7.2 7.0 
2.1 2.1 .2 •. 6' 
1.2 1.9 .1.8 
1.0 1.6 1'.'4 
0.3 0.3 .0.'3 
1.4 1.5 1.3' 

,~ , 

4.0 4.1 4~ 2,. 

3.1 4.0 3.2 

1986 , 
11.7 

:11.4 

2.2 
0.8 
1.2 
0.1 

.0 

0.1 

3.6 
1.6 
1.1 
0.8 
0.1 

5.4 
3.8 
1.6 

0.2 

0.3 

. 1986 
" 

'11.5 

6.5 
1.8 
1.8 
1.4 
0.4 
1.4 

3.8 

3.] 



Table 1:,/ 

~--.rnment Personnel Expenditure 
and Number·of Civil Servants, 1981-86 

1981 1982 1983 '1984 

Personnel expenditure 

OUtlays in billions 
of f.alagasy francs (1 ) 73.0 85.8 88.1 98.6 
.Of which: wages and salaries (68.0) (80.7) (81. 9) .(92.0 ) 

Annual change in percent 14.1 17.5 2.6 11.9 

As percent of current 
budgetaI)7 expenditure 65.1 67.3 61.6 57.1 

As percent of total 
budgetary expenditure (2 ) 48.9 55.4 51.1' 49~6 

As percent of total govenurent 
expencli ture 30.7 35.9 -,-,.u 31.8 

As percent of GDP 9.2 8.6 7.2 7.0 

Ci vi 1 servants 

'lbta1 nL1II\l"..er at end-December 121,156 126,023 127,500 128,500 

Annua 1 change in percent 2.6 4.0 1.2 ,0.8 

L985 . . . ,,,_." 

109.0 
(101.7) 

10.6 

55.5 

47.4 

33.6 

7·.2 

129,000 

0.4 

Sources: Data provided by the Malagasy authorities, . and staff estimates.' 

(1) Excluding nedica1 expenses. 

1986 
Proj • 

118.0 
(109.0) 

8.3 

56.6 

48.0 

33.5 

6.4 

'129,500. 

0.4 

(2) Consisting of current budgetary expenditure and locally financed capital outlays. 

http:Number.of


I. 

II. 

III. 

Revenue 

Expencli ture 

CUrrent ~diture 

Table 18 

Revenue and Expenditure of the Export 
Stabilization ~,d (~~), 1981-86 

(in billions of Malagasy francs) 

1981 1982 1983 1984 

15.2 ~ li:1 61.8 -
18.0 ··6.1 13.0 16.6 -
11.0 4.2 10.5 12.6 

Operating expenditure(l) (2.6) (2~8>- (9.5) (10.9) 
Price stabilization (8.4) (l.~L .. (1.0) (1. 7) 

Capital expenditlll"e (2) 7.0 1.9 2.5 4.0 .. 

SUllP1us or deficit 
(-) (= I - II) (3) ";'2.8 - 20.3 23.3 45.2 -

1985 

49.3 

14.2 

13.1 

(12.2) 
(0.9) 

1.1 

35.1 -

Sources: Data provided by the l>lalagasy authorities; and staff estimates. 

(1) Including transportation, storage, and marketing expenses, and overhead. 
(2) 1IlOStly construction of rural roads. 

Projections 
1986 

54.0 -
15.2 

12.2 

(12.2) 
(0.0) 

3.0 

38.8 

(3) Deficit was financed by the Treasury, and surpluses were used for financing other 
governrrent cpcratians, as consolidated in Table 6. 



Table 19· 

'Interest Rates Applied by the National Banks, 1985-86 

·(In percent per annum) 

Deposits 

Sight deposits 
Time deposits 

Less than 6 months 
6 to 12 months 
1 to 2 years 
2 to 3 years 
Over 3 years 

Certificates of deposit 
Less than 6 months 
6 to 12 months 
1 to 2 yea.rs 
2 to 3 years 
3 to 4 years 
4 to 5 years 
Over 5 years 

Loans 

Short-term loans 
F1 
F2 
F3 
F4 
F5 
F6 
F7 

Medium-term rediscountab1e 
loans 

Medium-term non rediscountab1e 
loans 

Long-term loans 

1985 

0.66- 4.45 

4.00- 8.75 
8.00-12.00 

13.50-14.00 
13.50-16.00 
16.00-18.00 

7.50 
7.50- 8.50 
8.50-11.00 
9.50-11.50 

10.50-12.50 
12.50-13.00 
12.50-13.50 

14.00-16.50 
13.00-18.00 
15.00-21.00 
16.00-21.00 
13.00-16.50 
15.00-22.00 
16.50-19.00 

14.00-19.00 

18.00-20.00 
11.00-19.00 . 

Source: Data provided by the Malagasy authorities • 
. 

(1) First six months. 

1986 .... (1 ) 

0~79-4.46 

4.00- 9.00 
8.00-'12.00 

13.50-14.00 
13.50-16.00 
16.00-18.00 

7.50 
7.50-10.50 
8.50-11.00 
9.50-11.50 

10.50-12.50 
12.50 
12.50 

14.00-16.00 
12.00-17.50 
15.00-19.00 
15.00-19.00 
12.75-15.00 
15.00-22.00 
16.50-19.00 

13.00-20.00 

18.00-20.00 
11.00-19.00 

C
'· "j 

: "'-:)" 
!J.£I . 

http:11.00-19.00
http:11.00-19.00
http:18.00-20.00
http:18.00-20.00
http:13.00-20.00
http:14.00-19.00
http:16.50-19.00
http:16.50-19.00
http:15.00-22.00
http:15.00-22.00
http:12.75-15.00
http:13.00-16.50
http:15.00-19.00
http:16.00-21.00
http:15.00-19.00
http:15.00-21.00
http:12.00-17.50
http:13.00-18.00
http:14.00-16.00
http:14.00-16.50
http:12.50-13.50
http:12.50-13.00
http:10.50-12.50
http:10.50-12.50
http:9.50-11.50
http:8.50-11.00
http:8.50-11.00
http:7.50-10.50
http:16.00-18.00
http:16.00-18.00
http:13.50-16.00
http:13.50-16.00
http:13.50-14.00
http:13.50-14.00
http:8.00--12.00
http:8.00-12.00


Table 20 

EXEorts, f.o.h. 1981-86 
(Value in mio11ions of SDRs, volume in thousand tons, and 

unit value in SDR per kg unless otherwise specified) 

1981 1982 1983 1984 1985 1986 (pre1. 

Coffee 
Value 94.74 84.90 105.97 137.64 101.40 123.18 
Volume 56.90 53.90 50.50 53.80 44.70 50.00 
Unit price 1.66 1.60 2.10 2.56 2.27 2.46 

Cloves 
Value 55.31 60.80 15.46 35.69 34.70 29.96 
Volume 7.70 9.40 2.00 6.30 11.50 11.14 
Unit price 7.17 6.40 7.84 5.69 3.01 2.69 

Vanilla 
Value 23.39 42.40 58.37 51.33 43.00 39.95 
Volume 0.60 0.90 1.10 0.80 0.6.0 0.80 
Unit price 36.83 47.80 53.11 62.07 68.47 49.95 

Pepper 
2.85 Value 2.50 3.09 3.90 5.14 4.48 

Volume 2.00 2.20 3.20 2.80 2.62 2.00 
Unit price 1.40 1.20 0.96 1.39 1.96 2.24 

Shellfish 
Value 14.25 19.10 22.22 ~1.31 21.75 28.81 
Volume 3.30 4.00 3.60 3.80 4.26' 5.20 
Unit price 4.37 4.80 6.19 5.61 5.11 5.54 

Sugar 
Value 7.60 3.10 11.39 5.48 9.35 5.57 
Volume 12.20 10.70 32.30 17.40 32.80 10.50 
Unit price 0.62 0.20 0.35 0.31 0.29 0.53 

Meat 
Value 3.92 2.40 1.59 4.12 1.58 0.01 
Volume 2.20 1.10 0.80 3.50 1.27 0.05 
Unit price 1.81 2:20 2.03. 1.18 1.24 0.22 

Cocoa 
Value 2.16 2.10 3.05 4.42 2.90 3.12 
Volume 1.80 1.40 2.30 2.50 1.60 2.10 
Unit price 1.20 1.50 1.32 1.77 1.79 1.49 

Cotton clothe 
Value 13.25 15.20 10.14 11.00 12.22 8.30 
Volume 7.50 8.00 4.50 4.40 4.70 3.07 
Unit price 1.76 1.90 2.24 2.47 2.61 2.70 



Table 20~' (etd.) 

Exports, f.o.b. 1981-86 
,(Va1ue:in 'ini11'ions of SDRs, volume in thousand tenlS,' and 

" unit'va1ue in SDR pel' kg unless otherwise specified) 

1981 19B2 1983 1984 1985 , 1986 (pre1. 

Sisal 
Value 
Volume 
Unit price 

Petroleum products 
Value ' 
Volume 
Unit price 

Chromite 
Value 
Volume 
Unit price 

Graphite 
Value 
Volume 
Unit price 

Essence of cloves 
Value 
Volume . 
Unit price 

Other items 
Value 

Re-exports 
Value 

Total 

5.32 
L3 ~ ,40 
0.40 

12~71 
143.12 

0.09 

4.78 
80.81) 

0.06 

7.66 
16.30 

0.47 

, 2.40 
0.70 
3.4€ 

17,.30 

~4 .0,0 
',' 

5.70 
15.40 

0.40 

9.80 
65.40 

0.20 

3.60 
63.70 

0.06 

7.10 
14.90 
'0.50 

2.40 
:0.70 
'3.70 

,19.90 

15.40 

3.74 
10.60 

0.35 

9.25 
57.10 

0 .. 16 

2.66 
59.40 

0.04 

5.50 
11.70 

0.47 

2.68 
0.80 
3.39 

19.79 

14,.80 

4.39 
12.00. 
, 0.3'6 

__ "'r' 

4.07 
92.40 

0.04 

6.04 ' 
14.50 

0.42 

6.26 
1.80 
3.51 

23.93 

<5~,60 

2.76, 
7.44 
0.37 

4~66 
12.95, ' 
0.14:, 

, ,,4 ~74 
103.18, 

0.05 ' 

7.19 
16.13'; 
0~45 

3.63 
1.14 
3.23 

19 46', 
, "., '. 

281.64 296.,40' ,'289.70 32S.f8 "'2'74.48' 

3.00 
10.60 
,,0.28 

3.17 
27.96 

0.11 

5.04 
10-1.00 

0.05 

7.65 
16.1>0 

0.49, 

:2.60 
0.80 . 
3.24 

21.16 

:86.20 

Sources: Data provided by the Malagasy authorities ,'and, staff::,estimates. 

/ rS' ')1 o 



Table 21 . 

Composition of Imports, c.i.f., 1981-86 

(In m11liol".s of SDRs) 

1981 1982 1983 1984 1985 1986 
Value Pe...Y"Cent Value Percent Value Percent Value Percent Value Percent Value Percent 

. 
prent~ 161.6 31.3 105.8 21.1 84.2 20.6 94.2 23.8 98.4 25.5 99.6 26.8 

84.0 16.? 11~.5 23.1 67.9 16.6 49.1 12.4 45.3 11.7 49.1 13.2 
Of which: Rice (57.6) (11.2) (95.1) (19.0) (50.5) (12.3) (28.7) {7.2) (29.9) (7.7) (34.2) (9.2 
oed consumer goods 49.9 9.7 46.0 9.2 40.6 9.9 48.0 12.1 51.6 13.3 42.2 11.4 

erg)' 107.6 20.9 121.3 24.2 91.9 22.5 96.9 2-1 .. 5 83.9 21.7 47.0 12.7 
. material and 

sFare parts 94.3 18.3· 97.8 19.6 102.5 25.0 107.6 27.2 10':'.3 27.8 133.5 35.9 
I 

18.3 3.5 13.9 2.8 22.2 5.4 llier (l) 

Total i1tp)rts, e.i.f. 515.8 100.0 500 .. 3 100.0 409.3 100.0 395.8 . 100~0 386.5 100.0 371.4 100.0 

:rrcr.:mdum i terns: 

Rice inport volume (in' .': .. 
thousands of tons) 192.5 351.0 ~ts!)~~ 1ll.4 106'.5 171.6 

lrnfx>rts, f.o.h. (in • : •• -;>" 
. . 

millions of SDRs) 433~2 409.0 353.8 343~5 . ·339·7~~ 312.0 
',',.'" 

)UrceS: . Data provided by the Mal:agasy authorities. and staff estimates • 

. ) Beginning 1984 -·o~er" i.np:>rts are allocated to the principal iJrport cat~eS~< 



Table 22 

Balance of payments, 1981-86 

(in millions of SDRs~ 

1981 1982 1983 1984 1985 1986 
·J?r0j. 

Exports, f.o.b. 281.5 296.4 289.7 325.2 274.5 286.2 
lDp:>rts, f .o.b. -433.2 -409.0 -353.8 -343.5 -330~7 ·312.0 

Trade balance -151. 7 -112.6 -64.1 -18.3 -56.2 -25.8 

Service receipts 55.6 49.7 45.0 56.9 62.0 74.3 
Service paynents -267.9 -272.7 -268.0 -289.2 -29fi.0 -317.5 

Freight -66.2 -68.1 -49.6 -48.1 -46.1 -43.7 
Transp::>rt and travel -59.3 -55.7 -54.6 -61.8 -68.9 -64.5 
Invest.Itent incane -78.3 ~91.4 -106.6 -134.9 -131.2 -150.7 
other -63.7 -57.5 -!;;7.2 -44.4 -49.8 -58.6 

Services, net -211.9 -223.0 -223.0 -232.3 -234.0 -243~2 
Of which: interest 

(including rroratorium 
interest on 
rescheduled debt) (-75.1) (-88.2) (-104.4)' (-133.2) (-129.7) (-149.3) 

Private unrequited transfers 3.4 -1.3 -1.1 9.3 37.4 . 28.5 

Olrrent account -360.2 -336.9 -288.2 -241.3 -252.8 -240.5 . 
Public unrequited transfers 53.1 65.5 56.9 66.1 59.4 87.9 

Noruronetary capital (net) 237.7 109.9 184.1 179.5 162.3 181.6 
Drawings 277.2 190.1 181.1 117.9 143.4 168.4 
Arrartization 1/ -93.2 -164.2 -183.1 -127.0 -147.0 -136.0 

Debt relief (net-of dCMIl 
payrrents) 53.7 84.0 186.1 164.9 151.7 164.7 Y 

Official creditors (50.3) (82.1) (125.1) (141.1) (137.9) (164.7) 
Conrercial Banks y (3.4 ) (1.9) C61.0) (23.8) (13.8) (--) 

Petrolemn financing ••• ••• • •• 23.7 14.2 -1.5.5 
Drawing (23.7) (37.9) (22.4) 
1\rrortization (-) (-23.7) (-37.9) 

National Banks (net) -18.1 -23.8 -0.3 -12.2 1.0 
Other y 5.3 77.6 -41.7 23.6 22.3 

OVerall balance -82.2 -107.7 -89.2 15.7 -7.8 29.0 -
Financing 82.2 107.7 89.2 -15.7 7.8 -29.0 -



Table ':22 (cant.·) 

IMP (net) 31.6 51.7 6.5 17.9 -3.4 3.4 
Purchases 39.0 52.4 10.2 41.4 29.0 44.2 
RepIrchases -7.4 ' -0.7 -3.7 -23.5 -32.4 -40.8 

Net cash change in arrears 
(decrease -) 'Y 59.0 63.8 69.6 -9.0 ' ,-8.3 ,~8.0 

Net central bank reserves 
r '.', 

'. ~. ;~~' ,".::' : 

(increase -) 'Y -8.4 -7.8 13.1 -24.6 '19.5" -24~4' 

Financing gap -:'." 

Msoorandum i terns: 

CUrrent account def ici t , ,",' 

as percent of GOP §J -14.6 -13.1 ·;;'10~9.', " · -10~4, ' ";11.0 " -10.4 
. Oltstancling arrears ry ••• • •• '95~5 ' '81.4 77.·4 ' 69.4 
Freely available reserves ••• • •• 7.7 ' 15.2' , 12'.9 26.0 
Debt service ratio before 

rescheduling 7/ 45.9 72.9 87.0 75.6 93.4 95.5 
Debt service ratio after 

34.0 48.9 31.4 33.4 49.2 51.3 rescheduling Y 
GOP 2,463.0 2,580.0 2,665.0 2,315.5 2,308.2 2,302.0 
FMG/SDR exchange rate 320.4 386.1 459.9 590.8 672.6 

Sources: Dat.a provided by the Malagasy authorities; and staff estimates. 

1/ Before current year I s debt rescheduling. 

798.6 

2/ After debt relief obtained from Paris Club V (cctober 1986) and fran other 
official creditors on comparable terms. 
y IncluCles snaIl arrount of debt relief fran private creditors other than 
ccmrercial banks. In December 1985 ccmnercial banks rephased arrortization 
payrrents on previously rescheduled debt through 1992. The impact of this debt 
relief in 1986 has been taken into account by reducing scheduled amortization 
payrrents. 
4/ Includes val'Jation of adjustrcent, short-tenn capital other than petroleum 
financir~1 errors and omissions, and SDR 3.5 rrd1lion in SDR allocations in 1981. 
21 Series not c:orrparab1e prior to 1983 since centr~l ba,nk foreign liabilities have 
bee;} revalued at appropriate excr~ge rates only beginning rrdd-1983. 
y '!he high current account/GOP ratio reflects, in part, the impact. of the 
depreciation of the exchange rate of the Ma.~ ~qasy franc on GOP expressed in tsnns 
of SDRs. 
11 Includes inpac:t of previous year I s rescheduling, rut excludes that of the 
current year. 
Y Includes :i.qact of reschedulings through the current year. 



Tabl.:!.23 

Outstanding Stock of External Debt, 1980-85 (1) 
(in millions of SDRs) 

1980 1981 1982 1983 1984 1985 
Arrount Percent Annunt Percent Arrount Percent Annunt Percent Anount Perc?ent Ancunt Percent 

fticial Creditors 
Paris Club (2) 
O'-...her Col.mtries (3) 

nte.rnational 
Orga.'1izaticns 

B-a:' 
Other oganizations 

anks 

ri'vate nonguaranteed 

hort-term (4) 

rrears (5) 

'lbta1 

533.3 
(343.4) 
(189.9) 

218.6 
(42.9) 

(175.7) 

101.7 

9.0 

862.6 

61.8 
(39.8) 
(22.0) 

25.3 
(5.0) 

(20.3) 

11.8 

1.0 

100.0 

824.9 63.2 
(500.0) (38.3) 
(324.9) (24.9) 

310.9 23.8 
(74.8) (5.7) 

(236.1) (18.1) 

162.5 12.4 

7.5 0.6 

1,305.8 100.0 

1,059.6 
(707.6 ) 
(352.0) 

418.9 
(126.5) 
(292.4) 

177.0 

6.6 

63.8 
(42.6) 
(21.2) 

25.2 
(7.6) 

(17.6) 

10.7 

0.4 

1,662.1 100.0 

ources: Data provided by the lJ.alagasy authoritiesJ and staff estina'tes. 

1,038.2 57.0 1,152.3 
(735.1 ) (38.7) (805.8) 
(348.2) (18.3) (346.5) 

487.2 25.7 558.3 
(133.1) (7.0) (151.0) 
(354.1) (18.6) (407.3) 

184.7 9.7 193.7 

7.2 0.4 21.2 

41.6 2.2 78.9 

95.5 5.0 : . 81~4.'" 
'.' " 

1,854.4 100.0 2£()S5.8,: 

1) After debt rescheduling fran the Paris Club, fran other official creditors, and fran ccmnercia1 banks. 

55.3 1,297.1 
(38.7) (945.3) 
(16.6) (351.8) 

26.8 577.5 
(7.2) (147.0 ) 

(19.5) (430.5) 

9.3 153.9 

1.0 32.0 

3.7 85.2 
,~. " 

3.9 . ' .;'. ' 77-.4 
" 

~ ~"'-: .~ " 

100.0 .: 2,223.1 

2) PCL."'ticiputing countries are Austria, Be 19 iUI:1, Canada, the Federal Republic of Gennany, France, Israel, Italy, .Japan, Spain, 
... eden, S'..li tzcr land, the United Kingdcm and the United States. 
3) ca·ID:ON, Olina, anc Arab countries; includes exc.'ept.ional balance of paynents financing. 
4) Not avuilable prior to 1984. 
5) Prior ,to 1983, included in out~tanding arrounts of principal creditors. 

58.4 
(42.!» , 
0.5.8) 

26.0 
(6.6) 

(19.4 ) 

6.9 

1.4 

3.8 

3.5 

100.0 



Table 24 

External Debt SA-nrice Pa)'Irents, 1986-92 

Dec. 1985 1986 1987 1988 
outst:.ancling Prin. Int. Total Prin. Int. Total Prin. Int. Total 

Official creditors 1,297.1 13.3 49.3 62.6 16.5 65.1 81.6 115.0 114.0 229.0' 
Paris Club (945.3) (3.4) (41.1 ) (44.5) (0.4) (53.3) (53.7) (68.5) (79.4) (147.9) 
Other (351.8) (9.9) (8.2) (18.1) (16.1) (11.8) (27.9) (46.5) (34.6) . (B1.1) 

International 
Organizations 577.5 58.0 18.7 76.7 44.8 17.4 62.2 47.7 17.8 65.5 

IMP (147.0) (45.2) (13.0) (58.2) (32.2) (11.0) (43.2) (34.1) (10.3) (44.4) . 
Other (430.5) (12.8 ) 9507) (18.5) (12.6) (6.4) (19.0) (l3.6J (7.5) (21.1) 

Banks 153.9 17.9 12.7 30.6 18.6 10.9 29.5 1B.1 9.3 2B.O 

Other private 32.0 9.2 2.3 li.5 7.6 1.9 9.5 6.6 1.7 B.3 

Short-term -B5.2 7.6 2/ 10.3 17.9 22.4 Y 6.0 28.4 27.0 Y 6.0 33.0 
.. 

Arrears 77.4 B.O 8.0 B.O 8.0 18.0 18~0'. 

'~:~ .' 

Total 2,223.1 li4.0 93.3 207.3 li7.9 101.3 219.2 233.0 148.8 38HB 



~e 24 . (ront.) 

1989 1990 1991 1992 
Prin. Int. Prin. Int. Totai Prin. Int. Total Prin. Int. Total· 

Official creditors 132.5 106.3 238.8 145.8 94.6 240.4 1(9.3 83.2 232.5 185.1 71.8 256.9 
Puris Club (80.6) (75.3) (155.9) (89.4) (67.6) (157.0) (103.4 ) (60.4) (163.8 ) (123.4) (52.9) (176.3) 
~J1er (51.9) (31.0) (82.9) (56.4 ) (27.0) (83.4) (45.9) (22.8) (68.7) (61.7) (18.9) (80.6) 

International 
Organizations 57.2 17.8 75.0 54.5 17.4 71.9 40.7 17.6 58.3 26.3 16.2 42.5 

I¥.F (41.2) (8.5) (49.7) (37.7) (6.0) (43.7) (24.8) (3.9) (28.7) (10.0) (2.6) (12.6) 
(Ji:her (16.0) (9.3) (25.3) (16.8) (11.4) (28:2) (15.9) (13.7) (29.6) (16.3) (13.6) (29.9) 

Banks 23.8 7.5. 31.3 23.8 5.4 29.2 21.3 3.3 24.6 21.3 1.4 22.7 

Other private 3.0 1.6 4.6 3.0 0.9 3.9 2.9 0.7 3.6 ~.9 0.6 3.5 

Short-term 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 

Arrears 20 .. 0 20.0 10.0 10.0 10.0 10.0 8;.0 8.0 
.. 

Total 2~6.5 139.2 375.7 237.1 124.3 365.4 224.2 llO.8 335.0 243.6 . 96.0 339.6 

-. 



Table 25 i 

" 

Sumrary Accounts of the CerJtra1 Bank, 1981-86 

(in billions of Malagasy francs; end of period) 

1981 1982 1983 1984 1985 

Net foreign assets -47.9 -118.2 -130.8 -193.5 -137.9 
Foreign assets 6.6 9.4 17.3 44.8 31.3 
Foreign liabilities 54.5 127.6 148.1 238.3 169.2 

I1-11:' (21.8 ) (39.2) (43.4) (54.7) (52.3) 
Arrears (34.0) (46.3) (77.0) (152.3) (91. 6) 
Other liabilities (-1.3 ) (42.1) (27.7) (31.3 ) (25.3) 

Total c1a:i.ms 233.9 275.3 340.8 389.9 408.0 

Clains on Government (net) 223.8 257.0 305.7 345.1 370.7 
Credi t to Government 267.1 339.8 422.0 514.7 599.3 

Ordinary advan~es (220.9) (291.0) - (381. 7) (47€.7 ) (558.9) 
Rice narketing 

financing (40.0) (42.4) -(35.7) (34.5) (36.0) 
on-lending (2.5 ) (2.7) (2.7) (1. 7) (1. 0) 
Other (3.7) 93.7) (1.9) (1.8) (3.5) 

Govemnent deposi t:5 43.3 82.8 116.3 169.6 228.6 

Clains on state enterprises 8.6 18.3 26.9 35.9 32.4 - - -
Clairos on banks 1.5 8.2 8.9 4.8 - -

A~sets = liabilities, net 186.0 157.1 210.0 196.4 270.1 

Refierve noney 103.6 99.9 96.5 104.7 108.5 
CUrrency outside banks 83.1 90.4 75.7 89.9 96.2 
CUrrency in banks 1.7 2.1 2.0 2.5 2.1 
Bank deposits 18.8 7.4 18.8 12.3 10.2 

Long-term foreign liabilities 94.1 140.8 269.2 376.3 520.0 
of which: rescheduling -

agreerrents (49.9) (87.5) (193.1) (301.4) (471.4 ) 

other liabilities (net) -11.7 -83.6 -155.7 -284.6 -358.5 
of which: valuation 

adjustments (-) (-55.1) (-108.6) (-200.7) (-220.1) 

Source: Data provided ~ the Malagasy authorities. 

1986 
Sept. 

--140.4 
76.0 

216.4 
(57.9) 

(104.2) 
(54.3) 

.. 12.1 

382.3 
663.6 

(622.7) 

(36.2) 
(0.8) 
(4.0) 

281.3 

29.8 

271. 7 

162.2 
114.5 

2.7 
45.0 

685.5 

(654.8) 

-576.0 

(-390.4) 



Table 26 

SuII1nary Accounts of the National Banks, 1981-86 

(in billions of Malagasy Francs; end of wried) 

1981 1982 1983 1984 1985 . 1986 
Sept, 

Reserves 20.5 12.0 20.8 14.8 12.3 47.7 
cash --r:-=7 2.1 2.0 2':4 2.1 2:7 
Deposits with Central Bank 18.8 9.9 18.8 12.3 10.2 45.0 

Net foreign assets -1.9 7.3 9.4 19.1 20.2 19.3 
Foreign assets 13.2 16.6 17.7 29.3 29.8 31.9 
Foreign liabilities 15.1 9.3 8.3 10.3 9.6 12.6 

ClaL~ on Government (net) -0.5 -3.3 -15.9 -23.4 -28.1 -28.B 
Credi t to Government 17.0 16.8 9":0 9.4 9.8 10.4 
('.,overnJient de{X)sits 17.5 20.1 24.9 32.8 37.9 39.2 

Claims on private sector and 
state enterprises 166.2 201.8 232.9 295.4 355.3 414.2 

Assets = liabilities (net) 184.3 217.8 247.2 305.9 359.7 452.4 
, 

Deposits 142.9 161.5 171.5 206.7 238.5 307.5 
Demand oefQsits 110.4 117.3 121.2 149.7 142.3 167:3 
Time d~sits 32.5 44.2 50.3 57.0 96.2 140.2 

BorrCMing from Central Bank 1.5 -- 8.2 8.9 4.8 

Other }j abi 1i ties (net) 39.9 56.3 67.5 90.3 116.4 144.9 - --Of which: 
Long-term domestic borrowing (4.9) (4.5) (4.8) (5.3) (7.6 ) (8.0) 
Iong-tenn foreign borrowing (14.7) (16.0) (15.0) (11. 7) (8.1) (5.7) 

Related data 
CUstoms duty bills (1) 3.9 4.5 2.7 2.7 4.6 4.4 
SUbtotal 13.6 13.7 13.9. 14.0, 14.1·' lJ..9 

Post office checking 
dep:>sits (3.9) (4.0) (4.3) (4.3) , '. ( .. ~) (4.6) 

Private sector demand .' 

·(9.7) ·'(9~}f 
" .' ,; 

dep::>sits with the 'I'reasury (9.7) (9~ 7) h .. ) '7.3) 
Private sector savings 

deposi ted with the 
National Saving FUnd 5.3 5.5 5.5. 5.2 . 4.6' 5.3 

Source: Data provided by the Malagasy authorities. 

(1) Credit to the private sector fran the Treasury 'in the fonn of customs receipts to 00 
collected. 
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Annex B 

Overview of Policy Reform and Conditionality 

Economic Reforms 

This Annex pL'esents an overview of policy reform in 
Madagascar. beginning with a historical perspective and following 
on through the most recent reforms and proposed next steps. Also 
included is a discussion of the institutional constraints facing 
the reform effort. which is intended to give the reader a more 
complete picture of the context within which the reform are taking 
place. The section concludes with the presentation in matrix form 
of Lhe GDRH's policy reform program as set forth in the Policy 
Framework Paper. as well as the policy conditionality found in the 
IMP and IBRD structural adjustment programs in Madagascar. 

I, Histori~al Perspective 

The following synopsis of Madagascar's political-economic history 
is presented to provide an understanding not only of the economic 
situation that led to the current movement for economic reform. 
but also of the social-economic and institutional context in which 
these reforms operate and which will determine their long term 
success, 

Originally inhabited before the Christian era, Madagascar has been 
the recipient of successive waves of i.mmigrants beginning with 
rice cultivators of Indonesian origin in the 5th - 7th centuries. 
who were followed by East African cattle-herding peoples in the 
following centuries and Arab trade~s in the 9th century, After 
the 16th century, European traders, pirates and missionaries 
arrived in Madagascar. At the beginning of the 19th century. 
contemporaneous with increasing Anglo-French political and 
commercial competition in the Indian Ocean, King 
Andrianampoinimerina of the High Plateau Her:na group established 
a somewhat fragile but clear hegemony over many of the small but 
competing kingdoms that occupied nearly two thirds of the island. 
Besides his military conquest, the King's most enduring 
contribution was the establishment of an administrative hierarchy 
extending in theory from the "Fokonolona" (people recognized as 
descending from a common ancestor and occupying a recognized area 
of control called the "Fokontany") to the King, which in pl.1actice 
was used primarily as a meano to exercise central control and to 
collect taxes. His successor Radama I in 1810 began a period of 
modernization by welcoming to the island European missionaries and 
tt'aders who introduced modern education and technologies. A 
consequence of this policy was a reduction in the power of the 
traditional governing noble class and a rise in power of the 
higher commoner class, who on the basis of education and 
competency filled new roles in military and commerce. 

Radama I was succeeded in 1828 by his wife Ranavalona who in 
collaboration with the traditional ruling class, instituted a 
traditionalist reaction that included persecution of Christians, 
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expulsion of Eu~opeans and the imposition of a royal monopoly on 
external trade. A feudal economy reemerged in which officials at 
all levels imposed taxes on the movement of goods. Queen 
Ranavalona's son who acceded to the throne in 1861 had been 
educated by missiona~ies, and in a ~eversal of traditionalist 
policies he reopened the island to outuiders and granted major 
economic concessions to Europeans in ~eturn for projected 
investments in the island's development. However, Radama II was 
strangled two years late~ by discontented members of the noble 
class. 

Following the death of Radarr-, II, de facto power was usurped by 
his P~ime Ministe~, Rainilaiarivony, who ruled as the husband of 
the three succeeding queens. Rainilaiarivony attempted to follow 
a middle road of inc~easing t~ade with Europeans without 
threatening the position of the t~aditional ruling class. He also 
sought to counte~balance the increasing pressure of th~ Catholic 
French with their coastal base by favo~ing the English P~ut~stant 
presence in the Highlands. This policy failed in the 1890's, 
afte~ the English abandoned their claims in Madagascar in return 
for Frellch t'ecogni tion of B~itish interests in Zanzibar, and when 
French pressut'es fo~ furthe .. ' conune~~ial conces~;ions t'esulted in 
war and finally annexation of Madagascar to Feallce in 1896. 

The colonial peri0d saw some effo~ts at inf~astructural 
development (eail~oad, roads, health se~vices), yet it also 
witnessed the alienation of land fo~ plantationsJf export crops, 
the reinteoduction of fo~ced labor (some of it for work on the 
plantations), and thtl inceeasing domination of government and 
conunerce by the Feench The French not only replaced the 
traditional Malagasy ~uling class, but th~y also replaced the 
merchant class with Indians and Chinese, and continued to favor 
the coastal Catholic peoples ove~ the Highlanders. 

The fiest decade afte~ independence in 1960 under the pro-French 
coastal leade~ Tsieanana, saw a continuation of the French role in 
government and the economy, as evidenced by large numbers of 
F~ench technical adviso~s at the highest levels of the government, 
military, and the educational system. A liberal investment code 
encouraged fOt'eign investment and stimulated an impor.t
SUbstitution based industeialization that led to an impressive 
rate of real growth of 3% per year ove~ the decade. However, 
agricultueal peoduction did not keep pace, and by 1965 food 
imports were needed. Fu~thermore, the industrial sector relied 
heavily on impo~ted inputs and did little to stimulate growth in 
othe~ sectors of the economy. A 1972 revolt by southern 
pastoralistR was violently suppressed, but trigerred widespread 
strikes in Antananarivo by students disgruntled over the failure 
of the govet'nment to Malgachisize and expand the educational 
system (which t'emained dominated by F~ench teachers - 200 of 250 
at the university level, and which had not g~own t'apidly enough to 
satisfy student demand), and workers calling for social and 
polltical change. These strikes culminated in the downfall of the 
president. 

Ie 
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The new government headed by a military coalition that came to 
power in 1972 aimed to rid the country of its foreign control. It 
left the franc zone in 1973 and inaugurated a new investment code 
that prescribed an active role for the state in the economy. The 
new government nationalized many private commercial, industrial 
and agricultural enterprises and imposed strict controls over new 
investments. It established close ties with Eastern bloc nations, 
and replaced Frp.nch technic3l advisors. However, dissatisfaction 
Inounted over the slow progress made in realizing the objectives of 
the 1972 revolution. and following a coup attempt in 1975 
President Ramanantsoa resigned. His successor was assassinated by 
an unknown assailant just six days after coming into office. 

Following a brief period of rule by a military council. the 
foreign minister Didier Ratsiraka came to power and further 
extended the socialist policies introduced in 1972. The December 
1975 Charter of the Malagasy Socialist Revolution. of which he was 
the primary author, espoused state control over the economy in 
order to consolidate national independence and to ensure an 
equitable economic and social development. This state control was 
translated into monopolies in many key economic sectors - rice 
collection and marketing, banking. energy, insurance, imports and 
expovts - and the expansion of public enterprises. 
Decentralization of government to the fokontany structure 
originally introduced by King Andrianampoinimerina 175 years 
earlier was reintroduced. and free education and free health care 
were decreed. 

Following several frustration years of low growth, the Government 
in 1978-80 launched an all-out effort to rapidly industrialize and 
diversify the economy. This program relied heavily on external 
commercial borrowing. Unfortunately. many of the projects begun 
at this time were insufficiently studied. undercapitalized. poorly 
managed, and burdened with heavy financing charges due to high 
interest rates, and proved to be financially and economically 
unviable. Ins Lead of contributing to gross domestic product and 
exports. they became a heavy drain on the sLate for debt servicing 
and operating losses. 

As the jecade of the 1980's opened, the Government of MadagAscar 
found itself in an untenable position. The economy was in serious 
disqquilibrium as u vesult of the 1978-80 investment program's 
debts. a sharp detecioration in the terms of trade. and an 
overvalued exchange rate. The central government budget deficit. 
which had a"eraged 2.5~ of GDP between 1970 and 1978, reached 18 
percent of GDP in 1980. Of this. approximately half was financed 
through the domestic banking system. As a result, inflation 
(measured by the urban consumer price index for traditional 
households) reached 30 percent in 1980. The balance of payments 
deteriorated sharply while the debt service ratio rose from 4~ in 
1977 to 30~ in 198J.. An overvalue~ exchange rate and low producer 
prices from marketing parastatals discouraged exports. while a 
neglected agricultural sector was unable to meet the food needs of 

97 
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a growing population. The standard of living of much of the 
population had deteriorated. It was under these circumstances 
that Madagascar turned to the International Monetary Fund{IHF) and 
the other multilateral institutions for assistance. 

2. Reforms to Date 

Beginning in 1982, the GDRH began to take strong and effective 
measures to restore equilibrium in its fiscal and external 
accounts. Following the cancellation of its first Standby 
Agreement with the IMF in 1981, the Government entered into and 
has successfully complied with the conditions of five successive 
standby Agt·eements. In addition, a series of sectoral reform 
programs have been initiated with the support of the World Bank. 
The prima~y objective of these prog~ams has been to restore 
financial stability and, subsequently, to adopt structural 
policies which would set the stage for a ~evival of economic 
growth by rehabilitating economic inft'astructure, improving price 
incentives, and restoring inte~national competitiveness. The 
majo~ a~eas of reform are discussed separately in the following 
paragraphs. 

Public Finance - The success that has been realized in 
stabilizing public finances is illustt'ated by the table below 
which shows trends in key indicators from 1981-87. That these 
gains were made during a period in which the burden of external 
debt servicing was rising and parastatal operating losses were 
accumulating is all the more remarkable. 

Percent of GDP 1981 ~ 1985 ill.Z. 

Gov't Current Expenditures 17.1 13.1 13.6 13.3 

Gov't Cash Deficit 15.0 6.7 4.7 4.4 

(Domestic Bank Financing) 7.4 3.0 1.3 -0.5 

'* For comparative purposes the US Gov't cash deficit was estimated 
at 3.5~ of GDP in 1987. 

Money and Credit - Improvements in the functioning of 
the monetary system were introduced in 1986 when controls over the 
structure of intet'est rates were relaxed and when limits were 
imposed on new c~edit to financially troubled public enterprises. 
As a ~esult of these measures, and a reduction of the inflation 
rate, most lending and borrowing real ~nterest rates turned 
positive and the volume of credit available to the economy 
increased. 

1988 
Proj. 

13.2 

3.1 lie 

-0.6 
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Prices - In 1982, the Government began the process of 
dismantling the comprehensive system of price controls at each 
stage of the production and marketing pro~ess that had been 
introduced in the late 1970's. The first step in 1982 was to 
streamline the procedure by which price controls could be 
adjusted. By the end of 1987, ex-factory price controls were 
eliminated for all but 5 mam:factured products which accounted for 
about 4 percent of value added in manufacturing. Controls on 
retailing margins have been liberalized more slowly. However, 
margin controls on all but 16 products were removed in April of 
1987, and the Government is committed under the terms of the 
Industry and Trade Credit Adjustment Program (French acronym 
CASPIC) with the World Bank to eliminate controls on eight of the 
remaining products in early 1988. Inf1a~ion (as messured by low 
income consumer price index for Antananarivo) was reduced from 
30.5 percent per annum in 1981 to 10.5 percent in 1985 before 
rising again in 1987 to 15 percent as a result of price 
liberalization and exchange rate adjustments. 

External Policies - Madagascar's balance of payments 
has been under considerable pressure throughout the 1980's. In an 
effort to improve external balances, measures have been taken to 
adjust the exchange r~te, to improve the allocation of foreign 
exchange, and to stimulate exports. 

Although adjustments in the nominal exchange rate began as early 
as mid-1980, the initial adjustments failed to offset accelerating 
inflationary pressures. In April 1982, the Malagasy franc peg to 
the French franc was rsp1aced by a peg to a basket of currencies 
reflecting actual trade patterns, and in 1984 quarterly 
adjustments were initiated in line with changes in the consumer 
price index; the cumulative adjustments from May 1982 to end 1986 
totalled 62.5 percent in foreign currency terms against this 
currency basket. A SUbstantial devaluation in June 1987 (57~ in 
FMG terms) resulted ir. a real effective exchange rate of 60 
percent of its 1978 value. 

In addition to adjusting the exchange rate, the Government has 
also taken d~liberate steps to move to a system where foreign 
exchange is freely available rather than administratively 
allocated. An export retention scheme introduced in 1983 allowed 
exporters to retain a portion of their foreign exchange earnings 
abroad to permit them to impo~t needed inputs and consumer goods 
more easily. This scheme was broadened in 1985, when a modest 
liberalization of a small group of impot't s was also introduced. 
At the beginning of 1987, a "liberalized import regime" (LIR) was 
instituted for the importation of raw materials, spare parts and 
consumer goods, excluding those financed by donors. The LIR was 
designed to eliminate the discretionary aspect in the allocation 
of import licenses and foreign exchange authorizations. Under 
this system, an importer applied for a fixed amount of foreign 
exchange and paid a non-refundable deposit equal to ten percent of 
the teta1 requested. The total amount of foreign exchange 
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available was then divided by the total value of applications, and 
each applicant received the resulting percentage of the original 
request. The LIR was extensively modified in July 1987 to reduce 
the deposit to 5% and to increase the total amount of foreign 
exchange made available under the system each month, as well as to 
add capital goods and to unify allocations for all types of 
imports. 

Despite the irnprovements in efficiency and transparency that the 
LIH represented, the uncertainties associated with the 
allocations, the need to accumulate foreign exchange over several 
months to finance bulk imports, and administrative delays in 
granting import licenses have made it a less than optimal 
mechanism, and the Government of Madagascar decided in December of 
1987 to move forward the timetable for introducing an Open General 
License system (OGL). Under the OGL, importers have essentially 
unlimited access to foreign exchange at the prevailing exchange 
rate, and the procedures for obtaining it have been greatly 
simplified. Con~ercial banks handle all administrative 
formalities and import licenses are no longer needed. The 
Government is committed to adjusting the exchange rate if foreign 
exchange reserves fall below a predetermined target level. The 
OGL will be introduced in phases: in February 1988 imports of raw 
materials and spare parts will be put under the OGL; in May of 
1988 equipment goods will be added; and on July 1 the OGL will be 
extended to all other imports. until July 1988 the LIR will 
continue to operate for those goods outside the OGL. 

The depreciation of the exchange rate was a significant measure to 
improve the competitiveness of Madagascar's exports. Other 
measures to stimUlate exports have included: 1) the easing of 
administrative procedures, including easier access to exporters 
cards, the elimination of minimum export values, and the abolition 
of Lhe system of trial periods for new exporters, all taken in 
1987; 2) the extension of the maximum time limit within which 
foreign exchange earnings have to be repatriated from 30 to 90 
days; 3) increases in official producer prices for the 
traditional export crops (coffee prices were increased by 52% in 
1986 and again by 33% in 1987, and prices for vanilla and pepper 
were also increased); and 4) the elimination of government 
monopolies on the export of the traditional crops of pepper and 
cloves, which was announced on February 18, 1988. In addition, 
the government has removed export taxes on all but the four 
traditional export crops. 

Agriculture - Although some progress has been made in 
reform of export crop production and marketing, as well as in the 
rehabilitation and maintenance of irrigation infrastructure, by 
far the most far-reaching and controversial of the reform 
measures taken to date has been the liberalization of the 
commercialization of rice. Reform began in 1982 with an increase 
of 82% in official retail rice prices {t/hich eliminated an explicit 
consumer subsidy and improved producer price. In 1983, the 
Government ended the monopoly on rice marketing in all but two 
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geographic areas which accounted for 25 percent of marketed rice 
production. In the same year, it placed quantity L'estdctions on 
rice imports. In June 1985 the legally established ~eiling price 
for rice was abolished. As a result of these measures, regional 
price differentials fell substantialiy, many new traders ent3red 
the rice market, state trading companies broadened their 
participation in wholesale trade, rice millers created new 
distribution networks. and many small private mills came into 
operation (90 in 1985 as compar.ed with 11 in 1983). 

However, the initial production response to these measures was 
disappointing. Consequently, as part of its 1986 Agricultural 
Sector Adjustment Operation (French acronym GASA) with the World 
Bank, the Government agreed to more far-reaching measures. In 
April 1986, t.he two remaining regional monopsonies were 
eliminated. The Government sharply curtailecl below-market priCp. 
official distdbutions and announced their elimination altogether 
in April 1987. To prevent unaeceptably high price dses during 
annual periods of shoetage, the Government ~lith donor assistance 
established a "b~ffet' stock" whose operation would be governed by 
a retail level trigger price. Higher rice prices led producp~s to 
expand the area planted and to greatly increase utilization of 
modern inputs, which together wi th good weatheL' l!c·ndi tions 
resulted in an exceptional harvest in 1987. 

The buffer slock succeeded in holding consumer prices within the 
agreed range in 1986-87. However, retail and farrogate pdces fell 
dramatically in 1987 when the exceptional harvest came in on top 
of large holdover stocks from high iQPorts in 1986 (the GDRM 
exceeded the limit on rice imports originally agreed with the 
World Bank for 1986). As rice storage costs mounted and imp0rted 
stocks deteriorated, the donors proposed to the GDRM's Dir&ctor of 
Food Security a swap arrangement in which paddy would be exchanged 
fo~ the donated rice, which in turn would be sold in outlying 
regional markets at auction so as not to disrupt the normal 
functioning of the market. The paddy would consitute the buffer 
stock when the stock ['eopened. As the donors waited for a 
government response to this proposal, sacks of donated rice began 
to appear in the Antananarivo and Tamatave markets priced at FMG 
360/kilo, below the prevailing market price of FMG 420-460 and 
substantially below the FMG 460/kilo price at which the buffer 
stock in those two cities was to operate. Signs indicated that 
this dce was "buffer stock" dce. 

Members of the government gave donors contradictory explanations 
of what was happening. The President himself announced on two 
occasions that the buffer stock was open, and that he would not 
allow rice prices to rise above FMG 370/kilo. A spokesman from 
the Ministry of Agriculture reported that the buffer stock had not 
yet opened, and that the GDRM planned to keep to the previous 
agreement with donors on the operation of the buffer stock. What 
was clear, however, was that donated rice was being sold in late 
1987 and in early 1988 at below market prices in various places 
both by paI'astatal tr.ading companies and by a new pdvate operator 

!Or 
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on the scene - PROCOOPS, a commercial organization associated with 
the ruling AREHA political party. PROCOOPS began its involvement 
with rice with the sale of a large shipment of rice donated by 
North Korea, and used the profits f~om this sale to purchase 
domestic rice and sell it on local markets for FMG 360 per kg. 
PROCOOPS' non-market driven operatiQns threaten to seriously 
damage the private sector distribution system which ha:3 developed 
since 1983, and to depress farm-gate prices, thereby undermining 
farmer incentives to increase production. 

A World Bank mission concluded in February 1988 that the GDRH had 
not, strictly speaking, violated the letter of its agreement on 
rice, although it had clearly violated its spirit. In discussions 
in Washington in mid-March, a new agreement was worked out between 
the World Bank and the Minister for Agriculture, which in effect 
salvages the rice reform program while taking account of the fact 
thaL 1n a pre-election year it will not be possible to prevent 
political parties from distributing free or cheap rice to 
supporters, no matter how adverse the effects on producers or the 
marketing system. Under this agreement, official 1988 imports 
will not exceed 60,000 MT; official stocks will be held until the 
next "soudure"(hungry period) when they will be sold to traders at 
weekly auctions in Tamatave at a minimum price of FMG 400/kg, in 
order to support a producer price of FMG lBO/kg; and the GDRH has 
undertaken to ensure that private rice donations will not perturb 
the market and that the freedom of conwercial operators will be 
maintained. This agreement allowed for the sale to peripheral 
markets on an exceptional basis of some 6,000 MT of donor rice 
(including the remainder of Food for Progress stocks) which would 
othevwise deteriorate. 

This experience with rice reconfinns the fact that the 
availability and price of rice is the most politically sensitive 
issue in Madagascar, and that political imperatives can easily 
overtake economic objectives, especially in a pre-~lection year. 
It also serves as a reminder that the road to reform is seldom 
smooth, and that setbacks are to be expected. What is important 
is that overall forward progress be maintained, which means that 
donors should adopt a flexible approach that permits the 
Government of Madagascar to adjust the timing of reforms to 
political and social, as well as to economic, realities. 

Transport - With its rugged topography and long 
distances both between principal cities and between agricultural 
areas and urban centers, Madagascar suffers from certain inherent 
transport difficulties which have been compounded in the past by 
extensive and ill-conceived government intervention. The national 
government has intervened extensively in tr[~sport by restricting 
f.'outes, controlling entry, setting tariffs, and imposing selective 
controls on commodity movements. In addition, local authorities 
could and did tax road transport and impose both ad hoc and 
systematic restrictions on collection and interregional movement 
of commodities. 
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The Government has now deregulated the road transport industry by 
liberalizing tariffs and eliminating restrictions on transport 
sector entry. A priority program for rehabilitating 10,000 Jan of 
roads has been undertaken and rehabilitation programs for the 
national airlines, the railway, and ports have been iniLiated. 

='" 

Public Enterprises - The first steps to address the 
substantial problems of the public enterprises have been the 
rehabilitation of utilities (water supply and electricity, rail 
transport, airlines) and of certain productive enterprises in 
subsectors where Madagascar has actual or potential comparative 
advantage (cotton production and processing, sugar). In addition, 
a program to restructure 16 public enterprises which represent a 
substantial drain on the banking sector is underway and diagnostic 
studies of still others have been initiated. A.I.D. has provided 
the assistanc~ of Coopers and Lybrand under the MARS project 
(687-0101) to identify the most promising candidates for 
divestiture among the parastatals in the agricultural sector, and 
to prepare divestiture plans for these firms. The Government has 
increased prices and service charges to reflect the devaluation of 
the currency. 

3. Next Steps 

This review shows that since 1982 the Government of Madagascar has 
moved forward rapidly with a wide-ranging program of reforms. 
What have these efforts achieved? The Policy Framework 
Paper(IBRD/GDRM, 1987, p.5) summarizes the situation well: 

Overall, the economy has been successfully stabilized and 
domestic and external imbalances have been reduced to 
manageable proportions. Nevertheless, after a cumUlative 
decline in GDP of 11.3 percent in 1981 and 1982, growth has 
averaged only 1.6 percent per year since 1983. Real GDP per 
capita is now estimated at 20 percent below the level of 
1980. Largely because of the heavy debt service burden and 
the stagn~tion of exports, import volumes have been severely 
constrained since 1980. Yields in agriculture are still 
well below potential, while industrial production remains 40 
peL"cent below levels reached at the end of the 1970's. Road 
and maritime transport bottlenecks persist, and most of the 
parastatal sector still faces numerous difficulties. 
Commercial bank portfolios contain a large amount of 
doubtful loans to public enterprises, compromising the 
financial sector's ability to meet the credit needs of the 
economy. 

In short, despite seven years of bitter medicine, the patient has 
yet to get back on his feet. The most important constraints that 
impede realization of the country's proauctive potential are a 
vastly inadequate infrastructure, lack of credit, governmental 
over~egulation, a high popUlation growth rate, accelerated 
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environmental degradation, and a deterioration in social 
services. Much more needs to be done to move the economy to the 
point where re.al growth can be sustained. Concerns have grown 
over the short term negative impact of strr:ctural aajustment 
measures on the less advantaged segmenLs of the populati~n, 
resulting in a ~all for special pro~~ams to meet their needs. The 
difficulties of proceedillg with reforms that are often not well 
understood and that produ~e no immediate benefits become even 
larger as the national elections scheduled for 1989 approach. 
These difficulties ~re well illustrated by recent events in the 
ri:!e sector. 

Despite the inherent political difficulties of continuing with 
reforms, the Government of Madagascar has made it clear that it 
not only intends to proceed with the comprehensive program of 
reforms agreed to in the Policy Framework Paper (PFP) (see the 
matrix at the end of this Annex for a sununary), but will 
accelerate the implementation of several key measures in 1988. 
Some planned measures will, in fact, go beyond the steps agreed to 
in the PFP. The next steps to be taken by the Gover.nment 3f 
Madagascar in 1988 and 1989, which follow a 
logical progression in the effort to put the GCHat.cY' on the path 
of sustainable growth, are summarized below. Th.efJe measures are 
the resalt of a careful analysis of the remaining constr.aints to 
growth, and will be undertaken with the assistance of the IMF and 
the IBRD as well as the bilnteral donors. 

External Policies - 1988 win be a year marked by major 
efforts to liberalize external trade and to stimulate export 
production. As previously discussed, the Open General License 
sysLem will be introduced on an accelerated schedule with full 
implementation planned for July 1988. Initial experience with the 
OGL has been one of low demand for foreign exchange. This appears 
to reflect the transition from a system where exchange was applied 
for in advance of needs, to one in which foreign exchange is 
applied for only when needed since receipt of the full amount is 
assured and since full payment in local currency must be made at 
the time of application. Also, a large percentage of foreign 
exchange obtained under the LIR in 1987 is still unused. Thus, it 
is difficult for the Central Bank to anticipate actual demand for 
foreign exchange under the OGL, and concerns remain that a large 
sudden demand will push reserves below the target and force a 
large devaluation. The Central Bank is therefore increasing 
reserves, tightly controlling credit, and encouraging donors to 
disburse the balance of payments assistance promised at the 
January 1988 Consultative Group, which to date has been slow in 
coming. The GDRH rpmains committed to an active exchange rate 
policy, adjusting the rate as needed to maintain an appropriate 
level of foreign exchange reserves so as to assure the smooth 
functioning of the OGL system. 

Liberalization of the export sector has also been accelerated. In 
mid-February 1988, the Government ended the state trading company 
monopoly on exports of pepper and cloves, and freed internal trade 
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and prices in these products, leaving only coffee and vanilla 
subject to management by the Stabilization Funds. Taxes on pepper 
will be eliminated, although a flat tax on cloves will continue to 
be collected. Pending the planned April completion of a study 
commissioned by the World Bank, coffee exports will continue to be 
carried out by the state trading company. Under the terms of 
structural adjustment agreements, recommended cha~ges in the 
marketing arrangement for coffee are to be made prior to the 
1988/89 coffee season which beginns in May, while the producer 
price for coffee will ag~in be raised substantially to bridge the 
gap that remains between producer price and f.o.b. export price. 
Coffee is the crop that holds the greatest potential for 
increasing export earnings in the short run, although 
non-traditional exports such as fruit and seafood also show 
promise. 

Other steps will fur.ther lighten administrative export 
procedures. The Government will abolish requirements for cards, 
licenses, and prior authorizations for internal trade (collection, 
processing and storage) and export of all of the major export 
crops and will extend the maximum period for repatriation of 
foreign exchange earnings from 30 to 90 days. Full implementation 
of these measures at the 10cHl level is dependent on the outcome 
of the review now underway of the conclusions of a study on 
alternative sources of revenue for local governments, which until 
now have been heavily dependent on revenues from taxes on crop 
collection and commodity movement. Also, in 1988 the Government 
will puhlish an exporters' guide to support the export sector, and 
will activate plans for free trade zones to stimulate investment. 

The success of theae measures in achieving a viable balance of 
payments position will be dependent on favorable movement in the 
terms of trade (in particular a reversal of the sharp 
deterioration in coffee prices of 1987), and imaginative solutions 
to the debt problem. While Madagascar will continue to depend on 
exceptional sources of financing in the medium term to cover 
balance of payments deficits, if vigorously implemented, these 
trade promotion measures could prove to be a turning point in the 
country's economic performance. 

Agricultural Production - As noted in the background 
section to this paper, Madagascar has enormous potential for 
agricultural production. Why then, has food production not kept 
pace with need and has production of the major export crops 
stagnated at levels below those reached in the 1970's? The 
answers are complex, and no doubt vary from crop to crop, yet a 
whole range of constraints can be identified: macroeconomic and 
sectoral constraints (shortage of foreign exchange, resulting in a 
shortage of inputs, vehicles, equipment and spare parts; 
deteriorating and inadequate infrastructure, including the 
transport network, storage and marketing facilities); external 
~arket constraints (slow growth or stagnating demand for some 
export crops such as coffee; strong and increasing competition 
from other producing countries for coffee and cloves, and from 
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artificial substitutes for vanillai inadequate skills to promote 
exportable crops in new markets)i production constraints (low 
standards of on-farm technology in traditional agriculture, 
leading to generally low yields and deteriorating product quality; 
lack of incentive pricing, input supplies, and wage goods with 
&ssociated lack of maintenance and investment; inadequate support 
from research and extension services)i and marketing and 
processing constraints (inefficient collection operations and 
distorted pricing, weaknesses in public sector marketing and 
processing organizations; unproductive administrative controls on 
marketing). To these constraints are added those related to the 
governmental agencies that have responsibilities for production, 
pricing, and marketing of agricultural produce. A particular 
problem in the past on the export crop side has been the 
unofficial "reset'vation" of lu~rative non-traditional export crop 
markets for such products as butter beans and lichees to only a 
few firms or individuals through discrimination in the issuance of 
export licenses. 

The GDRM has already taken significant action to reverse the 
situation, particularly with respect to rice pricing and internal 
marketing. Major new actions are planned for 1988 and 1989 to 
remove pricing and mat'keting constraints on the agricultural 
export crop side, as discussed abovo. In addit.ion to these needed 
policy and procedural changes, the Government will also initiate a 
number of major new projects intpnded to address production 
constraints. A national ~esearch plan is now being finalized 
which will assign priorities to overall res~arch needs; a World 
Bank project will fill any significant gap in financing this 
research plan. Likewise on the extension side, a major new 
project will be funded by the World Bank to revitalize ana 
redirect extension services. The rehabilitation of productive 
infrastructure will continue, including major work on irrigation 
infrastructure funded by a number. of donors (FED, FAC, IBRD, 
Germans). Perhaps most importantly, a $200 million program to 
rehabilitate the road network focussed on agricultural areas and 
farm to market links will be inaugurated in 1988, while a French 
project to rehabilitate roads in the coffee producing area will be 
continued. 

These effo[·ts should bear fruit in the near to medium term. On 
the export c~op side, the likely first ~esponse to proposed 
liberalization will be an improvement in the maintenance of 
existing investments (coffee, cloves and vanilla are all perennial 
crops whose production is very much a function of care). A 
renewed attention to export crop production will offer increased 
opportunities for employment for women, who have traditionally 
been employed for such tasks as pollination of vanilla plants, 
weeding, and harvesting. Coffee exports have some room for 
expansion since levels in past years have been ~elow the agreed 
quota. Increases in exports of vanilla and cloves will require a 
much more aggressive marketing strategy and/or the development of 
processed products which might find new market opportunities. 
Export prospects for other non-t,:'aditional products such as 
seafood, peppers and some fruits are deemed to be very promising. 
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Financial Sector - Plans for 1988 include the opening 
in April of the financial sector to Malagasy private sector and 
foreign financial institutions, which will be able to operate 
independently or in participation with the three existing 
state-controlled banks. Needed revisions in the legislation to 
sepport. this reform will be made. Centt'al Bank supervision of 
banks will be strengthened, while banking system credit to high 
risk public enterprises was ended beginning in January 1988. 
These measures should improve the availability of credit to the 
private sector, which remains a critical constraint on economic 
activity at all levels in Madagascar. Monetary policy will aim to 
control inflation and ensure that deposit and lending rates remain 
positive. 

Public Finance/Fiscal Policies - The GDRM will continue 
efforts to improve the efficiency of public sector resource use 
and to reduce the government budget deficit, both by controlling 
expenditures anu by increasing tax revenues. If foreign 
assistance exceeds expectations, the Government will 
correspondingly reduce its indebtedness to the banking system, 
thus ~ncreasing the availabLlity of banking system resources to 
the rest of the economy. 

Expenditure control will focus on the categories of personnel, 
transfers and subsidies to cover the losses of public enterprises 
(these will appear in a transparent manner in the government 
budget), and capital spending. The GDRM will take strong action 
to address the problems of the public enterprise sector: it will 
select 5 enterprises for liquidation in early 1988, and by the end 
of June will reach agreement with the World Bank on those 
enterp:ises which will remain under state control, be partially or 
totally privatized, or be liquidated following a classification of 
all enterprises according to Lheir viability. A timetable for 
actions will also be established. 

In January 1988 a comprehensive tariff reform took effect. It 
significantly reduced the number of rates and established a 
maximum rate of 80 percent and minimum rate of 10 percent 
(although certain essential imports and all imports under the 
Investment Code will be subject to a 5 percent tariff rate). 
These revisions should support the efficiency gains resulting from 
the liberalized import regime. Efforts to improve the tax 
structure will also focus on broadening the hase of the turnover 
tax(TUT) and the income tax, shortening the time lag between 
assessment and collection, and increasing the penalty rate for 
late payment in FY 1988. 

Public budgetting reform will be extended in several important 
ways. First, program budgetting, which has been introduced in the 
Ministry of Agriculture and the Ministry of Public Works, will be 
extended to several new ministries to improve the formulation of 
expenditure priorities and to ensure that investment programs and 
recurrent expenditures are adequately funded. Second, work will 

(0; 
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begin on the integration of all revenues and expenditures into a 
consolidated budget which is expected to be introduced in 1989. 
(Currently, most donor assistance, the revenues of the 
Stabilization Funds, and many expenditures which account for a 
sizeable proportion of total revenues and expenditures, remain 
off-budget.) Third, a new regulation in 1988 will make the Public 
Investment Program (PIP) preparation cycle mandatory for all 
public administrations, thereby enforcing economic and financial 
selection criteria for the inclusion of projects in the program. 
To support public expenditure refoLffis, the Treasury will adopt a 
new more transparent public accounting system in 1988. This 
system will strengthen expenditure control and integrate 
extrabudgetary resources and expenditures into the accounts. 

Population Policy - In January 1988, a detailed plan 
and timetable for the development of a national population policy 
was drawn up and approved under the leadership of the Population 
and Development Unit (PDU) in the General Planning Directorate. 
Activities are well unde~way and are expected to result in the 
presentation of a policy to the National Popular Assembly in the 
spring of 1989 for adoption in July of 1989. Meanwhile, in May 
1988 during the upcoming session of the National Assembly the 
Parliamentary Group on Population and Development is expected to 
propose the repeal of a 1920 law prohibiting the sale and 
advertisement of contraceptives. Finally, plans are underway to 
expand the provision of family pl~n~ing services in health clinics 
throughout Madagascar, for which NGO and donor assistance has been 
requested. 

Environmental Policy - In December of 1987 a major 
effort was initiated to develop an Environmental Action Plan for 
Madagascar. with the support and participation of several 
bilateral donors and leadership oy the World Bank, eight Malagasy 
working groups and their technical advisors are now drafting the 
Plan which should be ready for discussion at a national conference 
to be held in November of 1988. pilot projects and studies in 
support of the plan will begin in mid-1988, and donor support will 
be sought to implement Plan recon~endations. 

~q~ial Programs - The Government of Madagascar has 
become increasingly concerned about the impact of structural 
adjustment policies upon the poor, especially since several years 
of attempts to restructure the economy have thus far seen a 
deterioration in living standards, increases in infant mortality 
and malnutrition, and a growing number of abandoned children and 
homeless. The Government has attempted to lessen the impact of 
declining living standards by distributing inexpensive rice, and 
by maintaining the share of aggregate public expenditures on 
health at a reasonable level. The Government has also approached 
donors for assistance in the areas of low cost housing, essential 
drug supply, malarial eradication programs, and ta~geted feeding 
programs. 

A UNICEF consultant is now working with the GDRH to develop 
targeted feeding programs, and the Swiss have promised assistance 
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with the anti-malaria campaign. These measures and others wi~l be 
included under the proposed program designed by the World Bank _. 
PASAGE (Economic Management and Social Action Support Project) 
which will address several priority needs. PASAGE will become 
effective in US FY 1989 pending receipt of other donor support. 
This program will include a component intended to monitor closely 
the impact of adjustment measures on the population. The World 
Bank is also preparing major projects to support the health and 
education sectors which will begin in 1990. 

Summary - The program of reform envisioned is 
ambitious. While it is necessary to move fot'ward with new 
reforms, it is perhaps more important to consolidate the measures 
already announced or made in the past. It has become evident that 
translating the adoption of specific measures into meaningful 
structural changes calls for sustained implementation, which 
extends down from the center to local administrations, as well as 
to a deepening of policy at the sectoral level. The persistence 
of roadblocks and local interference in agricultural marketing is 
only one example of an inconsistency between announced reforms at 
the national level and actual results at the local level. As many 
commentators on Madagascar have noted, commitment to the reform 
program vemains weak. For the spirit as well as the letter of the 
reforms to be adopted, an educational effort starting at the 
highest level of government is needed. Finally, the 
implementation of reforms must pay careful heed to political 
realities and to mitigating the possible adverse impacts on 
economically disadvantaged groups. 

4. Institutional Constraints 

The major question concerning the reform program in Madagascar is 
whether the present trend towards economic liberalization 
represents a real change in direction, or is only an opportunistic 
or forced response to the immediate economic crisis and donor 
demands. It is certainly true that there is a widespread 
perception that the reforms have been imposed by the IMF and the 
World Bank in retuvn for much needed financial assistance. It is 
also true that understanding of the measures and popular support 
for them are notably lacking. During an assessment of the reform 
program conducted in June of 1987, an American economist Elliot 
B2rg noted that he found little intellectual support for the free 
market idea outside the U.S. Embassy and the World Bank office 
("Report on the Economic Reform Program in Madagascar", 1987). 
This raises the equally serious question as to what the outcome of 
the liberalization policies will be, regardless of government 
intentions, in the face of an uncommitted majority and well 
positioned groups that stand to lose from the changes that are 
occuring. Although there are many groups and institutions whose 
cross-cutting and changing interests enter into the equation, the 
answer to these questions is likely to depend on the response of 
the following three sets of socio-institutional structures: 
famlly/clan, regional, and government institutions. 

I C'-; 
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a. Family ("Fianakaviana"). Clan ("Foko") and Community 
("Fokonolona"). 

Malagasy political organization officially begins at the 
level of the "Fokontany" (village) and moves up to the "Firaisana" 
(sub-district), the "Fivondronana" (region), and the "Faritany" 
(province) to the National Assembly and the President. This 
structure, developed by the King Andrianampoinimerina 175 years 
ago, grouped together a clan recognizing descent from a known 
ancestor into a geographic community called "Fokonolona". In 
offical political and ideological thinking the "Fokonolona" 
remains an idealized basis for building a united country. 
However, there is a critical contradiction between the political 
ideal and practical reality. With the geographical dispersal and 
intermixing of peoples, the offical community "Fokontany" no 
longer encompasses the "Fokonolona" or the extended family and it 
is in fact to the familY that the Malagasy owe primary loyalty 
(known as "fihavanana"). This loyalty extends to the members of 
the clan or lineage that r.ecognize common descent from a known 
ancestor. The importance of this family grouping explains in 
large part the extreme importance placed on ancestor worship and 
family tombs that exists today in Malagasy society. 

The result is that behind the official facade of community unity 
lies an inherent factionalism that divides people into competing 
family groups through all levels of the society. This family 
partisanship is of direct relevance in the process of economic 
liberalization, because of the pronounced tendency for family 
groups to position themselves to the extent possible to benefit 
from the changes. Although certain ethnic groups are frequently 
accused of seeking monopoli~tic exploitation, in fact this 
strategy of family maneuvering is widely shared, especially among 
the families in the elite. This structure is in potential 
conflict with the notion of an open, competitive and 
administratively neutral system which is needed for l:e effective 
functioning of a market economy. 

b. Regions 

Madagascar's lack of regional economic integration is reflected in 
the continuing tension between peoples of the coast and peoples of 
fhe highlands. This lack of integration stems in large part from 
continuing isolation due to poor transportation and other 
communication links. Ethnic group separation is linked to this 
regional separation, since the main ethnic groups were originally 
named for the areas where they were located, e.g. Tanala - "people 
of the forest", Merina - "those from the country where one can 
see far". 

Such regional/ethnic distinctions have been and will remain 
significant in the area of external trade, since Highland/Coastal 
competition has traditionally been between those located where the 

( (L 
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action is (on the coast) and those who administer the trade (in 
the Highlands). This distinction is of particular importance for 
agricultural. exports since nearly all of Madagascar's main export 
corps are grown in the coastal areas. As Madagascar liberalizes 
its economy and revitalizes export trade, the groups who are 
perceived to have a disproportionate advantage in exploiting the 
oppo~tunities are the Indians and Chinese who have existing 
overseas business connections, and the Merina, who are located in 
the capital where foreign business connections are centralized. 
In a government that is sensitive to equitable regional 
distribution of resources (the President is from the east coast), 
such inequities could influence the outcome of policy decisions. 

c. Political/administrative institutions. 

There are two major sources of opposition to economic 
liberalization in the official structures of the state. Within 
the political structure, several of the political parties within 
the National Front for the Defense of the Revolution espouse 
marxist/scientific socialist political ideologies that are opposed 
to the principle of a free market economy. Tt has been noted that 
disagreements over policy in this body and in the Supreme 
Revolutionary Council, which is the summit of the political 
st~ucture, have increased since the reform program began in 1980. 
Representatives of political groups, including the President's own 
AREHA party, who are opposed to the change in direction away from 
the socialist path charted in 1972 and 1975 can be found 
throughout the government. 

Another major source of opposition within the government are those 
state employees whose livelihood is directly threatened by 
liberalization, particularly employees of public enter.prises which 
are likely to be closed and administrations whose functions have 
been abolished. 

If those who stand to gain are more influential than potential 
lose~s, and the government can take effective action to 
financially or otherwise compensate those who are disadvantaged, 
the liberalization program has a better chance for success. 
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· · o · · · o · · · 
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Growth while containing : 
inflation, through: : 
-Introduction of reserve: 

requirements o 
o 

-Determining interest rt: 
through tendering 
of floating rate 
Treasury bills 

• · · o 

• • 
-Strengthen CB superv. : 
of national banks o • 
-Seek to maintain real : 
positive rates o 

o 

o 
o 

o 
o 

Financial System reform : 
Formulate compo national: 
credit policy : 
Rebuild bank portfolios : 

while addressing prob.: 
of PE debts : 

Establish new internal, : 
operating policies and : 
procedures : 

Encourage creation of : 
new fin. inst. : 

Initiate studies of : 
institutions, laws and : 
regulations, export : 
finance, housing fin., : 
lessing, and saving : 
mobilization mechanisms: 

o · o 
o 

: Expand crop production & : 
o 
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· o 

intensify cropping : 
techniques : . 

: -Pursue liberalization : 
of commodity prices and : 
markets begun in 1983 : 

: -Eliminate export license: 

o 
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o · 
· o of major commodities : 
: -End input subsidies : 
: -Announce ago support : 
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Inaustry 

· · · · 
prices well in advance : 
of planting season : 

: -Inc. intern. competitive: 
ness of food crop prod. : 
leading to food self- : 
sufficiency : 

: 
· · · · · · · · 

· · · · : Achieve rice self-suffi : 
ciency. · · : -Use internv. stock to 
re~uce seasonal price · · 

· · .' · · · fluctuations · · : -Phase out rice imports : 
· · by 1990 · · : -Maintain modest rice : 
· · · · · · · · · · 

stock to meet emergency': 
requirments arising : 
from natural disasters. : 

· · · · : Increase volume of ago : 
· · exports : 
: -Estab. min. prod. prices: 

sufficient to encourage : 
higher output : 

· · · · : -Elim. 10% commission of : 
state trading companies 
& allow priv. traders 

· · · · · · · · · · 
to compete on equal 
level 

· · · · : -Study & move to elim. 
admin. obstacles to ago : · · 

· · 
· · 
· · · · · · · · · · 

exports · · -Abolish state exporting : 
monopolies except prod. : 
managed by Caisse de · · Stab. · · · · · · : Promote efficient indust.: 

: within mixed economy : 
: -Study and reduce admfn. : 
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10. TransPOrt 

11. Energy:. 

· · · · 
· · · · 

obstacles to adjustment : 
(enter-exit branches, : 
sale/resale enterp., : 
technological choices, : 
labor shedding, etc •• ) : 

: -Lower dispersion of : 
tariffs : 

: -4 yr. prog. to reduce : 
avo protection to 35% : 

: -study poSSe use to debt-: 
· · 
· · 
: 

equity swaps & duty-free: 
zone : 

-Study strateg. to prom. : 
SSEs : 

: -Ensure continued access : 
of exporters to imported: 
inputs : 

: 
· · • · • · : Remove existing bottle- : 
: necks & encourage compo : 
:"-Estab./implement Transp.: 

Plan, focussing inv. : 
: on rehab. & maint. : 
: -Encourage entry of new : 

firms & remove price : 
: centrols affecting road : 
: transp. system : 
: -Improve avail. funds : 

for road nfaint. & : 
: adjust the fuel tax : 
· · · o 

: Improve efficiency in : 
· · · · · · · · 

generation, dist., use : 
electrical and fossil : 
fuel energies, reduce : 
cost of imported oil : 

: -Raise and simplify elec.: 
· · rates : 

-Rehab. JIRAMA : 
: -Expand coverage of : 
· · interconnected elec. : 

network : 
-Divest petroleum dist. : 

· · · · • • · · · · · · o 
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12. Educiltioh' 

13. 'Population/Health 

14. S~cial aqjustment 

: -Rehab SOLIMA : 
: -Adjust pretroleum to : 
· · to intern. parity prices: 
: -Devise improved purcha- : 
: 

· · 
· · 

sing arrangement for : 
the import of fossil : 
fuels : 

· · : Reduce rate of deforesta : 
· · ticn : : 
: -Study resources and · .' · · markets · · : -Encourage alternative ., · 
· · 

cooking fuels · · · · : Improve cost-effective- : 

: 

ness of education system: 
& links' with employment: 
ma~kets : 

: -Complete higher educe : 
· · · · · · 

study and formulate : 
action prog. for the : 
sector. : 

: -Implement action prog. : 
aimed at limiting access: 
to trade higher educe : 

: -Restructure basic & tech: 

· · · · 
· · · · · · 

education to improve : 
quality & relevance : 

· · : Improve cost-effectivenes: 
of health delivery syst.: · · · · and expand coverage : 

: Establish high level : 
· · · · · · · · · · · · 

multisectoral task force: 
on population issues to : 
formulate new pop.policy: 
and seek, inter alia, to: 
reduce birth rate : 

· · · · : Initiate measures aimed 
alleviating social cost : 
'of adjustment on more 
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Madagascar 

FY88 Agricultural Export Liberalization Program 

['oGFRAHE 

GOAL MEASURES OF THE GOAL MEANS OF VRRIFICATION ASSUMPTIONS AND LINKAGES 

.--------~------------------------------------------------------.--------------------.----------------------------------------To increase 
rural incomes. 

-Increased farrogate prices. 
-Increased availability and 
purchase of incentive consumer 
goods in rural areas. 

-Improved h~using, nutrition 
and health status in rural 
areas. 

-Increased production of 
tradeable crops. 

-National income statistics. 
-Rural household income and 
expenditure survey. 

-Health, nutrition and 
mortality statistics. 

-Agricultural production 
statistics. 

-External markets for 
traditional and non
traditional agricultural 
exports remain stable or 
expand. 

-Transportation and 
infrastructure rehabili
tion programs continue. 

-No severe cyclones or 
droughts. 

-Known difficulties of 
the state banking system 
will not impede the 
activities of private 
operators in collection 
processing, transport 
and export of ago crops. 

-Collusion among above 
private operators will 
not prevent the trans
mission of higher border 
prices to producers. 



PURPOSE 

To reduce policy 
and procedural 
impediments to 
liberalized 
Malagasy external 
markets. 

}IkE LP LOGFRAHE 

END OF PROGRAM STATUS 

-Liberalized agricultural export 
markets for the principle export 
crops (coffee, cloves, pepper): 
1) free entry for private 

operators. 
2) differential between FOB 

export parity and farmgate 
prices reflect marginal cost 
of transport & processing. 

-Streamlined administrative 
procedures for all agricultural 
exports. 

-Continued operation of a market 
clearing foreign exchange 
allocation system. 

-Existence of a framework for 
continued discussions with the 
GORK on the implementation of 
agricultural market 
liberalization. 

KEANS OF VERIFICATION 

-Evaluations conducted to measure 
progress on following indicators: 
(1) share of export volume of 
tt'adi tional crops marketed by 
private operators has increased. 
(2) No. of private operators 
involved in export marketing has 
increased. 
(3) export volume of non
traditional crops has increased. 
(4) .time re1uired to process an 
export shipment has decreased. 

ASSUMPTIONS AND LINKAGES 

-sustained commitment to 
the policy reform program 
by the GORK. 

-Sufficient foreign 
exchange is available 
from GDRK and other 
donor contributions 
to finance imports. 

(5) No. of administrative approvals, 
clearances and fees for export 
transactions has decreased. 
(6) export guide has been published 
which provides a complete and concise 
summary of all export regulations in 
effect. 
(7) non-discriminatory access to 
foreign exchange under the OGL. 
(8) OGL system operates as planned witb 
respect to receipt of full amount of FX-
within the 6 day time period. 

-Central Bank reports. 
-Export and Customs statistics. 
-Rural household and income 
expenditure survey. 



OUTPUTS 

-Policy and 
procedural changes 
which facilitate 
exports. 

-Increased business 
and marketing 
skills of Malagasy 
entrepreneurs. 

-Strengthened 
insti tution for 
business 
training -
INSCAE. 

MAELP -- LOGFRAME 

MAGNITUDE OF OUTPUTS 

-Monopolies on export of 
at least two traditional 
crops ended. 

-Requirements for cards, 
licenses and/or prior 
authorizations for internal 
trade and export of agri
cultural products abolished. 

-E''Port guide published. 
-Free trade zones created. 

-30 participants receive 
specialized business training 
in U.S. of academic or 
practical(on-the-job) nature. 

-15 businesses receive T.A. 
in developing export 
marketing programs. 

-Minimum of 75 private 
entrepreneurs participate 
in business seminars at 
INSCAE. 

-MBA and part-time evening 

MEANS OF VERIFICATION 

-Official decrees. 
-Published reports. 
-Project evaluations. 

-Training completion 
reports. 

-Contractor's reports. 

business programs developed . -:-INSCAE.proRrambrochure~ 
as well as business English 
program. 

ASSUMPTIONS AND LINKAGES 

-Malagasy Parliament 
approves decrees for 
policy changes. 

-Malagasy entrepreneut:'s' 
willing and able to'. 
participate in train.ing. 

-4 faculty members and 
language training coordinator 
trained. -Training' 4:~~~et,i()ii::reP·~rts. 

-INSCAE Director visit to U.S. 
graduate business schools. 

-Minimum of 3 business 
seminars organized for 
private entrepreneurs. -seminar report. 



OUTPUTS 

-Recommendations 
for policy changes 
in rural input. 
financial and 
consumer goods 
markets needed to 
further the liberal
ization of rural 
agricultural market 
operations. 

INPUTS 

-Cash transfer 
-Training 
-Technical Assistance 
-Studies 
-Evaluation/Audit 
-other 

MAGNITUDE OF OUTPUTS 

-Minimum of 3 technical 
studies and 3 policy 
studies completed. 

-3 study tours and 
follow-on seminars. 

LEVELS 

$16.000 million 
$ 1.200 million 
$ 0.800 million 
$ 0.435 million 
$ 0.100 million 
$ 0.200 million 

MEANS OF VERIFICATION ASSUMPTIONS AND LINKAGES 

-Written reports. 

. ,- . -.,' 

.. -Participants reports. 

MEANS OF VERIFICATION 

-Project Implementation Reports. 
-Contractors Reports. 
-Study Documents. 
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SUBJECT: ECPR ~UID.MICE CABLE • MADAGA~CAR ECaNOMIC 
POLICY REfORM PROGRAM 1687'01021 

REf: (AI STATE 34024 fBI NAfROBI 1~644 

I. TNE SUBJECT PAAD liAS CHAIRED AND APPROVED BY OAA 
LARRY :;AI£R~ Oil JIIIIE I~ AIID AlTEllDID Bf AfR'PD. Af/l/OP. 
AfR/EA, IIfll/lR'~RD, frC/PB, AfR/EP~, AfR/DP'PAII, :TAIE 
ER/lfD/DUf. GC'AH AIIO oOlIllA ~hurrER Of 
OARIMAOAGA~CAR. tHl fDllDllltI~ lCPR ~UIDAIICE 15 PROVIDED 
BEl 01/. 
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MIS~ION PLAfi TO PROVIDE ADDIIIOIIAl ~"PPORI III FY a9 10 
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PAAD SHOULD CLEARLf REfLECT IHE 9H'~9111~ NAIURE Of THE 
PROGRAM. ECPR flOTED IHAT ADDITIONAL fUtiolfiG fOR THE 
PROGRAM IN fY 89 IIllL REaUIRE AN AMENDMENT TO THE PAAD. 
I1ISSION HOIlEVER ~HOULO NOT NEGOTIAIE OR PRO~R_M fy 89 
PROGRAM FUIIDS UNTIL SUCH TIME AS THE INTERIM [VALUATION 

II SSlflED 

(SCHEDULED fOR OCTOBER 19691 HAS BEEN COfiOUCTEO AND CAN 
CONfiRM THAT THE PROGRAM 15 ACHIEVING POLICY REFORn 
OBJECTlVE~. A:;:;UMIN~ THAT AN tY 89 INCREASE IS 
AUTHORIZED, THE PAAO IIllL PROBABLY REQUIRE HEll 
CONDITION~ PRECED[flT OR COVEN~NI~. OR flN£ TUfllNG Of 
EAISTING CoIIDIlIO": PRECEoENI MID COVENANT:. IN TdlS 
REG~AD. [CPR SUGGESTED TIIAI MISSIOII MI~HI III~H 10 
CON~IDER BRor,DEIIING OUT-YEIIR COIIDITIONALITY IN THE PAAD 
TO INCLUDE OTHER TRADI TlOIlAL DPORT CROP •. 

l. CONOIlIONS PRECEOENT: ECPR AECOMMU;OEO THAT CP TO 
DISBURSEMENT Of fiRST DOL S B MIUIOII TAANCHE III. IE 
REVISED TO REQUIRE TH~I IHE ~ORH PROVIDE EVIOENCE THAT 

IT.~ ~~RRllP_O.UUI!LL0l.LOI/ING:.,_ 

I. ON THE BASIS Of PRIOR DISCUSS'IDNS AND AGR[[/1ENT VITH 
A.I.O., OPENED EXPORT MARKET'NG Of THE TRADITIONAL 
EXPORT CROPS ICOH£[, CLOVE: AND PEPPERI TO THE PRIVATE 
SECTOR AND CONTINUES TO PERMIT PRIVATE OPERATORS TO 
OPERATE ON AN EQU~L BASIS WITH PUBLIC SECTOR fiRMS; 

II. INSTITUTED THE OGl OR AN AGREED ALTERNATIVE SY$TEn 

STAn·20m4 ANNEX D 

III. SUBMITTU A UTTER 10 USAID WHICH OUTliNES THE 
GDRM'S PAOPO,ED SCMUlJlE fOR M[[II',G THE COIIOIIIOIlS 
PRECEDENT 10 liE SlCtlIID DISUUR~EMENT. 

AS PROPOSED BY AfDSOtiSA AND A~R[[O TO BY THE MISSION,. 
COIIDIlIOIl 11111 HA~ Iliftl INCLUDED ~: A CP Tv 1IIIIIAl 
DISBURSEMENT. 

4. DOLLAR TR~'N~: !T11£ [CPR DETERMIlIED THAT THE 
PROJECT N[[O NOT TAACK l!E OOlLMRS; AIIO THERHORE, A 
SEPARATE OOllAi ACCDu,n ,~ NOI REQUIRED. FYI: UIIDER 
CURRENT DRAfT BURHU GUltDllCE. IRAnlllG Of OOLLARS IS 
NOT REQUIREO U1II)lA IHE DlvElOPMEHI fUIiD fOR AfRICA tOfAI 
PROGRAM AND. IHEAHORE. :IIOULD 1101 BE lRACKED UIIDER THIS 
PROJECT. THI: DEJ[AMINAliOli, HOIIE~ER. IS SUBJECT TO 
CHANGE AS AGEIIC' POlIC~ 111 THI: REtARO IS CURRENIlY 
UllorA REVIEII. ON IHE Oll£R HAND. IHE U~E or LOtAL 
CURRENty :HOUIO Ef IUAC~ro IIiIDER IH PROJECT. [CPR 
RECOMMEIID~ IH~I fUll AMOIIIl LOC~L tURREIICt BE GEIIERATED 
IMI1EDIAlfl Y fO, LOUIN~ OOILAR REUII~E If THI: IS IIITHIN 
THE CAPACITY Of ~ORM AND COII~I~T£NI IIITH GORM 
RHUIAIIOII:/LMI/~. If 110.'. LOCAL ~IIIERATlOIl ~HOULD BE 
TltD TO A PERtEIII~~E Of ~~E OPElI GIIIEAAL LICEN:IIIG IOGll 
SYSTEM fOR 1/1~ORI~. UNIdR THIS lAIlEA srCOIID·BEST 

ARRANGEMENT. fUll AMOUNT Of LOCAL CURAEIICY SHOULD IE 
GENERAIED ON _ PERIODIC fA~I: II11H IHE fIA,I PAYMENT 
PIIOVIDEO .fHA I"AIE MOII~H: AIID :UI~[lJuENI rAf/lflITS £lCH 
MONIH THEREAflER 

~. MANM~lMEIII: A'. 11011] DIIRIII~ I~E P~IP AfVIEIi PER REr 
A, PMR~ '. EC~R MMAIII~ :01l(ERIIEO IBOIII MI:.IOM CAPACITY 
TO nMIIAI,E THE PII()PO~ID KlIlYITY. IT WM~ NOlfD THAT ;HE 
PRIM~RY RE:iPOII~161lITt flR IHE 1liITIMl IIiO-IHR 
I1ANAGE/1l1ll Of lHE PROGR"' IIIlL Rl:;1 IIITH A PER:OIIAL 
SERVICES CONTRAC.t(;l;/ICOItJI1IST IIHO IS YET TO DE 
RECRuITED. ECP~ RECOMMEIOS THAI I~E MI~SIOH nONITOR 
CAREfULI Y In C.ArAC I" lJ MkNAGE Th I S PROGRAn. If 
I1ANAGEMENT BURDEll 'NTEII~rl(S BEYO~O MISSION AIlllTY TO 
SERVICE THE PP()('UM REQU';EIIENI~ A~ CU~RENTl Y 
STRUCTURED, MI::ION IS PKOURA~ED 10 :EtK II_YS TO "DOlfY 
Ir.l'l£I1ENTATICI/I ARA~Nmreus 

,. PROJECT TITLE: ECPR RECOMMENDED THAI THE SUUECT 
PROJJCT TITlE BE CH_NGEO TO AEflfCI THE SECTORAL NATURE 
Df THIS OrA PROGRAM RATtell THAN or THE I1ACROECONDIUC 
fOCUS IIIPlIED BY CURREN! IITLE. 

l. THE ABOvE REVI:IONS ~RE BEING IIICORPORATEO IIITO THE 
'AAO IN AID/II. REooE:T 'IIS:IOH COhCURAEHCE IIITII AIOVE 
'ROPOSED REVI:IDHS. 

I. THE AUTIIORIZAT IOH P.ctlAGE AND ell IIILL IE PRE PAlE 0 II 
110'-"_ 

:. AIOIV VILL PROCEEO·lD AUTHORIZATION \/HEll PAAG AND 
IUTKORIZATlOII PACKAGE Cll'l£rE. SHULTZ 

TO ALLOCATE FOREIGN EXCHANGE IN AN OPEN AND 
"ARKET'CLEARING MANNER; AND UNCLASSIFIED 

l~ 
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F.O. 12356: N/A 

~UEJFCT: ECPR GUIDANCE CABLE - MADAGASCAR PAIP 

FEr: ~AIRO~I 40874 

1. THE ECPR FOR THF SUBJECT P~OGRAM WAS CHAiRED ]1 
AA/AFR LARRY SAIERS ON JANUARY 14, 1988 AND ATTENDF.D ]Y 
ArR/PD, AFR/DP, AFR/EA, GC/AFR, AFR/TR, PPC/EA, 
STATE/A E AN DONNA STAUFFER OF AID/MADAGASCAR. THt 
FOLLOWIN rrUIDANCE IS PROVIDED FOR THE PAAD DESIG~. 

2. PROG~AM PURPOSE AND FOCUS: THE ECPR NOTED THE 
PRO~~A~ PURPOSB IS UNCLEAR AND NEEDS TO BE BiTTER 
DE~INED AVD FOCUS~D. OF T¥.E FOUR POTENTIAL RErORM AREAS 
DISCUSSED IN TEE PAIP, ECPR ~~COMMENDS MISSION FOCUS O~ 
AGRrCULTn~AL LIBERtLIZATION AND, PERHAPS, POPULATION POLICY 
TO RE'CONSISTE~T WITH THE CU~RENT A.I.D. STRATEGY ~OR 
MADA~ASC~R. SINCr. THIS PROGRAM WILL BE FUNDF.D FROM THE 
NEW DEVE10PMENT FUND FOR AFRI~A (DFA) INCLUDED IN THE FY 
1988 CONTINUING RESOLUTION, THE PAAD MUST CL~ARLY 

DFMO~STRAT~ HOW TijE THIS PROGRAM AND ITS POLICY REFORM 
AG!~DA WILL ACCOMPLISH DEVFLOPMENT PURPOSES. TH! ECPR 
EXPECTS TRE PAAD PURPOSE TO PE CONSISTE~T WITH TqE 
~ADAGASCA~ PROGRA~ STRATEGY AS APP~OVED AFTER THE 
FF~RTmFY 29, 1989 REVIEW. 

3. nPEN GFNERAL LICENSING SYSTEM (OGL)i AS NOTED 
A]OV~, T~E ECPR BELIEVES THAT THE P~OGRAM S~OUtD SUPPORT 
SP~CIFIC S~CTORftL FEFOR~S. THE OGL SHOULD F~ VIEW~D AS 
TqF P~O'RAM'S DIS~URSIN~ M~CHANISM; AND NOT !E REGARDED 
A~ T~E PQIMA~Y REFORM SOUGnT BY TEB PROGRAM (ALTHOUGH 
A.I.U'~ ASSISTANCE WILL HAVE THE EFFECT OF SUPPO~TING 
THF OGL AS ~ELL). THE PAAD SHOULD, ~owEV~~, DESCRIEE 
HO~ THE O~t's SUPFORT FOR FORBIGN EXCP~NG~ ANn IMPORT 
LI~EPALI7ATION ARI IMPORTA~T TO THE SryCCYSS OF THE 
PROGRM~'S PTTHPOS'E AND SPECIFIC POLIC! RFFOR.., AG'tfNDA. 

4. ~O~LIN~ DtSIGN: THE F.CPR DOES NOT APPROVE T~E 
OPVN"E~D~r ROLLI~G D~SIGN pVOCYSS PPOPO~~D IN THE p~rp 
WH~P.'SF.~· TF.? (lLICY RF.FORM /lGE~DA ~,'onLD 'BE MODIFIED (IN 
PA~D A~EN~~E TS) IN YEARS TWO AND THREE TO nYFLECT 
Pl>OGRFSS ~hDE IN mHE YEAR. I~ THE MISSIO~~ ~'ANTS 
A~PROV/11 O~ A 3 YEAll 'PROGRM!, THE PAAD SHOT'T.D SET ~ORTR 
A CLfAR STATEMENT OF POLICY REFORM OBJECTIVES AND YEARLY 

ANNEX D 
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~ENCEMAR!S TO MEASURE PROGRAM PERFORMANCE, AND PROVIDE A 
FIRM FUNDING LEVEL FOR ALL YEARS. SPECIFIC BENCHMARlS 
FOR POLICY REFORM MEASURES TO BE SUPPORTED IN Y~ARS 2 
AND 3 COULD BE MODIFIED, AS LO~G AS THE OVERALL 
OBJECTIVE OF THE PROGRAM REMAINED THE SAME. FUNDING FOR 
YEARS 2.AND 3 WOULD BE AUTHORIZED IN PAAD FACESHEFT 
AMENDMENTS. 

5. PROGRAM TRANCHING: IN VIEW OF THE UNCERTAINTY 
REGARDING THE GDRM'S CONTINUED COMMITMENT TO THE OVERALL 
LIBERALIZATION PROGRAM, ECPR CONCURS WITH REDSO 
SUGGESTION PER REFTEL THAT PERFORMANCE ON THE AEPRP BE 
CAREFULLY MONITORED. TRANCHING DISBURSFMFNTS, INCLUDING 
FIRST YEAR LEVELS IF APPROPRIATE, WITH A PROGRAM REVIEW 
AT EACH STAGE, IS ON~ WAY TO DO THIS. Wt ARE OPEN TO 
~THER APPROACHES. FYI: THE BUREAU SEES NO COMPELLING 
NFFn FOR EARLY DISBURSEMENT IN ORDER TO SUPPLY T~E OGL, . 
GIVEN IBBD ASSURANCES ON INITIAL AVAILABILITY OF FUNDS. 
END :FYI. 

6. CONDITIONALITY: THE BUREAU WOULD LI~E TOU TO 
CONSIDER A SOMEWHAT MORE FLEXIBLE APPROACH THAN WE HAV~ 
USED IN OTHER AEPP.P'S IN THE PAST. THIS APPROACH WOULD 
AVOID ~YING DISPUBSEMENT IRREVOCABLY TO A S~ECIFIED 
POLICY MEASURE WHICH MAY OR MAY NOT TURN OUT TO ]E 

.A CEI F.V ABL E, AND H' SrrEAlJ, EMPHA SI ZE REFOR M OB J'ECTI VES • 
ECPR SUGGESTS YOU CONSIDER THE FOLLO~ING: . 

A. D~FINE A SET OF REFORM OBJECTIVES (E.G., FOR 
AGRICULTURE LIBERALIZATION, TO INCREASE THE VOLUME OF 
DO~ESTIC MAR~ET!NG BY THE PRIVATE SECTOR; TO IMPROVE 
AVAILA]ILITY OF INPUTS); 

B. DEFINE POTENTIALLY ACHIEVABLE BUT ILLUSTRATIV~ 
]INCEMARG.S FOR EACH OBJECTIVr (E.G. RF:DUCTION IN IHlM]ER 
or RURAL ROAD~LOC~S; INCREASE IN REGIONAL CONSUMER PRICE 
DIFFERENTIALS; OVERA!,L REDUCTION IN CO,,'r--;ODITY PRICF. 
LEVEL; INCREASE IN NUMEER OF PRIVATE TRADERS; PERCENTAGE 
INCR!ASE IN INPUT SAL 'ES); 

.' 

C. HT ILD I NT('I THE DES IGN A p..~O~lI'J'ORI NG 5 TS TF.M TO A ~S ESS 
PROG!RSS TOWARD T~F OBJECTIVE AFTER A SPiClf!ED TIME 
PHnOD (r.G. 6,9, 12 MONTHS). IF THE EFNC!ft'1AR~.S AR1' 
AC~IrvrD, rIME. I~ ~OT, T~E MONIORING PROCFSS SSO~LD 
ELUCIDATE WHY THROUGH A JOINT AID/GD~~ RFVI!W OF 
RELEVANT rVIDENCE AND rATA. TBE PURPOSE OF ASSESSMfNT 
IS TO DECIDE WEETPER SUFFICI~~T PRO~~ESS HAS BEFN ~ADF 
T01~A ~D TO. E 0 P.JECT I V E, O~ ',1J~ETH ER TH ~RE IS RFA SON TO ~OLD 

•• '... •• 0,\ 
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UP THE NEXT PLANNr.D D!SBUR~FMENT. ]r.NCHMAR~S MAT ~E 
MODIFIED~ EUT THE OBJECTIVES TREMSELVES SHOrytD ]E ijELD 
TO FIRMLI. 

7. SPECIAL ACCOUNT: ALTHOUGH THE DFA DOES NOT REQUIRE 
TH'E ESTABLISHMENT Of A SPECIAL ACCOUNT FOR THE TttAC(ING 
OF DOLLARS, THE A~oICA BUREAU IS PREPARING GUIDANC~ 
CONCERNIN~ SPECIAL ACCOUNT AND TRACKING PROCFDURBS TO BE 
FOLLO~ED IN ONNECTION WITH DFAFUNDED ACTIVITIES. TEE 
MISSION WILL BE ADVISED OF SUCH PROCFDURES BY SEPTEL. 

S. SECTION 110 CONT~IBUTION REQUIREMENT: SINCE THE 
SryCCFSSFqL OPERATION OF THJ OGL IS ASSUMED TO BE 
IMPORTAN~ TO THE A~TAINMENT OF THE PROGRA~'S SPECI~IC 
SECTORAL RI'FORM GOALS, AND THUS PART OF T~E OVF:RALL 
ACTIVITY SUfPORTED BY T~E ~ROGR.AM, GC/AFR BELIEVES THAT 
THE PROPOSED CONTRIBUTIONS BY THE GDRM TO THE OGL WOULD 
SA"ISFY T~E HOST COUNTRY CONTRIBUTION REQUIREMENT OF FAA 
SECTION 110. THE PAAD SHOULD DEMONSTRATE THE LIN~AGES 
Bl~WFE~ THE OGL AND ~HE PROGRAM'S SPECIFIC SECTORAL 
REFORM GOALS AND A.I.D. MUST RECEIVE THE ASSURANCE OF 
TEl GDRM THAT IT INTENDS TO CONTBIBUTE SUCH FUNDS 'BFORE 
A.I.D. MAY OBLIGATE THE GRANT. 

9. MISSIONMAN!GEMENT CAPACITY: ECPR EXPRESSED CONCERN 
THAT MISSION MANAGEMENT OF THIS PROJECT AT C~RRENT 
STAFFING LEVEL WOULD NOT IE ADEQUATE FOR PROJECT 
IMPLEMENTATION. WHILE THE PAAD WOULD ALLOW FOR 
FLEXIDILITY IN THE POLICY DIALOGUE AND IN LOCAL CURRENCY 
PROGRAMMING, HIS VERY FLEXIBILITY WILL IMPOSE STRINGENT 
DE~ANDS ON THE MISSION IN TERMS OF ANALYTICAL AND 
IMPL EM ENTATION CAPAC ITY • AID/,*, WILL STR IVE TO H! SURE 
THE EARLIEST ARRIVAL OF A PROGRAM ECONOMIST TO GUIDE AND 
IMPLEMENT THIS PROGRAM. 

10. EFFECTS OF POLICY REFORM ON HUMAN WELFARE AND THE 
INVIRON~ENT: THE~E IS GROWING DONOR CONCERN FOR THE 
SOCIAL IMPACT OF THE STRUCTURAL ADJUSTMENT PROCESS. THE 
WORLD BANK HAS EMPHASIZED THAT MADAGASCAR AND THE DONOR 
COMMUNITY SHOULD STEPUP EFFORTS TO SOFTEN THE IMPACT OF 
ECONOMIC ADJUSTMENT ON THE POOREST AND MOST VULNERABLE 
GROUPS OF SOCIETY. HE HOUSE APPROPRIATIONS COMMITTEE 
HAS RAISED SPECIFIC CONCERNS REGARDING THE NEED TO 
SAFEGUARD HUMAN WELFARE AND LONG TERM ENVIRONMENTAL 
INTE~ESTS AS PART OF ANY PROG~AM OF POLICY REFORM, AND 
A.I.D. HAS BEEN ASKED TO REPORT TO CONGRESS HOW WE'HAVE 
RESPONDED TO THESE CONCERNS. THE PAAD SHOULD IDENTIFY 
POTENTIAL NEGATIVE EFFECTS OF THE EPRP ON HUMAN WELFARE 
AND THE ENVIRONMENT AND RECO~M!ND STEPS WHICH CAN ~E OR 
ARJ BEING TA~EN TO MITIGATE THESt PROBLEMS. 

11. EVALUATION: THE BUREAU IS PLACING INCREASZD 
FMPHASIS ON BVALUATION OF POLICY REFORM EFFORTS. IT IS 
IMPORTANT THAT WE MEASURE PROGRESS AND IMPACT OF THESE 
REFORM EFFORTS. CONSEQUEWfLY, MONITORING AND EVALUATION 
PLANS SHOULD BE INCORPORATED IN THE PAAD, INCLUDING A 
EUtGET TO PROVIDE SUFFICIENT FINANCIAL SUPPORT TO 
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MONITORING AND EVALUATION DURING THE COURSE OF 
IMPLFMENTATION OF THE PROGRAM. GIVEN OU~ RATHER FOCUSED 
O~JECTIVES IN MADAGASCAR ON INCREASING RICE PRODUCTION 
AND RURAL INCOME, THE ~lISSION MAY WANT TO EXPAND THIS 
EVALUATION'EFFORT TO EXPLORE OVERALL COUNTRY PROGRAM 
IMPACT, NOT JUST IMPACT UNDER THIS AEPRP. 

12. STUDIES: THE IMF AND WORLD BANK STUDIES WHICH ARE 
CURRENTLY UNDERWAY WOULD PROVIDE AN ADEQUATE BASIS FOR 
DESIGNING TH~ PAAD. F.OWEVER, AS NOTED IN REF ABOVE, TO 
RELY ON THESE STUDIES COULD DELAY THE PAAD DE~!GN IN THE 
EVENT THE GDRM DOES NOT ADHE~E TO THE IMF/IBRD TIMR.TABLE 
FOR COMPLETING THEM. 

13. LOCAL CORRENCY UTILIZATION: ECPR SUPPORTS THE PAIP 
~ECOt-'l1ENDATIO~'S THAT EPRP LOCAL CURRENCY GENERATIONS BE 
PRuGHAMMED AS BUDGET SUPPORT IN VIEW OF THE MANAGEMENT 
IMPLICATIONS OF CONTINUING TO PROJECTIZE GENERATIONS. 
SUCH PROGRAMMING SHOULD BE CONSISTENT WITH A MORE 
SPECIFIC PROGRAM FOCUS (PER PARA 2). . 

14. TECHNICAL ASSISTANCE/TRAINING COMPONENT: THE ECPR 
BELIEVES THAT THE PORTION OF THE PROGRAM INVOLVING TA, 
TRAI NI N~ Arm STUD Irs SHOULD BE DES IGNED AS A ,QUOTE 
PROJECT UNQUOTE I~ ACCORDANCE WITH HANDBOO~ 3. THE 
NECE~SA~Y DOCUMENTATION MAY 3E INCLUDFD AS PART OF THE 
PAAD AND AUTHORIZATION OF THF NON-PROJECT AND PROJECT 
COMPONENTS OF THIS ACTIVITY MANY OCCUR AT THE SAME TIME. 

15. :INITIAL ENVIRONMENTAL EXAMINATION (lEE): THE lEE 
FOF THIS PROGRAM HAS BEEN APPROVED EY THE EUREAU 
ENVIRONMENTAL OFFICER. SHULTZ 
ET 
#4024 
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Annex E 

HUMAN WELJ'AR E AND ENVIRONK:mT .. 

A. HUMAN WELFARE 

At a recent (March 88) United Nations conference on the "Human Dimensions of 
Africa's Ebonomic Recovery and Development" the situation of Madagascar was presented as 
a case in pOint. 

In fact, however, the situation in Madagascar is somewhat unique and filled with 
seeming contradictions. The island's productive potential is quite high, and unde~ 
systems of intensive cultivation of rice and other crops it could easily support a 
significantly greater population. (In fact higher population densities are needed in 
some areas to provide the labor force that more intensive irrigated rice cultivation 
demands. ) 

Madagascar's problems on the human welfare dimension stem from the conjuncture of 
several adverse economic and social trends. First, are past economic and administrative 
policies that greatly reduced economic efficiencies and production incentives. Once 
self-sufficient in food production, Madagascar now imports its staple - rice. EXports 
of the crops that most effect small producer's incomes suffered large drops: from 1970 
to 1985, exports of coffee dropped from 51,956 tons to 44,780 tons; of rice from 67,923 
tons to 0 tons, of pepper from 2,227 tons to 2,610 tons, and of meat and conserves from 
9,616 tons to 1,010 tons. In addition to production declines, Madagascar h&s been 
effected by falling prices for its commodity exports, and generally rising prices for 
its imports. Gover~~ent expenditures for social services in the face of austerity 
measures could not be increased to match population growth, resulting in a decline in 
the quality and availability of services. 

EVidence that the problem exists in the administration of the economy and not at 
the producer level is the fact that Madagascar is one of the few countries where more 
people leave urban areas than flow to them in times of economic difficulty (8 generally 
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2:1 proportion). The reason is that there is subsistence potential in rural areas at 
times when there is neither employment nor alternative sources of support in urban 
areas. When to this is added the fact that on average it costs three times more for a 
family to live in an urban than in a rural area, the direction of migration is easily 
understandable. 

However, although rural areas are productive, they, too, are now under pressure. 
The amount of land available per capita for producers decreases annually due to high 
population growth and loss to erosion. At the same time, the material and labor inputs 
and technical knowledge required for more intensive production are not in place and will 
take time to be effectively established. 

To the above two problems one must add the periodic, though generally localized, 
natural disasters that have chronically placed the population at risk (e.g. drought, 
especially in the south, and cyclones in general). Urban migration generally seems to 
stem from such natural catastrophies as well as from personal catastrophies of which 
(for women and their children) divorce and widowhood are among the most prominent. 

It is upon this reality that the effects of structural adjustment are imposed, 
including a substantial decrease in effective public spending per capita in critical 
areas of health, education, infrastructure etc., and devaluations that have reduced the 
effective non-agricultural minimal wage by 36% and civil servant wages by 60% over the 
last seven years. Since these t'tlO categories make up a rna,jori ty of urban populations, 
their reduced purchasing power has not only decreased the goods and services at their 
disposal, but has in turn reduced internal markets for rural producers. 

The above factors correlate with disturbing social statistics. Mortality in child 
birth has increased 400% from 1978-1984. While the number of students has increased 
with population, the number passing exams at all levels has fallen by 25% and more. 
Child malnutrition, depending on the season, seems to be on a steady increase of 5-10% a 
year. Not surprisingly, there has been a corresponding rise in mortality in all 
categories of disease - respiratory, intestinal, parasitic - due both to reduced care 
and to reduced resistance, although attribution of cause between these factors is 
difficult to assess. 

It is almost a tautology to say that in hard times the most marginal suffer most 
since the very reason they are marginal is that they lack economic, social or political 
resources to mobilize to meet their needs. Logically, it follows that increasing the 
resources of these people is the key to any long term improvement in their situations. 
The sad fact is that structural adjustment programs to date have concentrated mainly on 
the macro-economic goal of getting the economy back in order rather than on the more 
complex and often more pol:. tically charged question (both nationally and between 
borrowers and lenner8) of who is going to pay the price of reform and who is ultimately 
going to benefit most from it. In the case of Madagascar, for example, funding has been 
provided to increase the number of physicians, while funds for providing them with the 
minimally necessary supplies to work have gone down. Thus, macro-economic structural 
adjustments at the level of the public budget do not appear to have been accompanied by 
much if any strategic thinking as to exactly how to reorder public spending priorities 
and to distribute expenditure cuts. 



It would be foolish to think that the MAELPby itself is going to be a major 
factor in reorienting the way structural adjustment and policy reform is carried out. 
However, it certainly can begin to demonstrate a concern for the social and human 
consequences of the policy reform proc~ss, not only in terms of what is presently 
happening but also in shaping how things will look after the economy is properly 
reconstituted. In two ways the MEPRP reflects such concerns. First, despite the 
ultimate importance of rice to the national economy, the program has decided to address 
the improvement in efficiency of agricu:~tual export markets. Rapid rises in rice prices 
without specific actions to provide su.all and marginal farmers(who are often net buyers 
of rice, and thus are hurt by rice price increases) with the capability to respond, 
would almost certainly result in an appreciation of land value, and raise the prospect 
that these farmers would be forced off the land by landowners or more efficient farmers 
with access to modern inputs. To some extent this phenomenon is inevitable, but its 
effects can be mitigated if price rises are coordinated with the introduction of needed 
goods and services, as for example, through the creation of responsive rural financial 
institutions. (The MEPRP provides funds to examine the question of rural financial 
services.) For these reasons a "go slow on rice" strategy really does make sense. 

The export crop sector, at least initially, offers a greater chance than does the 
rice sector for increasing production and rural incomes without negative consequences on 
marginal producers, while presenting a good opportunity for small producers to 
participate. This is due to the fact that marginal people are not net buyers of these 
crops. The history of colonial times demonstrates that tr.e small plantation production 
that is likely to arise is not incompatible with small producer activities in the same 
domains. (An example, in fact, now exists in increasing grape production both on 
plantation style operations and neighboring small plots.) 

B. ENVIRONNENT 

The severe nature of environmental degradation in Madagascar has long been 
recognized, and in particular the massive deforestation due to slash and burn 
agriculture. In the 1914 French "Bulletin Economique de Madagascar", L. Caltie wrote: 

"It is our opinion that the practice of "Tavy" (slash and burn agriculture) should be 
completely outlawed and suppressed by whatever means possible. It is incontestable that 
this practice, even when it provides two successive harvests is anti-economic". 

In fact, it is not slash and burn agriculture per se that causes degradation, but the 
fact that increasing population pressure has over time resulted in shorter and shorter 
periods of rotation and decreasing land fertility, to the point that new forest land is 
burnt rather than recycling secondary growth areas. Regardless of the primary factor, 
however, the hard fact remains that despite desires and attempts to do so, even the 
colonial authorities were unable to suppress the practice, which provides the principal 
means of subsistence for a substantial portion of the popUlation. While one can project 
that the system will eventuallY burn itself out, those who depend on tavy will continue 
to engage in it until they find alternative sources of revenue or subsistence. 

Practically speaking, the only solution to environmental degradation resulting 
from slash and burn agriculture is to make the existing areas used for agricultural 
production more productive on a sustainable basis. This solution would almost certainly 
require the introduction of more permanent tree crops, such as coffee, cloves, and 



vanilla which are among Madagascar's major exports. Such crops give value to protection 
of the land, and even now one can find people who have given up "tavy" on land above 
tree crops precisely for fear of not being able to control the burn and possibly 
damaging their tree crops. 

Theoretically speaking, therefore, increased export markets for such tree crops 
and a resulting expansion in agricultural areas under their production should be 
beneficial to environmental preservation or environmentally neutral. The same might not 
in fact be true for very rapid increases in rice or other annual crop production, 
especially if in response to a significant market boom. If increased prices encouraged 
an extension of non-tree crop production onto laarginal lands, the impact in terms of 
environmental degradation could be highly negative. Those without basin land for rice 
production would be most likely driven to try to increase hill rice production through 
slash and burn for the ~ake of quick if unsustainable profit. The eventual creation of 
a labor intensive irrigated rice production system would present an attractive 
alternative to slash and burn; however, such a system is not quickly achievable, and 
the area of forest remaining is lLuited. An alternative solution would be for the 
government to introduce poliCies which raise the private costs of cultivating marginal 
lands to cover social costs, for example by introducing high land taxes or fines for 
forest clearing; however, the government's capacity to enforce such poliCies remains 
limited, and therefore such an approach is unlikely to achieve the desired effect in the 
near future. 

Despite the attractiveness of increased export tree crop production 
environmentally, one strong cautionary note needs to be made. While lands planted with 
tree crops are protected, past experience in Madagascar has been that in areas where 
large export crop plantations were created, and in the process pushed people from the 
land, those displaced populations then turned to increased hill side cultivation. The 
possibility of such a reoccurrance is a strong argument why, in addition to the question 
of equity, ~t is ~nvifonmentally im~ortant th~t a ~trat~gy to assist export crop 
prodaction be particu arly concernea that small and medlum producers ar~ given access to 
new technologies and markets. At present, almost all export crop production is in the 
hands of these producers, since the old plantation system was largely destroyed during 
the 1970's. However, donor and government action in the future will be critical 
determinants of what form a revitalized export crop production system takes. The donors 
should be prepared to assist the GDRM in preparing policies and plans for rational land 
use. The Ehvironmental Action Plan, which will soon be completed with the assistance of 
USAID, the Swiss and the World Bank, is a major step in the direction of addressing 
environmental concerns in the development process in Madagascar. 
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projectc~~ritry: Madagascar 
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Environmental Action'ReCOmmended: categorical EXic1u~fon 

Discussion: The proposed Madagascar Economic Policy Reform Program meets 
the criteria for Categorical Exclusion under section 216.2(c) of 
Regulation 16. A cash grant of *15.0 million will be provided to support 
the Government of Madagascar's reform of the foreign exchange allocation 
system and will be used to finance imports under an open general 
licensing system. The use of cash grant funds is not tied to either 
specific commodities or a specifically identifiable project and thus may 
be considered as an -Action which does not have an effect on the natural 
or physical environment-. This, according to section 2l6.2(c)(l)(i), is 
a criterion for categorical exclusion. The balance of program funding, 
$2.0 mi~lion, will be used to finance technical services, studies and 
training in support of policy reform measures. This portion of the grant 
meets the criteria for categorical exclusion provided in Section 
216.2(c)(2)(xiv). 
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ANNEX F 

Implementation Schedul~ 

REDSO/ESA PAAD Review 
Submission of PAAD to A.I.D./W 
A.I.D/W PAAD approval 
Grant Agreement Signed 
Advertise PSC Economist Position 
First Tranche Released 
Issue PIOIT for Baseline Survey Design 
Issue PIOIT for Training Contractor 
Advertise FRP for Training Contractor 
IQC Work Order for Baseline Survey 

Design 
Review applications for PSC Economist 
Baseline Survey Design begins 
Negotiate Economist PSC 
Review Responses to Training RFP 
Issue PIOIT & RFP for Baseline Survey 
Negotiate Training Contract 
Baseline Survey Begins 
PSC Economist Arrives 
Develop Training Plan 
Develop Program of T.A. for Exporters 
PIOIT and IQC Work ordet' for Study Tour 

on Coffee Marketing 
INSCAE Director to u.S. 
Issue PIOIT for macro-economist visit 
Prepare Grant to lEse for T.A. for 

Exporters 
Study Tour on Coffee Marketing 
Develop Studies Agenda 
Prepare SOW for Assessment of CPs 
IQC Work Order for macro-economist visit 
Finalize Plan for INSCAE strengthening 
Workshop on Coffee Marketing 

alternatives 
Macro-economist visit 
Assessment of CPs for 2nd Tranche 

release 
Prepare SOW for first policy study & 

first technical study 
Candidate Selection for first trainees 
Advertise RFP for first policy study 
Issue IQC order for first technical 

study 
Review Responses to RFP for policy 

study 
First Technical Study begins 
First training participants to u.S. 
Negotiate contract for first policy 

study 
First Policy study begins 

Timing 

5/88 
5/88 
6/88 
7188 
7/88 
7/88 
7/88 
8/88 
8/88 

8/88 
8/88 
9/88 
9/88 
9/88 
9/88 

10/88 
10/88 
11188 
11/88 
11-12188 

11/88 
12188 
12188 

12188 
01/89 
01/89 
01/89 
01/89 
01/£019 

02189 
02189 

02189 
03/89 
03/89 
03/89· 
04/89 

04/89 

05/89 
06/89 
06/89 

06/89 
07/89 

Responsible Party 

REDSO/ESA 
USAID 
AID/W 
AA/AFR 
Contracting Off. 
AID/W 
USAID 
USAID 
Contracting Off. 

Contracting Off. 
Evaluation Comm. 
IQC Contractor 
Contracting Off. 
Evaluation Comm. 
USAID 
Contracting Off. 
Contractor 
Contractor 
USAID/GDRM/Cont. 
USAID 

USAID 
Contractor 
USAID 

USAID/Cont. 
Contractor 
USAID/GDRM 
USAID 
contracting 
Contractor' 

Off. 

Off. 

Contracto; 'INSCAE 
IQC Contractor 

REDSOIContractor 
AID/W 
USAID/GDRM 
Contractor/INSCAE 
Contracting Off. 

Contracting Off. 

Evaluation Comm. 
Contractor 
Contractor 

Contracting Off. 
Contractor 

3~ I 



Activity 

PIO/T for design of 2nd policy study 
Disseminate results of technical study 
IQC order for 2nd policy study design 
Plan second study tour 
~eminar on results of 1st policy study 
IQC work order for financial review 
Design of second policy study begins 
Financial Review 
Advertise RFP for second policy study 
Candidate selection for 2nd group 
Review responses to RFP for 2nd policy 

study 
Mid-Term Evaluation 
Negotiate Contract for 2nd policy study 
Second study tour 
Second policy study initiated 
Second group of participants to U.S. 
Workshop on second study tour 
T for macro-economist 2nd visit 
Seminar on results of 2nd policy study 
work order for macro-economist 
Candidate Selection for 3rd group 
Macro-Economist 2nd visit 
PIO/T for design of 3rd policy study 
PIO/T for 2nd technical study 
IQC work order for design of 3rd policy 

study 
IQC work order for 2nd technical study 
Design of 3rd policy study 
3rd group of participants to U.S. 
2nd technical study initiated 
Advertise RFP for 3rd policy study 
Plan third study tour 
Review responses to RFP for 3rd 

policy study 
Negotiate contract for 3rd policy study 
Candidate selection for final group 
Third study tour 
Initiate third policy study 
Workshop on third study tour 
PSC Economist Departs 
Seminar on results of 3rd policy study 
PIO/T for final macro-economist visit 
Final participants to U.S. 
IQC work order for final macro-economist 
visit 
Final macro-economist visit 
Prepare PIO/T for final ~valuation 
PIO/T for final financial review 
IQC work order for financial review 
Advertise RFP for evaluation 
Financial Review 
Review response to RFP/select PSCs 
PACD 
Final Evaluation 

Timing 

07/89 
08/89 
08/89 
08/89 
08/89 
09/89 
09/89 
10/89 
11/89 
11/89 

12189 
11/89 
12189 
12189 
01/90 
01/90 
02190 
02190 
03/90 
03/90 
03/90 
04/90 
04/90 
05/90 

05/90 
06/90 
06/90 
06/90 
07/90 
07/90 
08/90 

08/90 
09/90 
09/90 
10/90 
10/90 
11/90 
11/90 
12190 
12190 
01/91 

01/91 
02191 
04/91 
04/91 
05/91 
05/91 
06/91 
06/91 
06/91 
08/91 

Responsible Party 

USAID 
USAID/GDRK 
Contracting Off. 
USAID/GDRH 
Contractor/INSCAE 
USAID/RFMC 
Contractor 
Contractor 
Contracting Off. 
Contractor/INSCAE 

Evaluation Cornrn. 
USAID/REDSO 
Contracting Off. 
Contractor/USAID 
Contractor 
Contractor 
Participants/INSCPIO/ 
USAID 
Contractor/INSCAEIQC 
Contracting Off. 
Contractor 
Contractor 
USAID 
USAID 

Contracting Off. 
Contracting Off. 
Contractor 
Contractor 
Contractor 
Contracting Off. 
USAID/GDRH 

Evaluation Cornrn. 
Contracting Off. 
Contracto::
Contractor 
Contractor 
Participants/INSCAE 
USAID 
Contractor 
USAID 
Contractor 

Contracting Off. 
Contractor 
USAID/GDRH 
USAID 
Contracting Off. 
Contracting Off. 
Contractor 
Evaluation Cornrn. 

Contractor/GDRH/USAID 
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SC(l) - COUNTRY CHECKLIST 

Listed below are statutory criteria applicable 
to: (A) FAA funds generally; (B)(l) Development 
Assistance funds only; or (B)(2) the Economic 
Support Fund only. 

A. GENERAL CRITERIA FOR COUNTRY 
ELIGIBILITY 

1. FY 1988 Continuing Resolution Sec. ~~6. 
Has the President certified to the 
Congress'that the government of the 
rec~pient country is failing to take 
adequate measures to prevent narcotic 
drugs or other controlled substances 
which are cultivated, produced or , 
processed illicitly, in whole or in part, 
in such coun~ry or transported through 
such country, from being sold illegally 
within the jurisdiction of such country 
to United States Government personnel or 
their dependents or from entering the 
United States unlawfully? 

2'. 'F,AA Sec. 481(h). (This provision applies 
to assistance of any kind provided by 
grant, sale, loan, lease, credit, 
guaranty, or insurance, except assistance 
from the Child Survival Fund or relating 
to inter~3tional narcotics control, 
disaster and refugee relief, or the 
provision of food or medicine.) "If the 
recipient is a "major illicit dr~g . 
producing country" (defined as a country 
producing during a fiscal year at least 
five metric tons of opium or SOD metric 
tons of coca or marijuana) or a "major 
~rug-transit country" (defined as a 
country that is a significant direct 
source of illicit drugs significantly 
affecting the United States. through 
which such drugs are transported. or 
through which significant sums of 
drug-related profits are laundered with 
the knowledge or complicity of the 
government). has the President in the 
March 1 International Narcotics Control 
Strategy Report (INSCR) determined and 
certified to the Congress (without 

No 
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Congressional enactment, ~ithin 30 days 
of continuous session, of a resolution 
,disapproving such a certification), or 
has the President determined and 
certified to the Congresb on any other 
date (with enactment by Congress of a 
resolution approving such certification), 
that (a) duri11 the previous year the 
country has cooperated fully with the 
'United States or taken adequate steps on 
its own to prevent illicit drugs rtoduced 
or p~ocessed in or transported througb 
such country'from being transported into 
the United States, and to prevent and 
punish drug profit laundering in the 
country, or that (b) the vital national 
interests of the United States require 
the,provision of such assistance? 

3. prug Act Zec.· 2013. (This section 
applies to the same categories of 
assistance subject to the restrictions in 
FAA Sec. 481(h), above.) If recipient 
country is a "major illicit drug 
producing country" or "major drug-t'ransit 
country" (as defined for the purpose of 
FAA Sec 40l(h». has the President 
submitted a report to Congress listing 
such country as one (a) which, as a 
matter of govern~ent policy. enc~urages 
or facilitates the production or 
distribution of illicit drugs; (b) in 
which any senior official of the. 
government engages in, encourages, or 
facilitates the production or 
distribution of illegal drugE:; (c) in 
which any member of a U.S. Government" 
agency has suffered or been threatened 
with violence inflicted by or with the 
complicity of any government officer; or 
(d) which fails to provide reasonable 
cooperation to lawful activities of U.S. 
drug enforcement agents, unless the 
President has provided the required 
certification to Congress pertaining to 
U.S. national interests and the drug 
control and criminal prosecution efforts 
of that country? 

~~ .>Ao·· 
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4. FAA Sec. 620(c)'. If assistance is to a 
governm3nt, is the government liable as 
.debtor or unconditional guarantor on any 
debt to a U.S._citizen for goods or 
services furnished or ordered where Ca) 
such citizen has exhausted available 
legal remedies and (b) the debt i~ not 
denied or contested by such government? 

5. 'P'AA Sec. 620(e)(1~. If assistance is to 
a government. has it (including any 
government agencies or subdivisions) 
taken any aClion which has the effect of 
nationalizing. expropriating. or 
otherwise seizing ownership or control of 
property of U.S. citizens or entities 
beneficially owned by them without taking 
steps to discharge its obligations toward 

No'·· 

such citizens or entities?'lolo 

6. 'FAA Secs. 620(a). 620(f), 6200; FY 1988 
Continuing Resolution 3ec. 51£. Is 
recipient country a Communist country? No 
If so. has the President determined that 
assistance to the country is vital ~o the 
security of the United States, that the· 
recipient country is not controlled by 
the international Communist conspiracy. 
and that such assistance will further 
promote the independence of the recipient 
country from international communism? 
Will assistance be prvvided directly to 
Angola. Cambodia, Cuba. Iraq. Libya. 
Vietnam, South Yemen,' Iran or Syria? 
Will assistance be provided to 
Afghanistan without a certification? 

7. FAA Sec. 620(jl. Has the country 
permitted. or failed to take adequa~e 
measurp.s to prevent, damage or 
destruction by mob action of U.S. 'No' 
property? 

8. fAA Sec. 620 (l) . Has the country failed No, 
to enter into an investment guaranty····; 
agreement with OPIC? 
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9. E~A S~c. 620(~~Eish~rmen's Protective 
Act of 1967 {as_ame!lded~_Sec. _2.. (a) Has 
'the country seized, or imposed any 
penalty or sanction against, any U.S. 
fishing vessel because of fishing 
activities in international waters? 
(u) If so, has any deduction reguire~ by 
the Fishermen's Protective Act been made? 

10. FAA Sec.~9-Lfll.; FY 1980 Continuin-fl 
!lesQlutioll Sec. 5111. (a) Has the 
government of the recipient country been 
in defauit for fuore than six months on 
interest or principal of any loan to the 
country under the fAA? (b) Has the 
country been in default for more than one 
year on interest or principal on any U.S. 
loan under a program for which the ~y 
1908 Continuing Resolution appropriates 
funds? 

11. 1"]).1\ ;'~9_._62.Q_{£l. If contempla ted 
assiGtance is development loan or to come 
from Economic Support Fund, has th~ 
Administrator taken into account the 
percentage of the country's bud~et and 
amount of the country's foreign exchange 
or other resources spent on military 
equipment? (Reference may be made to the 
unnual "Ta);ing Into C:otlsiderc:tion" memo: 
"Yt'S, taken into account by the 
Administrator at time of approval of 
Agency oyn." This approval by the 
Administrator of the Operational Year 
Budget can be the basis for an ' 
affirmative answer during the fiscal.year 
unles8 s~gniticant changes in 
circumstances occur.) 

J.2. [1\1\ S(l~~. 620 (t) . Has the country severed 
diplomatic relations with the United 
States? If so, have relations baen 
resumed and have new bilHteral assistance 
agreements been negotiated and entered 
into since such resumption? 

No 

·No. 



- 5 -

13. FAA Sec. 620(ul. What is the payment 
. status of the country's U.N. 
obligations? If the country is in 
arrears, were ~uch arrearages taken into 
account by the A.I.D. Administrator in 
determining the current A.I.D. . 
Operational Year Budget? (Reference may 
be made to the Taking into Consideration 
·m~mo.) 

14, FAA Sec. 620A. Has the President 
determinQd that. the recipient country 
grants sanctuary from prosecution to any 
individual or group which has committed 
an act of international terrorism or 
otherwise supports international 
terrorism? 

15. FY 1988 Continuing Resolution ~~c. 576. 

, 

Has the country been placed on the.list 
provided for in Section 6(j) ot the 
Export Administration Act of 1979 
(currently Libya. Iran. South Yemen. 
Syria, CUba, or North Korea)? . 

16. ISDCA of 1985 Sec. 552(b). Has the 
~ecretary of State determined that the 
country is a high terrorist threat 
country after the Secretary of 
Transportation has determined. pursuant 
to section 1115(e)(2) of the Fe~eral 
Aviation Act of 1958. that an airport in 
the country does not maintain and 
adminjst~r effective security measures? 

. 
17. FAA Sec. 666{b). Does the country 

object. on the basis of race, religion, 
national origin or sex, to the presence 
of any officer or employee of the U.S. 
who is present in such country to carry 
out economic development programs under 
the FAA? 

18. rAA Sees. ~69, 67Q. Has the country, 
after August. 3, 1977. delivered to any 
other country or received nuclear 
enrichment or reprocessing equipment, 
materia]~, or technology, without 
specified arrangements or safeguards, and 
without special certi£ication by the 
President? Has it transferred 4 n~clear 
explosive device to a non-nuclear weapon 
state, or if such & state, either 
received or detonated a nuclear explosive 
device? (FAA Sec. 620E permits a special 
waivti~ of Sec. 669 for Pakistan.) 

The A.I.D •. Adm:i,nistrator 
has taken- ·~dagaacar' ~ . 
~rrear~ges into ,account. 
in. determining the current 
O.Y.B.(see 2/1/88M~Plo). 

NO.' 

,",', 

No. 

No 

No 
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19. FAA Sec. 67~. If the country is a 

non-nuclear weapon state, has it. on or 
after August 8, 1985, exported (or 
attempted to export) illegally from the 
United States any material, equipment. or 
technology which would contribute, 
significantly to the ability of a country 
to manufacture a nucl~ar explosive device? No 

20. 'ISDCA of 1981 Sec. '/20. Was the country 
represented at the ~eeting of Ministers 
of Foreign Affairs and Heads of 
Deiegatians of the Non-Aligned Countries 
to the 36th General Assembly of the U.N. 
on Sept. 25 and 28, 1981, and did it fail 
to disassociate itself from the 
communique issued? If so, has the 
President taken it into account? 
(Reference may be made to the Taking into 
Consideration memo.) 

21. FY 1988 Continuing Resolution Sec:... 528,. 
Has the recipient country been determined 
by the President to have engaged in. a ' 
consistent pattern of opposition to the 
f~reign policy of the United States? 
.' , 

22. FY 1988 Continuinq Resolu~ion Sec. 513. 
Has the duly elected Head of Government 
of the country been deposed by military 
coup or decre2? If assistance has been 
terminated, has the President notified 
Congress that a democratically elected 
government has taken office prior to the 
resumption of assistance? 

" , 
23. FY 1988 Continuing Resolution Sec. 543. 

Madagascar's 
participation's: dn 
the 36th UNGA meeting 
and subsequent 
c;ommunique has been 
t~ken into account 
by the President~ 

~To '. 

Does the recipient country fully 
900perate with the international r~fugee 
assistance organizations, the United 
States, ~nd other governments in 
f~cilitating lasting &olutions to refugee 
situations, including resettlement 
without respect to race, sex, 'religion, 
or national origin? Yes 
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B. FUNDING SOURCE CRITERIA FOR COUNTRY 
ELIGIBILITY 

1. Development Assistance Country Crlterla 

FAA Sec. 116. Has. the Department of 
State determined that this government has 
engaged in a cons~~tent pattern of gross 
violations of internationally recognized 
human rights? If so, can it be 
demonstrated that contemplated assistance 
will directly benefit the needy? 

FY 1988 ~ontinuing Resolution Sec. 538. 
Has. the President certified that use of 
DA funds by this country would violate 
any of the prohibitions against us~ of 
funds to pay for the performace of. 
abortions as a method of family planning. 
to motivate or coerce any person to 
practice abortions, to pay for the. 
performance of involuntary sterilization 
a~ a method of family planning,' to coerce 
or provide any financial incentive to any 
person to undergo sterilfzations, to pay 
for any biomedical rCGearch which 
relates, in whole or in part, to methods 
of, or the performance of, abortions or 
involuntary sterilization as a means of 
family planning? 

2. Economic Support Fund Country Criteria 

?AA Sec. 502B. Has it been determined 
that the country has engaged in a 
consistent pattern of gross violations of 
internationally recognized human r.ights? 
If so, has the President four.u that the 
country made such Eignificant improvement 
in its human rights record that 
furnishing such assistance is in the U.S. 
nat,ional intercGt? 

FY 1980 Continuinq Resolut.ion Sec. 5'19. 
Ha~ this country met its drug eradication 
targets or otlierwi se ta ken s igni f icant 
steps to halt illicit drug production or 
trafficking? 

No,'. 

'No 

No 

N.A. 

(e(7 
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5C(2) - PROJECT CHECKLIST 

Listed below are statutory criteria, i,plicable 
to projects. This section is divided into two 
parts. Part A includes criteria applicable to 
all projects. Part B applies to projects funded 
from specific sources only: B(l) applies to all 
projects funded with Development Assistance; 
B(2) applies to projects funded with Development 
Assistance loans; and B(J) applies to projects 
funded from 'ESF-

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO 
DATE? HAS STANDARD ITEM 
CHECKLIST BEEN REVIEWED FOR 
THIS PROJECT? ' 

A. GENERAL CRITERIA FOR PROJECT 

1. fY 1988 Continuing Resolution Sec. b23: 

2. 

3. 

FAA Sec. 634A. If money is sought to be 
~bligated for an activity not pieviousli 
justified to Congress, or. for an amount 
in excess of amount previously justified 
to Congress, has,Congress been properly 
notified'l 

FAA Sec. 611(a){l). Prior to an . 
obI iga t ion in excess of $500, OOO~· will 
there be (a) engineering, financial or 
other plans necessary to carry out the 
assistance, and (b) a reasonably firm 
estimate of the cost to the U.S. of the 
assistance? .. 

fAA Sec. 611(a)(2). If legislative 
action is required within recipient 
country, what is the basis for a 
reasonable expectation that such action 
will be completed in time to permit 
orderly accomplishment of the purpose of 
the assistance? 

:Yes 

)les' 
1; .' 

No construction is planned. 
Other planning and cost 
estimates appear to be 
reasonably firm and are 
based on past experience 
with similar project element 

No further legislative 
action is required. 
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4. FAA Sec. 611(b); FY 1988 Continuing 
~esolution Sec. 50~. If project is for 
water or water-r.elated land resource 
construction, have benefits ,.~d costs 
been computed to the extent practicable 
in accordance with the principles. 
standards, and procedures ~stablished 
pursuant to the Water Resources Planning 
Act (42 U.S.C. 1962, g~ ~.)? (See 
·A.I.D. Handbook 3 for guidelines.) 

5. FP~ Sec. 611~. If project is capital 
assistance (e.g., construction), and 
total U.S. assistance for it will exceed 
$1 million, has Mission Director 
certified and Regional Assistant' 
Administrator taken into consideration 
the country's capability to maintain and 
utiiize the project effectively? 

6. FAA Sec. 209. Is projectsusceptibl~ to 
execution as part of regional or 
multilateral project? If so, why is 
project not so executed? Information .nd 
conclusion whether assistance will' 
e?courage regional development programs.' 

7. FAA Sec. 60l{a). Informa'tion and 
conclusions on whether projects will 
encourage efforts of the country to: 
(a) increase the flow of international 
trade; (b) f~~ter private initiative and 
competition; (c) encourage development 
and use of cooperatives, credit unions. 
and savings and loan associations~ 
(d) discourage monopolistic practices; 
(e) improve technical efficiency of ", 
industry, agriculture and commerce;' and 
(f) strengthen free labor unions . . 

8. FAA Sec. 60l{Ql. Information and 
conclusions on how project will encourage 
U.S. private trade and investment abroad 
and encourage private U.S. participation 
in foreign assistance programs (including 
use of private trade channels and the 
services of U.S. private enterprise). 

9. fAA Sees. 612{b), 636(Ql. Describe steps 
taken to assure that, to the maximum 
extent posfiible, the country is . 
contributing local curr~I1cies to meet the 
cost of contractual and other services, 
and ~orcign currencies owned by the U.S. 
are utilized in lieu of dollars. 

N.A •. 

N.A. 

No. However, the . 
project closely comolement: 
and reinforces the efforts 
of other donors in the 
same field, and has been 
designed in full collabor
ation with them. 

'Project is designed to 
support liberalization of 
external a~ricultural 
markets, including the 
,endin~ of Government 
export monooolies, encour
agement of an expanded 
private sector role, and 
increased exoorts. 

U.S. private firms will be 
employed to orovide 
technical services and 
training to Malagasy 
entre))reneurs. 

The Host Country will 
contribute in excess of 
$6,000,000 to finance 
imnorts in the context of 
this program. Local 
currencies will be nroviq( 
through a Trust Fund to 
supnort local cosrs .. 0t? h, 
),rop,ram, ()' 

I /1J'l) 
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10. FAA Sec. 612Cd). Does the U.S. own 
·excess foreign currency of the country 
and, if so, what arrange'TlP llts have been 
made for its release? 

11. FY 1988 Continuing Resolution Sec. 521. 
If assistance is for the production of 
any commodity for export, is the 
commodity likely to be in surplus on 
world markets at the time the res~lting 
productive capacity becomes operative, 
and is such'assistance likely to cause 
s~bstantial injury to U.S. producers of 
the same, similar or competing commodity? 

12. FY 1988 Continuing Resolution Sec. 553. 
Will the assistance (except for programs 
in Caribbean Basin Initiative countries 
under U.S. 'I'ariff Schedule "Section 807," 
which allows reduced tariffs on articles 
assembled ~broad from U.S.-made 
components) be used directly to pr~cure 
feasibility studies, .prefeasibility 
s~udies, or project profiles of " potential 
investment in, or to ansist the 
establishment of faciliti~s specifically 
designed for, the manufacture for export 
to the United States or to third country 
markets in direct competition with U.S. 
exports. of textiles. apparel. footwear, 
handbags, flat goods (such as wallets or 
coin purses worn on the person), work 
gloves oi leather wearing apparel? 

13. FAA Sec. 119(g)(4)-(6). Will the 
assistance (a) support training and" 
~ducation efforts which improve the 
capacity of recipient countries to 
prevent loss of biological diversity; 
(b) be provided under a long-term 
agreement in which the recipient country 
agrees to protect ecosystems or other 
wildlife habitats; (c) support efforts 
to identify and survey ecosystems in 
recipient countries worthy of 
protection; or (d) by any direct or 
indjrect means significantly degrade 
national parks or similar protected areas 
or introduce exotic plants or animals 
into such areas? 

No 

Although the program is 
intended to liberalize 
agricultural export markets 
it does not directly suppor 
the production of any 
commodity. Madagascar's 
major exoort crops - coffee 
cloves, ,and vanilla - do 
not combete with U.S. 
production. 

No. 

No 

No 

No 

No. O,ther AID programs in 
~adagascar are directly 
target ted on biodiversity 
preservation and conserva
tion education. 
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14. FAA 121(d). If a Sahel project, has a 
'determination been made that the host 
government has an adequate system for 
accounting for and controlling receipt 
and expenditure of project funds (either 
dollars or local currency generated 
therefrom)? 

15. FY 1988 Continuing Resolutioi. If 
assistance is to be made to a United 
States PVO (other than a cooperative 
development organization), does it obtain 
at least 20 percent of its total annual 
funding for international activities from 
sources other than the United States 
Government? 

16. FY Continuing Resolution Sec. 541. lf 
assistance is being made available to a 
PVO, has that organization provided upon 
timely request any document, file, or . 
record necessary to the auditing 
requirements of A.I.D., and is the ~VO 
registered with A.I.D.? 

17. FY 1908 Continuing Resolution Sec. 514. 
If funds are being obligated under an 
appropriation account to which they were 
not appropriated, has prior approval of 
the Appropriations Committe~s of Congress 
been obtained? 

18. FY Continuing Resolution Sec. 515. If 
deob/reob authority is sought to be 
exercised in ~he provision of assistance, 
are the funds being obligated for the 
same general purpose, and for countries 
within the same general region as 
originally obligated, and have the 
Appropriations Committees of both Houses 
of Congress been properly notified? 

19. State Authorization Sec. 139 (as 
interpreted by conference report). Has 
confirmation of the date of signing of 
the~project agreement, including the 
amount involved, been cabled to State LIT 
and A.I.D. LEG within 60 days of the 
agreement's entry into force with respect 
to the United States, and has the full 
text of the agreement been pouched to 
those same offices? (See Handbook 3, 
Appendix 6G for agreements covered by 
this provision). 

... 
N~A. 

N.A .. 

N.A. 

N.A~ 

N.A. 

Cabled confirmation of 
grant signature and a 
nouched cony of the full 
text will be sent to the 
appropriate offices withi'n 
the time specifiedj ''''''''/ / 

( ) /(1 1, 
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B •. FUNDING CRITERIA FOR PROJECT 

1. 'Development Assistance Proiect Criteria 

a. 

b. 

FY 1988 Continuing Resolution' Sec. 
552 (as interpreted by conference 
report). If assistance is for 
agricultural development activities 
(specifically, any testing or . 
bree(Hng feasibility stud)", variety 

·improvement or introduction, 
consultancy~ publication, conference, 
or training), are such activities (a) 
specifically and principally designed 
to increase agricultural exports by 
the host country to a country o~her 
than the United States, where the 
export would lead to direct 
competition in that third country 
with exports of a similar commodity 
grown or produced in the United . 
States. and cari the activities 
reasonably be expected to cause 
substantial injury to U.S. eAporters 
of a similar agricultural c6mmodity;' 
or (b) in support of .research that is 
intendea pr.im~rily to benefit U.S. 
producers? 

. FAA Secs. ].02(b)' 111, 113. 281(a). 
Describe extent to which activity 
will (a) effectively involve the poor 
in development by extending a~cess to 
economy at local level, increasing 
labor-intensive production and the 
use of appropriate technology, 
dispersing investment from cities to 
small towns and rural areas, and 

Although the project is 
directed at improving 
agr~cultural export market 
operations, no funding is 
intended to promote exports 
of commodities that compete 
in third cou~tries with U.S . 
products or crop research. 

The goal of the program is 
to increase rural incomes 
by removing policy and 
procedural impediments to 
liberalized external agri
cultural markets. Small 
producers dominate export 
~rop production in Madagascc 
Technical studies will 
address the need for 
improved technologies in 
crop processing to expand 
markets for agricultural 
products, and should 
eventually stimulate invest· 
ment in both production and 
processing. 



c. 

.d. 
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insuring wi~e participation of the 
poor in the benefits of development 
on a sustained basis, using 
appropriate U ~. institutions: 
(b) help develop cooperatives, 
especially by technical assistance, 
to assist rural and urban poor to 
help themselves toward a better life. 
and otherwise encourage ~emocratic 
private and local governmental 
institutions; (c) supp~:t the 

. self-help efforts of developing 
countries: {d) promote the 
participation of women in the 
national economies of developing 
countries and the improvement of 
women's statue; and (e) utilize and 

, encourage regional cooperation by 
developing countries. 

FAA Secs. 103, 103A, 104, lOS, 106, 
120-21. Does the project fit the 
criteria for the source of funds 
(functional account) being use~? 

FAA Sec. 107. Is emphasis placed on 
use of appropriate technology 
(relatively smaller, 'cost-Gaving, 
labor-using ~echnologies that are 
generally most appropriate for the 
small farms. small businesses, and 

"small incomes of the poor)? 
"', 

e. fAA Secs. 110, 124 (d). Will the 
recipient country provide at "least 2S 
percent of the costs of the prog~am, 
project, or activity with respect"to 
which the assistance is to be 
furnished (or is the latter 
cost-sharing requirement being waived 

~.s. 'institutions will be 
used for training of 
Malagasy ent.reoreneurs. 

Women will benefit from 
increased emoloyment 
opportunities in the produc
tion and orocessing of 
agricultural products, and 
will be tar~etted for the 
trainin~ a~d technical 
assistance to be provided to 
entrepreneurs. 

Ves 

'Yes 

for a "relatively least dev~loped" Yes 
country)? 

f. FAA S~c. 128{b}. If the activity 
attempts to increase the 
institutional capabilities of private 
organizations or the government of 
the country, or if it attempts to 
stimulate scientific and 
technological research, has it been 
designed and will it be monitored to 
ensure that the Ultimate 
beneficiaries are the poor majority? Yes 
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g. FAA Sec. 28l(b). Describe extent to 
which program recognizes the . 
particular needs, desires, and 
capacities :l the people of the 
country; utilizes the country's 
intellectual resources to encourage 
institutional development; and 
supports civil education and training 
in ·skills required for effective 
participation in governmental 
processes essential ~o 
self-90v~rnment. 

h. FY 1988 Continuing Resolution Sec. 
538. Are any of the funds to be used 
for the perfoLmance of abortions as a 
method of (dmily planning or to 
motivate or coerce any person to 
practiceabortiens? 

Are any of the funds to be used to 
pay for the performance of 
involuntary sterilization as a method 
of family planning or to coerce or . 
provide any financial incentive to 

The program aims to 
benefit the rural . 
producer in Madagascar, 
who represents ~5% of 
the population, &'_will us 
country's intellectual 
resources to the extent 
possible, throu~h hiring 
local consultants and 
firms to undertake studie 
and using a local 
institute for training. 

No 

any person to undergo sterilizations? No 

Are any of the f~ads to be used to 
pay for any biomedical research which 
relates, in whole or in part, to 
methods of, or the performance of, 

'abortions or involuntary 
sterilization as a means of family 
plan~ing? No 

i. FY 1988 Continuing Resolution. l.s 
the assistance being made available 
to any organization or program which 
has been determined to support or 
participate in the management of a 
program of coercive abortion or 
involuntary sterilization? 

If assistance is from the population 
functional account, are any of the 
funds to he made available to 

.voluntary family planning projects 
which do not offer, either directly 
or through referral to or information 
about access to, a bread range of 

No 

family planning methods and services? N.A. 
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1. FAA Sec. 6"1(el. Will the project 
utilize competitive selection 
procedures for the awarding of 
contract~, except where applicable 
procurement rules allow otherwise? 

k. FY 1988 Continuing Resolution: What 
portion of the funds will be 
available only for activities of 
economically and socially 
disadvantaged ente~prises, 
historically black colleges and 
universities, colleges and 
universities having a student body in 
which more than 20 percent of the 
students are Hispanic Americans, and 
private and voluntary organizations 
which are controlled by individuals 
who are black Americans, Hispanic 
Americans, or Native Americans, or 
who are economically or socially 
disadvantaged (including women)? 

1. fAA Sec. 11[1£1. Does the assistance 
comply wi th the environmental . 
procedur~s set forth in A.I.D. 
Regulation 16? Does the assistance 
place a high priority on conservation 
and sustainable management of 
tropical forests? Specifically, does 
the assistance, to the fullest extent 

'feasib1e: (a) stress the importance 
of conserving and sustainab1y 
managing forest resources: (b) 
support activities which offer 
employment and income alternatives to 
those who otherwise would cause '" 
destruction and loss of forests, an~ 
help countries identify and implement 
alternatives to colonizing forested 
areas: (c) support training 
programs, educational efforts, and 
the establishment ov strengthening of 
institutions to improve forest 
management: (d) help end destructive 
slash-and-burn agriculture by 
supporting stable and productive 
farming practices: (e) help conserve 
forests which have not yet been 
degraded by helping to increase 
production on 1ands.a1ready c~~ared 

···yes. 

Small and disadvantaged 
businesses, black 
universities, and ?VOs 
will be encouraged to 
bid on qny contracts to 
be awarded under this 
project. 

Yes 

Yes 

The conservation of 
natural resources/forests 
is a high priority of 
the AID program in 
Madagascar. 0 th e r 
projects specifically 
address these concerns. 

~ .. 

(SS. 
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or degraded; (f) conserve forested 
watersheds and rehabilitate those 
which ~:ve been deforested; (g) 
support training, research, and other 
actions which lead to sustainable and 
more environmentally sound practices 
for timber harvesting, removal. and 
processing; (h) support research to 
expand knowledge of tropical forests 
and identify alt~rnatives which will 
prevent forest destruction, loss, or 
degradation; (i) .conserve biological 
diversity in forest areas by 
supporting efforts to identify, 
establish, and maintain a 
repres~ntative network of protc9ted 

. tropical forest ecosystems on a 
worldwide basis, by making the 
establishment of protected areas a 
condition of support for activities 
involvifig forest clearance or 
degradation, and by helping to 
identify tropical forest ecosystems 
and species in need of protection and 
establi~h and maintain appr6priate . 
protected areas; (j) seek to 
increase the awareness of U.S. 
government agencies and other donors 
of the immediate and long-term value 
of tropical forests; and (k)/utilize 
the resources and abilities of all 
relevant U.S. government agencieo? 

m. FAA Sec. lIB (c)J.1.2l.. If the 
assistance will support a program.or 
project significantly affecting 
tropical forests (including projccts 
involving the planting of exotic 
plant species), will the program or 
project (a) be based upon careful 
analysis of the alternatives 
available to achieve the best 
sustainable use of the land, and 
(b)/take full account of the 
environmental impacts of the proposed N .A. 
activities on biological diversity? 

/5y 

http:program.or
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n. FAA ~ec. l18(c)(141. Will assistancE 
,be used for (a) the procurement or 
use of logging equipment, unless an 
environmental assessment indicates 
tha: all timber harvesting operations 
involved will be conducted in an 
environmentally sound manner and that 
the proposed activity will produce 
positive economic benefits and 
sustainable forest management 
systems; or (b) actions which will 
~ignificantly degrade national parks 
or similar protected areas which 
contain tropical forests, or 
introduce exotic plants or animals 
into such areas? 

o. FAA Sec. IlB(c)(lS). Will assistance 
be used for (a) activities which 
would result in the conversion of 
forest lands to the rearing of 
livestock; (b) the construction, 
upgrading. or maintenance of roads 
(including temporary haul roads for 
logging or other extractive 
industries) which pass through 
relatively undegraded forest l~nds; 
(c) the colonization ·of forest lands; 
or (d) the construction of dams or 
other water control structures which 
flood relatively un~egraded forest 

.lands, unless with respect to each 
such activity an environmental 
assessment indicates that th~ 
activity will contribute 
signitic~utly ana airectly to 
improving the I i vel ihood ·of the r'ural 
poor and will be conducted in an 
environmentally sound manner which 
supports sustainable development? 

p. FY 1988 Con~inuinq Resolution If 
assistance will come from the 
Sub-Saharan Africa DA·account, is it 
(a) to be used to help the poor 
majority in Sub-Saharan Africa 
through a process of long-term 
develop~ent and economic growth that 
is equitable, participatory, 
environmentally sustainable, and 
self-reliant: (b) being provided in 

No 

The local currencies to 
bE generated by th~ cash 
grant will be used to 
support a major program 
for the rehabilitation 
and maintenance of roads 
in agricultural areas. 
USAID will verify that 
appropriate environmental 
impact assessment has, been 
carried out for any roads 
passing through relatively 
undegraded forest lands. 

Yes 
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a~cordance with the policies 
contained in section 102 of the FAA: Yes 
(c) being provided, when conistent 
with the objectives of such 
assIstance, through Africa~, United 
States and other PVOs that have 
demonstrated effectiveness in the 
promotion of local grassroots 
activities on behalf of long-term 
development in Sub-Saharan Africa: N.A. 
(d) being used to help overcome 
shorter-term constraints to long-term 
development, to ~romote reform of 
sec~oral economic policies, to 
support the critical sector 
priorities of agricultural production 
and natural resources, health, 
voluntary family planning services, 
education, and income generating 
opportunities, to bring about 
appropriate sectoral restructuring of 
the Sub-Saharan African economies,. to 
support reform in public 
administration and finances and to . 
establish a favorable environme~t for 
individual enterprise and ~ 
self-sustaining development, and to 
take into account. in' assisted policy 
reforms. ~he.need to protect 
vulnerable groups; (e) being used to Yes 
increase agricultural production in 

'ways that protect and restore the 
natural resource base, especially 
food production, to maintain and 
improVe basic transportation and 
communication networks, to maintain 
and restore the natural resource 'base 
in ways that increase agzicultural 
production, to improve health 
conditions with special empha6is on 
meeting the health needs of mothers 
and children, including the 
establishment of 6elf-~ustaining 
primary health care systems that give 
priority to pr1!:'l1entive care, to 
provide increased access to voluntary 
family planning services, to improve 

-basic literacy and mathematics 
especially to those outside the 
formal educational system and to 
improve pri~ary education. and to 
develop income-generating 
opportunities for the unemployed and 
underemployed in urban and rural 
areas? . Yes 



3(A)2 - NONPROJECT ASSISTANCE CHECKLIST 

The criteria listed in Part A are applicable 
generally to FAA funds. and should be used 
irrespective of the program's funding source. 
In Part B a distinction is made between the 
criteria applicable to Economic Support Fund 
assistance and the criteria applicable to 
Development Assistance. Selection of the 
criteria will depend on the funding source for 
the program. 

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO 
DATE? HAS STANDARD ITEM Yes 
CHECKLI S'l' BEEN REVIEWED? Yes 

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE 

1. FY 1988 Continuing Resolution Sec. '523; 
FAA Sec. 634A. Describe how 
authorization and appropriations 
committees of Senate and House hav~ 
been or will be notified concerning 
the project. 

2. }o°AA Sec. 6J.l(a)(2). If further 
legiclative action is required within 
recipient country, what is basis for 
reasonable expectation that such action 
will be completed in time to per.mit 
orderly accomplishment of purpose of the 
assistance? 

3. FAA Sec. 209. Is assistance more 
effici~ntly and effectively provided 
through regional or multilateral 
organizations? If so, why is assistance 
not so provided? Information and 
conclusions on whether assistance will 
encourage developing countries to 
cooperate in regional development 
programs. 

Nofurthe~ legislative 
action isr~qutrsd. 

No 
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·4. FAA Sec. 60l(a). lnformation and 
conclusions on whether assistance will 

·encourage efforts of the country to: . 
'~) increase the flow of international 
trade; (b) foster private initiative and 
compet i ti on; (c) encourage development 
and use of cooperatives, credit unions. 
ane savings and loan associations; 
(0) Oiscourage monopolistic practices; 
(e) improve technical efficiency of 
industry, ,~griculture, and commerce; and 
(f) strengthe~ free labor unions. 

5. fAA Sec. b01(b). Information "md 
conclusions on how assistance will 
encourage u.s. private trade and 
investment abroad and encourage private 
u.S .. participation in foreign assistance 
progr&ms (including use of private trade 
channels and the services of U.S. private 
enterprise). 

6. FAA Secs, 612{b), 636(h)j FY 1988 
Continuing Resolution Secs. 507, 509. 
Describe steps taken to assure that, to 
the maximum extent possible, fokeign ' 
currencies owned by the U.S. are utilized 
in lieu of dollars to meet the cost of 
contractual and other services. 

7,. l"AA Sec. 612(d). Does the U.S. own 
excess foreign currency of the country 
and, if so, what arrangements have been 
made tor, i ts re I ease" 

O. FAA Sec. 601(e). Will the assistance, 
utilIze competitive selection procedures 
for the awardin9 of contracts, except 
where applic:..~:.Je procurement rules allow 
otherwise? 

9. FAA l21(d). If aSGistance is being 
furniShed under the Sahel Development 
Program, has a determination been made 
that the host government has an adequate 
system for accounting for and controlling 
rec~ipt and expenditure of A.I.D. funds? 

Pro] ec t 'is des igned to 
support liberalization of 
external agricultural marke 
including the ending of 
Government monopolies on 
export of major commodities 
encouragement of an expande 
private sector role, and 
increased exports, 

U,S. prjvate firms will be 
employed to provide 
technical services and 
training ,to Malagasy 
entrepreneurs, 

No 

Yes 

http:applic>'.Ie
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B. FUNDING CRITERIA FOR NONPROJECT ASSISTANCE 

1. NOIl.H,!'oject Criter.:ia for Economic Support 
fID1B. 

a. FAA Sec. S31~. Will this 
assistance promote economic and political 
stability? To the maximum extent 
feasible, is this assistance consistent 
with the policy directions, purposes, and 
prQgtams of Part I of the FAA? 

b. FAA Sec. 531(e). Will assistance 
under this chapter be used for military 
or paramilitary activities? 

c. FAA Sec. S31iQ.l. "1111 ESP funds'made 
available for commodity import'programs 
or otller program assistance be used to 
generate local currencies? If so, ,will 
at least 50 perc~nt of such local 
currencies be available to support 
activities consistent with the obje,ctives 
of FM sections 103 through 106? 

d. r:~0..3?~r.. 609. It commodities are to 
t) e g r iI n t c c1 sot 11 II t sal e pro c e e d s ,./i 11 
accrue to the recipient country, have 
Special Account (counterp~rt) 
arrangements been made? 

e. F'Y 1900 Continuing RcsQ)ution. If 
assistance is in the form of a cash 
tranfifer: -(a) are all ouch cash ". 
payments to be maintained by the country 
ill a sepClrate account and not to b~ 
£ommingled with any other funds? (b) 
will all local currences that may be 
generated with funds provided as a cash 
transfer to such a country also be 
deposited in a special .ccount to be used 
in accordance \O]i th FAA Section 609 (which 
requires such local currencies to be made 
available to the u.S. governnent as the 
u.S. determines necessary for the 
r.equirements of the u.S. Government, and 
which requires the remainder to be used 
for programs agreed to by the u.s. 
Government to carr.y out the purposes tor 
\'1hi cll new fund s au thor 5. zed by the ~"A1\ 

No.A; 
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would themselves be available)? (c) Has 
Congress received prior notification 
providing in detail how the funds will be 
used, including ~~e U.S. interests that 
will be served by the assistance, and, as 
appropriate, the economic policy reforms 
that will be promoted by the cash 
transfer assistanr.e? 

f. FY 1988 Continuing Resolution. Have 
local currencies generate6 by the sale of 
imports or foreign exchange by the 
government of a' country in Sub-Saharan 
Africa from funds appropriated under 
Sub-Saharan Africa, DA been deposited in 
a special account established by that 
government, and 6re these local 
currencies available only for use, in 
accordance with an agreement with the 
United States. for development activities 
which are consistent with the policy 
directions of Section 102 of the FAA and 
for necessary administrative requirements 
of: the U. S. Government? 

2. Nonproject Criteria for Development 
Assistance 

a . FAA Sec s. 102 ( a ), 111, 11 3. 28 1 ( a ) • 
Extent to which activdty will (a) 
effectively involve the poor in 
development, by expanding access ,to 
economy at local level, increasing 
labor-intensive production and the use of 
appropriate technology. spreading '" 
investm~nt out from cities to small towns 
and rural areas, and insuring wide' 
.participation of thp. poor in the benefits 
of development on a sustained basis, 
uaing the appropriate U.S. institutions; 
(b) help develop cooperatives, especially 
by technical assistance, to assist rural 
and urban poor to help themselves toward 
better lite, and otherwise encourage 
democratic private and local governme~tal 
institutions; (c) support the self-help 
efforts of developing countries; (d) 
promote the participation of women in the 
national economies of d~veloping 
countriefi and the improvement of women's 
status; and (e) utilizp. and encourage 
r~gional cooperation by developing 
countries? 

The goal of the program is 
to increase rural incomes 
by removing policy and 
procedural impediments to 
liberalized external 
agricultural markets. 
Small producers dominate 
export crop production in 
Madagascar. Technical 
studies will address the 
need for improved technol
ogies in crop processing 
to expand markets for 
agricultural products, and 
should eventually stimulate 
investment in production 
and processiag. u.s. 
institutions will be used 
for training of Malagasy 
entrepreneurs. Women will 
benefit from increased 
employment opportunities in 
the production and proces
sing of agricultural 
products, and will b~ 
targetted for tlH~ 

training and T.A. to be 
provided by the ~rojsct. 

/(/i'L/ 
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b. fAA Secs. 103, 10~A, 104, 105, 106, 
120-21. Is assistance being made 
available (include only applicable 
paragraph which corresponds to source of 
funds used; If more than one fund sourc~ 
is used for assistance, include relevant 
paragraph for each fund source): 

(1) [103] for agriculture, rural 
development or nutrition; if so 
(a) extent to which activity is 
apecificaliy designed to increase 
productivity and income of rural poor; 
[l03A] if for agricultural resear.ch, 
account shall be taken of the needs of 
small farmers, and extensive use of 
field testing to adapt basic resea:ch 
to local conditions shall be made; (b) 
extent to which assistance is used in 
coordination with efforts carried out 
under Sec. 104 to help improve 
nutritIon of the people of developing 
countries through encouragement of 
increased production of crops with 
greater nutritional value; ir,lprovement· 
of planning, research, and education 
with respect to nutrition, particularly 
with reference to improvement and 
expanded use of indigenously produced 
fooastuffs; and the undertaking of 
'pilot or demonstration programs 
explicitly addressing the problem of 
malnutrition of poor and vulnerable 
people; and (c) extent to which' 
activity ,increases nat10nal food 
security by improving food policies"and 
management and by strengthening 
national food reserves, with particular 
concern for the needs of the poor, 
through measures encouraging domestic 
production, building national food 
ceserves, expanding available storage 
~acilities, reducing post harvest food 
losses, and improving food distribution. 

Activity is intended to 
liberalize external 
agricultural markets in thE 
belief .that the ending of 
government ~onopolies and 
regulation of trade will 
increase.prices paid to 
producers and thus rural 
incomes. 
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(2) [104] for population planning 
under Sec. 104(b) or healt~ under Sec. 
104 (c); if so, extent to which acti',·~. ty 

'emphasizes low-cost. integrated 
delivery systems for health. nutrition 
and family planning for the poorest 
people, with particular attention to 
the needs of mothers and young 
children. using paramedical and 
auxiliary medical personnel, clinics 
and health.posts. commercial 
distribution systems. and other modes 
of community outrearch. 

(3) [105] for education, public 
administration. or human res~urces 
d~velopment; if so, (a) extent to'which 
activity strengthens nonformal 
education, makes formal education more 
relevant. especially for rural families 
and urban poor. and strengthens 
management capability of institutions 
enabling the poor to participate In ' 
development; and (b) extent to which 
assistance provides advanced education 
and training of people of developing 
countries in such disciplines as are 
rp.quired for p~anning and 
implementation of public and private 
development actiyities. 

(4) [106] for technical assistance, 
energy. research, reconstruction, and 
selected development problems; if so, 
extent activity is: . 

(i)(a) concerned with data collection 
and analysis, the training of skilled 
personnel. researc.h on and 
development of suitable energy 
sources. and pilot projects to test 
new methods of energy production: and 
(b) facilitative of research on and 
develolment and use of small-scale. 
decentralized. renewable energy 
sources for rural areas. emphasizing 

'development of energy resources which 
are environmentally acceptable and 
require minimum capital investment; 

N.A 

Assistance will be provide! 
to strengthen a local 
institution in the provisic 
of business training, both 
for degree and non-degree 
programs, and part-time 
programs for private 
entrepreneurs. Some 
funding will also be 
~rovided for intensive 
sh9rt-term training (on
the-job as well as academic 
in business management and 
public policy for private 
sector development~ ,in the 
lJ.~. 

N.AI 

Ilrl( 
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,(ii) concerned with technical 
cooperation and development, 
pspecially with U.S. private and 
voluntary, or regional and 
international development, 
organizations; 

(iii). research into, and evaluation 
of, economic development processes 
and techri.ques; 

(iv)· reconstruction after natural or 
manmade disaster and programs of 
disaster preparedness; 

(v) for special development 
problems, and to enable proper 
utili~ation of infrastructure and 
related projects funded with earlier 
U.S. assistance; 

(vi) for urban development, 
especially small, labor-intenslve 
enterprises. marketing systems ~or 
small producers, and financial or 
other. institutions to help urban poor 
participate in economic and social 
development .. 

(5) [120-21] for the Sahelian region; 
1f so, (a) extent to which there is 
international coordination in planning 
and implementation; participation and 
support by African countries and 
organizations in determining 
development priorities; and a 
long-term, multi-donor development plan 
which calls for equitable 
burden-sharing with other donors; (~) 
has a determination been made that the 
host government has an adequate system 
for accounting for and controlling 
receipt and expenditure of projects 
funds (dollars or local currency 
generated therefrom)? 

c. 'F~J\ Sec. 107. Is special emphasis 
placed on use of appropriate technology 
(defined as relatively smaller, 
cost-saving, labor using technologies 
that are generally most appropriate for 
the small tarms, small businesses, and 
small incomeE of the poor)? 

Technical studies will 
explore possibilities for 
improved, appropriate 
technologies for processinf 
agricultural ~roducts in 
preparation for export. 

,-/ 
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d. FAA Se9. 28l~. Describe extent to 
which the activity recognizes the 
particular need~. desires. and capacities 
of the people of the country; utilizes 
the counlry's intellectual resources to 
encourage institutional development; and 
support& civic education and training in 
skills required tor effective 
participation in governmental and 
political processes essential to 
sclf-;government. 

e. FAA Sec. lOl(a). Does the activity 
give reaf:>Ollable promise of contributing 
to the development of economic resources, 
or to the increase of productive 
capacities and self-sustaining econ~rnic 
gro\'1th? 

The program aims to 
jenefit the rural producer 
in Madagascar, who 
r~presents more than 80 pel 
cent of the population. 
The country's intellectual 
resources will be used to 
the extent possible in 
implementing studies and 
training activities. 

Yell 



ANNEX H 
< I,' • ,' .• ,' .. ' 

BIBLIOGRAPHY 
------------------------

I 1 Cr. 



'" 

USAID MADAGASCAR, 1988 
Background Reading - MEPRP Program Design 

General Economic Situation 

- Madagascar: Public Expenditure Review Phase I: Experience 
Issues '(lBRD, Dec, 1987) 

- Rapport sur 1es projets, GDRM, Direction Genera1e du Plan, 
May 1987 

- Consultative Group for Madagascar, Economic Progress Report 
(January 1988) 

- Madagascar Policy Framework Paper (lBRD, July 1987) 
- Industry and Trade Policy Adjustment Program (IBRD, June 

1987) 
- Agricultural Sector Adjustment Operation (IBRD, April 1986) 
- Madagascar - Recent Economic Development (IMP, February 1987) 
- Madagascar - Economic Memorandum (IBRD, November l~Bl) 
- Evolution Economique et Groupes Vulnerables a Mada~ascar: 

Vers un Programme d'Action Pour un Ajustement a Virage Humain 
(UNICEF, August 1987) 

- Programmes d'Actions Sociales et d'Appui a la Gestion 
Economique (PASAGE), (IBRD, February 1988) 
. - Madagascar - Staff Report for Third Review Under Stand-by 
Arrangement (IMF, December 1987) 

- Report on the Economic Reform Program in Madagascar (Elliot 
Berg, October 1987) 

- Madagascar - Structural Adjustment Arrangement (IMP, 
September 1987) 

- Aide-Memoire de la mission conjointe pour la preparation de 
l'Ope,ration d'Ajustement Structurel (IBRD, November 1987) 

- Madagascar Economic Policy REform Program PAIP (AID, 
December 1987) 

- Madagascar: Politics, Economics and Society, Maureen Covell, 
Lond.on: Frances Pinter Publisher.s, 1987 

A.I.D. Strategy in Madagascar 

- Madagascar CDSS FY 1986 
- Madagascar ABS FY 1989 
- A Concept Paper on AID Strategy in Madagascar for 1987-1990 

(J. Kelly et aI, December 1987) 

Agricultural Sector 

- Malagasy Export Crops, Peter Lichtenbaum (U.S. Embassy 
Antananarivo, July 1987) 

- Administrative Constraints to Agricultural Exports (IBRD, 
1987) 

- CASA I supervision (IERD, 2/88) 
- Market Liberalization - A Note on Procoops (IBRD, 2/88) 
- Cable - "Bumpy Road to Rice Reform" 
- Mad~gascar: Export Crops Sub-Sector Review (IBRD, 12/84) 
- Coffee Processing and Marketing in Madagascar, Jan Van 

Hilten for the IBRD (9/87) 



· - Madagascar: Economic Analysis and Recommendations, Coffee 
Subsector 

'- "Land Tenure Issues in River Barin Development in 
Sub-Saharian Africa" (IBRD, Feb. 1981)~ Land Tenure Center Research 
Paper 90, Wisconsin, April 1986 

- "Offre de Biens Manufactures et Production Agrico1e: Etude 
de Cas ~ur Madagascar: Note Preliminaire, J.C. Barthelemy (March 
1986) 

- "Le Credit Agricole a Madagascar, R. Mondeil for IBRD (1986) 

I VI 



ABBREVIATIONS 

AEPRP 
A.I.D. 
CASA 
CASEP 
CASPIC 
FAA 
FED 
FMG 
FOB 
GDP 
GDRM 
IBRD 

lEE 
IESC 
IQC 
IMF 
INSCAE 

IRRI 
LIR 
MARS 

MAELP 
MPAEF 
MPARA 
MRSTD 

MTP 
DAR 
DGL 
DYB 
PAAD 
PAIP 
PASAGE 
PFP 
PIO 
PSC 
~EDSO 

~FMC 

mR 
rA 
JNDP 

African Economic Policy Reform Program 
Agency for International Development 
Agricultural Sector Adjustment Credit 
Public Sector Aajustment Credit 
Industry and Trade Credit Adjustment Program 
Foreign Assistance Act . 
European Development Fund 
Malagasy Franc(currency unit) 
Free on Board 
Gross Domestic Product 
Government of the Democratic Republic of Madagascar 
Internation~l Bank for Reconstruction and Development 
(World Bank) 
Initial Environmental Examination 
International Executive Service Corps 
Indefinite Quantity Contract 
International Monetary Fund 
National Institute for Accounting and Business 
Administration 
International Rice Research Institute 
Liberalized Import Regime 
Madagascac Agricultural Rehabilitation Support 
(AID Project) 
Madagascar Agricultural Export Liberalization Program 
Ministry of Animal Production, Water and Forests 
Ministry of Agricultural Production and Agrarian Reform 
Ministry of Scientific Research and Technology for 
Development 
Ministry of Public Works 
Office of the AID Representative 
Open General Licensing System 
Operational Year Budget 
Program Assistance App~oval Document 
Program Assistance Identification Paper 
Economic Management and Social Action Support Project 
Policy Framework Paper 
Project Implementation Order 
Personal Services Contractor 
Regional Economic Development Services Office 
Regional Financial Management Center 
Special Drawing Rights 
Technical Assistance 
United Nations Development Program 

fiO 



I. SUMMARY AND RECOMMENDATIONS 

The prcposed Madagascar Agricultural Export Liberalization Program grows out 
of a clear need to address policy impediments which limit the ability of 
Madagascar's small agricultural producers to respond to the pattern of 
improved incentives which they now face as a result of successful 
stabilization measures implemented by the government. The program is intended 
to stimulate the production of agricultural export goods so as to improve 
rural incomes and employment. This is expected to broaden the domestic market 
for mass consumption goods and provide a firmer basis for the expansion of 
output and employment for the economy as a whole. 

After growing at an average annual rate of about 3 percent per year in the 
1960s, based largely on strong agricultural performance, the economy of 
Madagascar underwent a drastic deterioration following the 1972 and 1975 
revolutions. The socialist regime which came to power in 1972 emphasized 
state control of the economy, nationalized most large private firms, and 
established a government monopoly over the marketing of agricultural products 
and inputs. These policies resulted in stagnating agricultural output, 
steadily rising agricultural imports, and declining per capita output and 
consumption for the economy as a whole. By 1982, reul GDP per capita had 
fallen by 28 percent from its 1973 level, external debt service obligations 
had reached 72 percent of exports of goods and non-factor services, and 
declining import capacity threatened still further declines in output, 
employment, and consumption. 

Beginning in 1982, the government began moving aggressively to reduce the 
fiscal and balance of payments deficits. In all, the central government cash 
deficit was reduced from 14.9 percent of GDP in 1981 to an estimated 3.1 
percent in 1988. The government was somewhat slower to adjust the exchange 
rate. Although adjustments of the nominal rate began as early as mid-1980, 
the initial adjustments were inadequate to offset accl~lerating inflationary 
p~essures and the real effective exchange rate peaked in mid 1983. Subsequent 
adjustments including two large devaluations in the st~cond half of 1986 and in 
June 1987 have left the real effective exchange rate nt about half its 1978 
value. 

Although fiscal and exchange rate adjustments succeeded in restoring the 
balance of payments essentially to zero in the 1984-87 period (albeit with a 
great deal of debt rescheduling) while halting the decline in output, 
stabilization by itself has not been sufficient to restore an acceptable rate 
of growth. The reasons for this can be traced to a series of structural 
distortions, primarily introduced during the 1970s, which have prevented 
private sector. producers, and producers of tradables in particular, from 
resp0;~~~ng to an improved generalized pattern of price and market incentives. 
In some cases, these distortions were preventing all improved pattern of 
incentives from being reflected at the producer level, as in the case of price 
and markup controls at the retail level, price controls and regional marketing 
restrictions for agricultural products, especially rice, and public sector 
export monopolies (caisse de stabilization) for the country's principal export 
crops. In other cases, the structural obstacles prevented producers from 
~esponding effectively to the price signals that they received, as in the case 
of cumbersome export licensing procedures, rigid and flomewhat a~bitrarily 
administered exchange controls which blocked access to essential inputs and 
spare parts, and finally an inefficient public sector banking system burdened 
with a large volume of non-performing parastatal debt. 

171 



-2-

since 1985, the Government of Madagascar has entered into a series of 
sectorally oriented structural adjustment credits with the World Bank to 
address this wide range of structural impediments to improved growth. The 
details of these programs are beyond the scope of this summary but they have 
attempted to deal in a systematic way with the structural impediments in each 
sector. As a result of these reforms, the exchange regir:/, has been made more 
predic table and automatic, most price contt'ols have b~,·, i !c;:linated, regional 
transportation restrictions imposed at the national'., 'el ~lave been eliminated 
(although regional government taxation and ad hoc restrictions remain a 
problem), and SUbstantial progr~ss has been made in the liberalization of the 
rice market. 

Rice market liberalization has been by far the most controversial aspect of 
the reform program and the government's performance has been mixed. Prior to 
May 1983, the Governmellt had an absolute monopoly of the purchase and sale of 
rice. Since that time, the government opened rice marketing to private sector 
participation except in two geographic areas which accounted for 25 percent of 
total production, abolished the legally established ceiling price for rice, 
and finally eliminated the r)mainillg regional monopsonies. As a rAsult of 
these measures, regional price differentials fell substantially, many new 
tl'ade~s entered the market, and the number of private mills increased from 11 
in 1983 to 90 by 1985. 

Following a large increase in consumer rice prices in early 1986, the 
govemment est.ablished a "buffer stock" to limit upward movements in retail 
prices but the conditions for the release of buffer stock rice has been a 
major point of controvecsy between the government and donors in the period 
since 1986. Beginning in late 1987, PROCOOPS, an ostensiblY private sector 
organization with stl"Ong political connections with the governing AREHA party, 
began below-market sales of rice donated by North Korea in Antananarivo and 
Tamatave. While not technically a violation of the agreement with the World 
Hank and other donors, its actions are certainly a violation of the spirit of 
those agreements. 

The actions of the government and PROCOOPS are of considerable concern to 
AID. Yet thHY should be ke1>t in peropective: the government has not 
reestablished price controls or restricted private sector milling or marketing 
of rice; and 1988 imports by the government and PROCOOPS are estimated at 110 
to 120 thousand metric tons, approximately the Game volume of imports which 
were undertaken in 1984 and 1985 and considerably less than the level of 
imports of 1986 or the per~od before 1984. 

The GDRM has never explained its reasons for the backtracking but they clearly 
relate to concerns that the cumUlative effect of exchange rate adjustment, 
government spending cuts, and price liberalization have had a disproportionate 
adverse impact on the living standards of the urban middle class. The 
toleration of this group for policy reform in general is critical to the 
success of the government's overall economic recovery efforts. 

Because of the extreme poll tical sensitivity of the rice pricing question, AID 
has chosen not to attempt to achieve further gains on that policy front at 
this time, but rathe~ seeks to ~upport further policy reforms in the area of 
small- farmet'-produced export crops. Thls is a policy area which addresses the 
GDRM's immediate balance of payments concerns and furt.hers AID's objectlves of 
imp['oving small farmer income. 
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The Madagascar Agricultural Export Liberalization Program (HA~LP) has two 
major components: (1) direct program assistance in support of policy reform 
in the agricultural export area, and (2) a project component made up of 
studies, teclmical assistance, and training which is designed to clarify and 
develop support for a broader policy reform agenda. In addition to the policy 
reforms to be immediately supported by the program, the policy studies will 
examine policy impediments to the efficient operation of the full range of 
markets in which small farmers transact, including rural financial markets, 
agricultural input and product markets, and the markets for conSLlmer goods in 
rural areas. These are areas where needed changes are not yet clearly 
defined, despite widespread recognition that problems exist. The results of 
these studies and technical assistance will form the basis of future policy 
dialogue, whether or not supported by additional policy-based assistance. 

Of the total planned $18.735 million in AID contribution to HAELP in FY 1988, 
$16 million will be disbursed in support of policy reform. Disbur:~ements will 
be made in two tranch~s. The first is expected to be made shortly after 
signature of the grant agreement in July 1988, on the jasis of the .substantial 
dismantling which has already taken place - in part due to A. 1. D. 's 
encouragement - of government monopolies for three of the chief traditional 
agricultural export crops. This action has already been announced b~r the 
GDRM. The second disbursement, which could be made as early as January 1989, 
will be based upon the parformance of a small number of objectively v\~rifiable 
indicators of the effective implementation of these same reforms. The' 
performance of the GDRM, as reflected in these key indicators, will be 
examined by an external review team, which will make a recommendation \:0 
OAR/MadagaGcar concerning the release of the second tranche. This review team 
will also be tasked with recommending whether AID should obligate additional 
funds in FY 1989 under HAELP for agricultural market reform, and if so, what 
conditions should be attached to that support. OAR/Madagascar intends to 
continue to support the consolidation of the reforms identified in this 
document - or ne,··ed reforms identified by the studies to be undertaken 1Jnder 
the HAELP - if such support is warranted. 

The $2.735 million progr.1mmed for project assistance will support technicil1 
and policy studies, tral,:ing, and technical assistance. The study activities 
will be designed both to clarify the remaining r~forms needed in complementary 
areas (rural finance, input and product markets) to sustain the momentum 
geoerated by liberalization of agricultural export markets, and to build a 
constituency for the reform effort among a broad spectcum of academics, 
businessmen, and government officials. The most important of the studies to 
be undertaken early in the project is a baseline rural household income and 
expenditure survey. This survey will provide badly r.eeded basic information 
on the components of small farmer real income and will guide futuL'e policy 
dialogue efforts. Beyond this, if the program is successful, the survey and 
subsequent follow-up surveys will demonstrate thal success both to the 
Malagasy and to us. On the olher hand, if there should be a breakdown between 
the program activities and the achievement of its goal and purpose, the 
follow-up surveys will provide us with both an eat'ly warning system to 
identify that breakdown and with suggestions for further study et'eas and 
corrective measures, either additicnal policy reforms or project interventions. 

The HAELP comes at a time when the Government of Madagascar has shvwn its 
commitment to moving ahead with a far-reaching program of economic reform that 
extends to all key sectors so as to take adv_ntage of the improved 
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while known sources of coal, uranium and oil-bearing tar sands remain 
unexploited. Many years of exploration for oil in the south and west have 
recently resulted in the discovery by Petrocanada of a p['omising site near 
Morondava in the west. However, the most lucrat.ive find to date is a deposit 
in the southeast of the strat~gic metal titanium, said to be one of the 
largest in the world. Plans for exploitation are underway despite the fact 
that the site is now a nature reserve harboring some of Madagascar's many 
unique plant and animal species. With extensive beaches along the coast and 
offshore islands, as well as its unique biological wealth, Madagascar also 
possesses strong potential for tourism. 

B. Economic Analysis 

The following discussion outlines Madasascar's recent social and economic 
history, from the revolutions of the early 1970s to the present, providing an 
understanding of wi.at problems the country has faced, how it has responded, 
and what future actions need to be undertaken in order to further the 
country's development. In this discussion, the principal objectives are to 
describe the collapse of the economy in the eArly 1980s, the stabilization 
efforts and their successes, the need for structural adjustment, and the 
limits posed by social and institutional factors. The particular program 
intervention is derived from this analysis. The Mission strategy concludes 
the discussion. A full discussion of the economic reform program and its 
social and institutional context can be found in Annex B. 

1. Centralization and Economic Collapse 

Madagascar is one of the world's poorest countries. With a popUlation 
estimated at 10.6 million in 1987, the country's annual gross domestic product 
equals just $265 per person, a level which has been virtually stagnant for the 
last several years. Rapid popUlation growth of nearly 3 percent per year 
compounds the problem, and has resulted in declining real per capita income. 
The situation has not always been quite this bleak. 

In the 1960s, during the decade following independence, the Mala~asy economy 
gr~w at approximately three percent per year. This was faster than the then 
~ato of population growth, and produced small increases in real per capita 
incomes. Frustrated with the slowness of the growth, however, and disturbed 
by the unequal distribution of the proceeds of that growth, the country 
undet'went socialist revolutions in 1972 and again in 1975. A principal 
concern of eaeh revolution was reducing foroign, interpreted as French and 
western, interference in the country, increasing the role of indigenous 
Malagasy in the country's economy, and reducing individual control of and 
profit f~om the exploitation of the country's natural resource base. 
Specifically, the revolutions resulted in increasing state control over 
various aspects of the economy, including the institution of parastatal 
monopolies for marketing rice and other crops, banking, energy, insurance, 
impfJrt~. exports, and the expansion of pubUc enterprises in several 
inauslries. 

In addition, the centralized, rost-independence Government structure was 
decentralized, allowing the fokontony, or local, government broad new rights 
to impose and collect taxes as well as to provide services. Regulatory 
inlet'vention of the central and lOl~al governments also increased 
substantially, t:rice controls were generalized, and import restrictions and 
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exchange controls tightened. The net reslJlt of these actions was a general 
neglect of the productive, agricultural s~ctor, and a promotion of inward 
looking production activities in a highly protected environment. 

These changes did not produce the intended acceleration of grot~th which thr: 
Government desired. As a result, the government attempted to reverse the 
economic decline of 1972 to 1978 through a massive public investment program 
designed to hasten industrialization through capital intensive technologies 
while imposing further pricing a.nd marketing policies which favored urban 
consumers. This industrial expansion effort began in 1978. 

These attempts to stimulate the expansion of Mada8ascar's stagnating economy 
contributed to the economic crisis which beg~n in 1980-81. The share of 
investment in GOP had averaged 13 percent fro.l1 1970 to 1978, but mushroomed to 
25 pet'cent for 1978-79. The financing of this massive expansion contributed 
to a large public sector deficit without adding to productive capacity. By 
1980, the budget deficit equale~ 18 percent of GOP, inflation grew at more 
than 30 percent per year ip. 1981 and 1982, and the debt service ratio 
exploded, from just four percent of export earnings in 1978 to 90 percent, 
before rescheduling, in 1985. This debt service burden has been responsible, 
in part, for Lhe severe lack of foreign exchange in recent years, and has 
itself further stalled economic growth. 

Exacerbating the foreign exchange shortage was the greatly overvalued Malagasy 
franc. This led to an unsustainable demand for imported goods while 
simultaneously unaermining th~ profitability of exported Malagasy agricultural 
commodities and finished products. This, in turn, was translated back into 
declining real producer prices fo~ agricultural commodities, and a sharp 
contraction of agricultural production for export. 

By 1982, real GOP per capita had fallen by 28 percent from its 1973 level, 
external debt service obligations had reached 72 percent of exports of goods 
end non-factor services, and declining import capacity threatened still 
further declines in output, employment, and consumption. 

2. stabilization 

Faced with a clearly unsustainable resource gap, the government undertook a 
series of strong and effective stabilization measures beginning in 1982. 
These measureD included reducing capital expenditures from 11.6 percent of GOP 
in 1981 to 7.5 percent in 1982 (this level has been maintained in successive 
years). Secondly, the government limited central Bovornment recurrent 
expenditures, principally through a ncar freeze in the number of civil 
servants (their numbers increa~ed by only 1.6 percent between 1983 and 1986), 
and a significant compromising of real public sector salaries. In all, the 
budget deficit was reduced from nearly 15 percent of GOP in 1981 to an 
estimated 3.1 percent in 1988. Concurrent with this contraction of the 
deficit, domestic bank borrowings by the central government have been 
substantially reduced from 7.4 percent of GOP in 1981 to a net repayment 
position in 1988. 

The government was somewhat slower to correct the exchange rate. Although 
adjustments began as early as mid-1980, the initial adjustments were 
inadequate to offset accelerating inflationary pressures, and the real 
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effective exchange rate peaked in mid-1983. Subsequ~nt adjustments have been 
substantial. however. and have included two large dova1uations in the sacond 
half of 1986 and another in June of 1987. Combined. these devaluations have 
left the real effective exchange rate for the Malagasy franc at just about one 
half its !978 value. 

Among other measures taken to reduc~ aggregate demand were reductions in 
consumer subsidies. The Government more than doubled the price of rice 
distributed through official channels. and consumer subsidies on imported rice 
were eliminated. In addition. tax measures were improved. price increases for 
public enterprise produced goods announced. and imports were sharply 
curtailed. Finally. tight bank credit ceilings were imposed to help reduce 
inflation. These efforts were su~cessful and. during a time of devaluation, 
inflation was reduced from 30 percent in 1982 to just 11 percent by 1985. 

3. structural aeform - the need 

Although fiscal and exchange rate adjustments succeeded in restoring the 
overall balance on l~he balance of payments essentially to zero by 1985, while 
halting the de(!line in output, stabilization by itself has not been sufficient 
to restore economic gr.owth. There have been some responses that show that. 
economic areas unenl~umbered by market distorting controls and regulations have 
indeed taken advantage of the slabilization efforts to date. Examples include 
shellfish exports. which have increased dramatically over the last several 
years to become the country's fourth largest foreign exchange earner. 
Domestically. theria are many producers and exporters of this perishable 
commodity. and their volume of sales attests not only to their success but 
also to the incent.ives offered by undistorted stabilization efforts. In a 
second area. a look at the estimates of services receipts for 1988 compared to 
1983 shows a projected increase of 76 percent over the earlier year, 
demonstrating a clear response to price incentives in a relatively unregulated 
field. 

There are. unfortunately. mo~'e examples of how stabilbation efforts 
themselves have been insufficient for growth. The reasons for this can be 
tr:aced to a series of structural distortions. primarily introduced during the 
1970s. which have prevented private sector producers. and producers of 
tradables in particular, from responding to an improved generalized pattern 
of price and market incentives. In some cases. these distortions have 
prevented an improved pattern of incentives from being reflected at the 
producer level, as in the case of price and mark-up controls at the retail 
level, price controls and regional marketing restrictions fo~ agricultural 
products, especiallY rice, and public sector export monopoli~s (caisse de 
stabilizaHon) for the country's principal export crops. 

In other cases, the structural obstacles prevented produ~ers from responding 
effectively to the price signals which they received, as in the ~ase of 
cumbersoml~ export licensing procedures, rigid and somewhat arbitrarily 
administered exchange controls which blocked access to essential inputs and 
spare parts, and finally an inefficient public sector banking system burdened 
with a large vol'lme of non-performing parastatal d~bt. 

The need for structural reform was discussed as early as the 1983 Consultative 
Group me:eting on Madagascar. At that meeting, the Group developed the first 
phase of reform, which included the following main points (as reiterated by 
the World Bank, 1986): 
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(a) promotion of private, smallholder production, and de-emphasis of 
parastatals and collective production; 

(b) concentration on investment in rehabilitation; 

(c) reliance on market prices; 

(d) withdrawal of the agricultural ministries and parastatals' from 
direct-production and commercial activities; and, 

(e) improvement of essential public sector services. 

Some progress has been made in moving toward these goals, and sUbstantial 
assistance for structural adjustment has corne from the Bank itself. 

Since 1985, the Government of Madagascar has entered into a series of 
sectorally oriented structural adjustment credits with the World Bank to 
address this wide range of structural impediments to improved growth. The 
details of these pvograms are discussed in detail in Annex B. In sum, the 
World Bank and toe International Monetary Fund have attempted to deal in a 
systematic way with the structural impediments in each sector. As a result 
of these reforms, the exchange regime has been made more predictable and 
automatic, most price controls have been eliminated, regional tr~nsportation 
restrictions imposed at the national level have been eliminated (although 
regional government taxation and ad hoc restrictions remain a problem), and 
SUbstantial progress has been made in the liberalization of the rice market. 

Rice market liberalization has been by far the most controversial aspect of 
the reform program and the govevnment's performance in this area has been 
mixed. Pri.or to May 1983, the Government had an absolute monopoly on the 
~uL'chase and sale of rice. In 1982, the. retail price of rice was raised 82 
percent, eliminating an explicit consumer suusidy and improving producer 
prices. In 1983, the government opened rice marketing to private sector 
pavticipation except in two geographic areas which accounted for 25 percent of 
total production. In June 1985, the legally established ceiling price for 
rice was abolished. Subsequently, the two remaining regional monopsonies were 
eliminated. As a result of these measures, regional price differentials fell 
substantially, many new traders entered the market and the number of private 
mills inc~eased from 11 in 1983 to 90 by 1985. . 

Following a la~ge increase in consumer rice prices in early 1986, the 
governmant established a "buffer stock" to limit upward movements in retail 
pricos. AID and other donors contributed rice to establish that stock whose 
release price was set at 40 percent above the average market price during the 
previous post-harvest period. The conditions for the release of buffer stock 
rice have been a major point of controversy between the government and donors 
in the period since 1986. Beginning in late 1987, PROCOOPS, an ostensibly 
private sbctor organization with strong political connections with the 
governing AREHA parLy, began below-market sales of rice donated by North Korea 
in Antananarivo and Tamatave. While not technically a violation of the 
agveement with the World Bank and other donors, its actions are certainly a 
violation of the spirit of those agreements. Moreover, PROCOOPS actions have 
the potential for disrupting newly established private sector market channels, 
and thus may, although there is as yet \10 solid evidence that they have, 
['educe farm-gate prices. 
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The actions of the government and PROCOOPS are of considerable concern to 
AID. Yet they should be kept in perspectiv~. The government has not 
reestablished price controls or restr.icted private sector milling or marketing 
of rice. The volume of imports to be undertaken in 1988 by the government and 
PROCOOPS is unclear but seems to be in the range of 110 to 120 thousand metric 
tons. While this is higher than one would like to see, given that Madagascar 
has the potential to be an exporter of rice, it is approximately the same 
volume of imports which were undertaken in 1984 and 1985 and considerably less 
than the level of imports of 1986 or the period before 1964. 

Not all reforms have been focussed on the rice sub-sector, however. The 
government also responded to recommendations for improving export crop 
marketing contained in major studies prepared by several international 
donors. Incentives to diversify expo~ts were provided, with the elimination 
in 1984 of all taxes on agricultural exports, excluding the traditional 
crops. Real producer prices for coffee were increased at the time, and 
services to coffee growers strengthened. The government also removed market 
and price controls for groundnuts, previously an important export as well as 
edible oil source. other reforms were undertaken with respect to edible oil 
production, livestock, and cotton. 

Although many "correct" policy changes have been announced, the implementation 
of such reforms has been difficult for the government. An example of the 
difficultj~s arising from the implementation of the reforms comes from an AID 
financed sll.:dy completed in October, 1987, by Elliot Berg. The report makes 
the following observation: 

Export marketing remains heavily controlled, with the traditional 
exports "reserved" for parastatal trading firms. Progress is being 
made in some non-traditional exports, where entry is easier; shrimp 
exporters are numerous, and volumes have grown rapidly in the last 
few years. According to some observers, a certain amount of informal 
privatization or decentralization is taking place in minor exports 
like lobsters and lychee nuts. But regulations remain endemic and 
monopolization typical in ma~keting of major agricultural exports. 

This observation corroborates World Bank reflections at the time that the 
first phase of the adjustment process fell short of its goals due to a lack of 
coherence in the spectrum of gove~nment policies. "Incentives were not 
provided for all products, accentuating the preference of farmers for outputs 
with high returns. Controls on prices and markets gave room for crop 
retention, speculation, and black-marketing. At the same time, import 
policies were not tailored to overcoming shortages, and acted as a 
disincentive to production." 

4. structural Reform - the future 

Despite the inherent political difficulties of continuing with reforms, the 
Government of Madagascar has made it clear that it not only intends to proceed 
with the comprehensive program of reforms agreed to in the Policy Framework 
Paper (PFP) (sGe Annex B for a summary), but will accelerate the 
implementation of several key measures in 1988. Some planned measures will, 
in fact, go beyond the steps agreed to in the PFP. The next steps to be taken 
by the Government of Madagascar in 1988 and 1989, which follow a logical 
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progression in the effort to put the country on the path of sustainable 
growth, are summarized below. These measures are the result of a careful 
analysis of the remaining constraints to growth, and will be undertaken with 
the assistance of the lMF and the lBRD as well as the bilateral donors. 
This year, 1988, will be a year marked by major efforts to liberalize external 
trade and to stimulate export production. The Open General License system 
will be introduced on an accelerated schedule with full implementation planned 
for July 1988. Initial experience with the OGL has been one of low demand for 
foreign exchange. This appears to reflect the transition from a system where 
exchange was applied for in advance of needs, to one in which foreign exchange 
is applied for only when needed since receipt of the full amount is assu~ed 
and since full payment in local currency must be made at the time of 
application. Also, a large perr.entage of foreign exchange obtained under the 
LIR in 1987 is still unused. Thus, it is difficult for the Central Bank to 
anticipate actual demand for foreign exchange under the OGL, and concerns 
remain that a large sudden demand will push reserves below the target and 
force a large devaluation. The Central Bank is therefore increasing reserves, 
tightly controlling credit, and encouraging donors to disburse the balance of 
payments assistance promised at the January 1988 Consultative Group, which to 
date has been slow in coming. The GDRM remains committed to an active 
exchange rate policy, adjusting the rate as needed to maintain an appropriate 
level of foreign exchange reserves so as to assure the smooth functioning of 
the OGL system. 

Liberalization of the export sector has also been accelerated. In 
mid-February 1988, the Government ended the state trading company monopoly on 
exports of pepper and cloves, and freed internal trade and prices in these 
products, leaving only coffee and vanilla subject to management by the 
stabilization Funds. Taxes on pepper will be eliminated, although a flat tax 
on cloves will continue to be collected. Pending the planned April 
complet~on of a study commissioned by the World Bank, coffee exports will 
continue to be carried out by the atate trading company. Under the terms of 
structural adjustment agreements, recommended changes in the marketing 
arrangement for coffee are to be made prior to the 1988/89 coffee season which 
begins in May, while the producer price for coffee will again be raised 
substantially to bridge the gap that rema~ns between producer price and f.o.b. 
export price. Coffee is the crop that holds the greatest potential for 
inct'easing export earnings in the short run, although non--traditional exports 
such as fruit and seafood also show promise. 

Othee steps will further lighten administrative export procedures. The 
Government will abolish requirements for cfl~ds, licenses, and prior 
authorizations for internal trade (collection, processing and storage) and 
export of all of the major export crops and will extend the maximum period for 
repatriation of foreign exchange earnings from 30 to 90 days. Also, in 1988 
the Government will publish an exporters' guide to support the export sector, 
and will activate plans for free trade zones to stimulate investment. 

In agriculture, the GDRM has alt'cady taken significant action to reverse poor 
policies, as noted above. Sustained and thorough implementation of the 
announced liberalization policies are now required. Major implementation 
actions are planned for 1988 and 1989 to remove pricing and marketing 
constt'aints on the agricultural export crop side. It is in this area where 
AID/Madagascar will provide support. 

/7( 
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c. Social and Institutional constraints 

A major concern among all donors has been the problem of political opposition 
to the reform programs. It must be recognized that the various elements of 
the stabilization and structural reform efforts have had the effect of 
increasing the real incomes of rural smallholders at the expense of urban 
residents in general and the urban middle class in particular. The reduction 
in central government current expenditures has largely been accomplished 
through wage compression for civil servants and a substantial decline in 
employment on public infrastructure projects. The adjustments in the real 
exchange rate have dlsp~oportionate1y reduced the real incomes of the middle 
and upper class. (Imports, directly or indirectly make up 35 percent of the 
market basket of urban "modern households" but only 12.9 percent of the 
consumption of urban "tt'aditional households" according to surveys underlying 
the consumer price index and almost certainly a still smaller proportion of 
~ural consumption.) Similarly, the attempt to raise the farm-gate price of 
rice represented an income transfer from urban (and some rural) rice consumers 
lo rural rice producers. 

While it would be difficult to quantify the distributional impact of the 
reforms, the cumulative effect, although undoubtedly "favorable" in some 
abstract sense, has the potential for seriously, and perhaps irretr.ievab1y, 
undermining political a~ceptance of the reform effort among the urban 
popUlation. 

Asked in another way, the major question concerning the reform program in 
Madagascar is whether the present trend towards economic liberalization 
represents a real change in direction, or is only a forced response to the 
i~nediate economic crisis and donor demands. It is certainly true that there 
is a widespread perception that the reforms have been imposed by the IMF and 
the World Bank in return for much needed financial assistance. It is also 
true that understanding of the measures and popular support for them are 
notably lacking. During an assessment of the reform program conducted in June 
of 1987, an American economist Elliot Berg noted that he found little 
intellectual support for the free market idea outside the U.S. Embassy and the 
v10rld Bank office ("Report on the Economic Reform Program in Madagascar", 
1987). This raises the equally serious question as to what the outcome of the 
liberalization policies will be, regardless of government intentions, in the 
face of an uncommitted majority and well positioned groups that stand to lose 
from the changes Lhat are occurring. 

The implementation of the refot~\s needs to take into account not only the 
overall impact on the economy as a whole and the impact on AID's target group, 
Lhe rural and urban poor, but also the impact on those identifiable groups 
whose opposition has the potential for blocking and even undoing the reforms. 
This has two implications for donor programming. First, it may require that 
we delay pressing the government to undertake reforms, such as complete rice 
price liberalization, which further aggravate the position of urban consumers, 
in favor of other reforms whose effect on those consumers is more neutral, 
such as export mat'ket liberalization. Second, it may require that we 
undertake assistance programs, such as the proposed SGction 206 program, whose 
primary beneficiaries are urban middle class consumers. 
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D. Mission Strategy 

The ~ecently app~oved Concepts Paper for Madagascar states the goal of the 
A.I.D. st~ategy fo~ the 1988-90 period to be "to assist Madagascar to increase 
~u~al incumes while ilnp~oving nutritional levels and maintaining the country's 
natu~al ~esou~ce base." This builds on the agricultural sector emphasis of 
the Mission's p~og~am to date. 

The st~ategy outlined p~oposes an active ~ole fo~ A.I.D. in supporting the 
ove~all libe~alization p~og~amr because without elimination of ti~ constraints 
which p~esently dep~ess their incomes, the welfa~e of smallholde~s, who fo~ 
the backbone of the ag~icultu~al economy, cannot be imp~oved in any 
sustainable way. U.S. suppo~t to the 1987-90 st~uctu~al adjustment prog~am 
ente~ed into by the Gove~nment with assistance f~om the IBRD and the IMF will 
come in two p~incipal fo~ms: Balance of payments suppo~t will finance needed 
exte~nal ~esou~ces; and local cu~~ency gene~ated by BOP cont~ibutions will to 
suppo~t ['efo~m objectives th~ough attribuHon to the GDRH budget. A.J.D. will 
be the fi~st dono~ to take this app~oach, which is intended to ~einforce the 
ongoing effo~t to ~efo~m budgeting p~ocedu~es by b~inging off-budget ~evenues 
into the budget. This app~oach will also gua~antee adequate ~esou~ces for the 
p~og~ams in the gove~nment budget which a~e cent~al to the achievement of the 
objectives of the AID st~ategy, and to a sustainable g~owth path. 

The U.S. will use food assistance to suppo~t the libe~alization p~ocess by 
helping to stabilize p~ices and ma~kets unde~ conditions of sca~city while the 
GDRH implements ag~icultu~al policy ~efo~ms to stimulate domestic p~oduction. 
In pa~ticula~, the Section 206 p~og~am will supply vegetabl~ oil in o~de~ to 
&ssume as adequate supply of a commodity that is c~itical to the welfare of 
the u~ban population. A.I.D. ~emains p~epa~ed to suppo~t ta~geted feeding 
p~og~ams fo~ nut~iti()nally vulne~able g~oups, pa~ticula~ly women and children. 

The majo~ new activity, howeve~, is the Madagasca~ Ag~icultu~al Expo~t 
Libe~alization P~og~am (HAELP) which we p~esent in detail in the next 
section. The policy ~efo~s suppo~ted will be libe~alizing extc~nal 
ag~icultu~al ma~ket ope~ations. Given the cu~~ent level of GDRH political 
sensitivity ~ega~ding the ~ice subsecto~ (o~iginally p~oposed as the focus of 
the MAELP) , and in view of the need fo~ time to allow ~ecent ~efo~s in the 
subsecto~ to take hold, the focus of the p~oposed ~efo~ agenda on exte~nal 
ag~icultlJ~al ma~kets offe~s the best oppo~tunity fo~ b~oadening the impact of 
the st~uctu~al ~efo~ p~ocess. Such a focus will also enable OAR/Madagasca~ 
to maintain its dialogue with the GDRH on ~u~al incomes. At the same time, 
~efo~s in ag~icultu~al expo~t ma~keting, impo~t libe~alization, and the 
maintenance of a ma~ket dete~ined fo~eign exchange ~ate will all directly 
cont~ibute to the continued ~efo~m of the ~ice sub-secto~ by facilitating 
access by p~oduce~s to impo~ted inputs and by d~iving dome.ltic p~oduce~ p~ices 
upwa~d towa~d wo~ld ma~ket levels. 

Ru~al incomes a~e st~ongly affected by the p~oduction of e~;o~t c~ops, and the 
impo~tance of the expo~t c~op subsecto~, to the nations economy as well as to 
the livelihood of its ~u~al p~oduce~s, cannot be ove~looked: 
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Export crops are the main means of livelihood for almost one-third of 
Madagascar's population, and the country's principal source of 
foreign exchange. Coffee alone contributes an average 40 - 50 
percent of annual export earnings. Cloves and vanilla are also 
critically important to the economy. Together, these three account 
for about 80 pe~cent of export r~venues .... They are also important 
for the future expansion of emptoyment opportunities in agriculture. 
Growth in this sector is, therefore, critical for social and economic 
development. (World Bank, 1984) 

Experience eve~ywhe~e demonst~ates that the key to imp~oving rural incomes is 
to ~aise p~oduce~ prices. In Madagascar, the best way to achieve an increase 
in producer prices is th~ough 1ibe~alizing ag~icu1tura1 export markets. 
st~ict gove~nment control over p~ices and ma~keting margins along with a 
monopoly by public ente~p~ises on the export of the traditional export crops 
have until now kept produce~ p~ices ve~y low. For example, despite 
substantial price increases in 1986 and 1987, the producer price for coffee 
remains at 55% of lhe f.o.t. ~xpo~t p~ice. The removal of price controls and 
['estdctions on nHu'keting will stimulate competition among a g~owing number of 
t~aders to the benefit ~f the p~oduce~. This in fact has already happened 
with cloves in the b~ief period since clove ma~keting was liberalized. 

As previously discussed, the~e is scope fo~ expansion of agricultural exports 
even in the sho~t term. Inc~eases in agdcultu~al expo~t earnings which 
already account for over 80% of total export earnings represent the most 
p['omising means for' Hadagascar to inc~ease overall export earnings in order to 
finance the additional imports that a~e needed to fuel economic g~owth. 
Addilional export ca~nings are essential for assuring the smooth functioning 
of the liberalized import system. 11..1.0. ttl19nce of payments support for the 
implementation of a libe['al ized import system will st~engthen Government of 
Madagasca~ resolve to p~oceed with another urgently needed reform at the same 
time - a market-determined exchange rate - since the adjustment of the 
exchange rate will depend upon the drawdown of foreign exchange reserves under 
the Open Gene~al License System. 

In sum, lhe MAELP is intended to reinforce GDRH commitment to implement the 
substanlial program of refo~ms already ag~eed to with the lBRD and the IHF and 
to extend and ~eenforce the implementation of these reforms in an ar9a which 
will bring substantial benefits to the poor majority of Malagasy. The 
provision of MAELP resources will depend upon the Government's sustained 
implementation of these selected reform measures. At the same time, a primary 
purpose of t~alning. studies, and technical assistance wi:1 be to build a 
public and private sector constituency in support of the stn:ctural adjustment 
program and to sustain conmlitment to the reform process. 

III. PROPOSED PROGRAM 

A. Goal and Purpose 

Within the general framework of the Mission strategy the goal of the proposed 
program is: 

to increase rural incomes. 



-14-

In order to meet this goal, the purpose of the program is: 

to reduce policy and procl;:(1ural impedhnents to liberalized Malagasy 
external agricultural markets. 

Both H,') goal and purpose of the program are well grounded in the Mission's 
overall strategy. The concerns addressed remain focussed on the rural, 
agricultural sector and in particular on the livelihood of the smallholder who 
dominates in the production of export crops as well as food crops. It is 
these millions of small producers of export crops(one-third of Madagascar's 
population depends on export crop production for their main source of income) 
who are the intended beneficiaries of the MAELP. as well as the numerous 
private sector operators involved in the collection, processing. transport, 
and export of agricultural products. 

The program recognizes the substantial progress which the GDRK has made in 
extending the liberalization effort throughout th~ agricultural sector, while 
also recognizing that reforms taken to date and those soon to be introduced 
need to be supported and consolidated before they can be regarJed as a 
success. Since many of the reforms have recently been adopted, the areas of 
administrative and procedural resistance are just now becoming apparent. 
Th~refore, the MAELP pr.oposes support for the consolidation of the GDRK's 
reform agenda in the sector. while simultaneously exploring remaining problem 
areas through careful monitoring of the progress of reforms and continued 
policy dialogue based on a coordinated program of studies and technical 
assistance. 

Principal among the conCf!.rns and risks facing the GDRK's reform program are 
political risks posed by 3egmen~s of the population chiefly the urban middle 
class, who have been adversely affected by the reform program. The ways in 
which they are affected, and by which their conditions may be ameliorated, are 
discussed in Annex E. 

B. Policy Dialo~ue Agenda 

The policy dialogue agenda extends beyond the program purpose, which is to 
remove policy and p['ocedural constt'aints which cause Madagascar's external 
agricultural markets to work inefficiently to encompass policy impediments 
which inhibit the efficient functioning of markets which rural producers 
transact in. It consists of four areas ~mlch, when taken together, address 
key constraints relevant to the Gove~nment's reform program in the 
agricultural sector. They are: 

1. Liberalization of agricultllral export markets; 
2. Improving the efficiency of rural input marketf; 
3. ImprOving rural financial markets for both borrowers and savers; 
4. Improving the availability and price of consumer. goods in rural 
markets. 

The first of these at'eas may be acti""~ly pursued at. this time; the other 
three must be studied more closely to define int~rventions. For the first 
area, our objoctive is as follows: 

Export mal'kets will be liberalized in order to improve market 
opporlunities and producer prices for the agrieultural producer and 
to increase private sector participation in agricultural exports. 

If3 
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Liberalization will consist, first, in freeing the foreign exchange market 
through efforts which remove restrictions to the importation of commodities 
and which maintain a market clearing exchange rate. Second, liberalization 
will relax export controls on agricultur&l products, specifically the 
principal expo[·t crops. This twin approach to export market liberalizatio~ 
will ensure that the Malagasy franc provides an incentive to the current and 
potential exporter, while removing administrative barriers which a['e often a 
greate~ impediment to exporL growth than the exchange rate. Both aspects will 
be addressed concurrently. 

For the other t.hree areas of the reform agenda -- input and product markets, 
rural financial markets, and consumer gooo availability -- where there is 
general agreement regarding the existence of problems but for which precise 
interventions need to be define~, th~ Mission proposes a combined program of 
studies and technical assistanc~ to furthe~ identify the nature of the 
problems and to outline policy or procedural reforms which w,1uld address 
them. The key issues in each of these reform areas are: 

Rural input and product markets - in£fficiencies which increase costs of 
commodities sold in rural areas and depress farmgate prices. 

Rural finance - administrative and othe~ barriers to ['ural financial 
market development, and the constraints impos~d on rural production by the 
lack of credit and lack of opportunities to place savings in accounts which 
earn a reasonable rate of interest. 

Availability and price of consumer goods in rural areas - the reduced 
supply of domestic&lly produced consumer goods which result from monopoly and 
cartel production protected by (ariff and non-tariff barriers an,' import 
controls. 

These problems are explored in depth in section III.C.4. "Studies". The 
objective for the Mission which emeL'ges from this segment of the program is: 

to establish, through studies and technical assistance, a framework 
within which the Mission can continue discussions with the GDRM 
regarding the i.'11pler.lentation of agricultural market. liberalization. 

This approach does not ~ommit the Mission to future policy based assist&nce in 
each area. Rather, the studi~s and technical assistance will provide the 
Mission with a series of options for appropriate next steps, wiLh an agenda 
for sustained policy dialogue with the GDRM, and with a perspective on the 
nature of the evolving reform agenda within the agricultural sector. 

C. Description of Program Activities 

1. Introduction 

The Madagascar Agricultural Export Liberalization Program has two major 
components: an agricultural sector grant conditioned on policy reform, and a 
project component made up of studies, technical assistance and training linked 
to the policy dialogue agenda which is intended to reinfo~ce the 
implementation of announced policy and procedural changes. Of t.he total 
program funding of $18. /35 million, $16 million has been targeted for policy 
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refo~m support and $2.735 million for related project Elctivities. Policy 
reform support will be provided through a sector grant, whereas studies, 
technical assistance, and training will be funded undet' a project grant. The 
PACD of the program is June 1991. Each component is dlscussed in detail 
below. 

2. Policy Reform Conditioned Sector Grant 

The first program component is a policy component, in which GDRH progress in 
meeting policy reform objectives will be used as the basis for making dollar 
disbursements which the GDRH is expected to use to finance imports under the 
Open General Licensing System. The policy reform objectives are focussed on 
the liberalization of agricultural export markets as the item on the policy 
dialogue agenda where needed interventions are well defined, and where 
progress can be expected to make a significant contribution to increasing 
rural incomes and stimulating ec~nomic growth over the next three years. 

a. Reform Objectives and their Progress Indicators: 

The objectives of the policy component are presented below along with the 
progress indicators that will be used to measure their achievement. The 
policy objectives are: 

1) Agricultural export markets for the principal export crops (e.g. 
coffee, cloves, and pepper) will be liberalized. 

2) Administrative requirements for the export of agricultural products 
will be streamlined. 

3) The Open General Licensing system (OGL), or an agreed equivalent 
foreign exchange allocation mechanism, will continue operation, so 
that producers and those hho produce for their needs Hill have 
adequate access to inputs and spare parts and so that a sufficient 
supply of incentive goods will be available for the rural producer. 

As with any reform objective, the difficult task is identifying ways in which 
progress toward the objective can be measured. In the past, benchmarks have 
often been established in an inflexible way which has failed to recognize that 
objectives can be achieved by following more than one path. The emphasis in 
this program will be on measuring the overall achievement of objectives, and 
therefore performance will be assessed on a broad range of progress 
indicators. The following progress indicators proposed here should be viewed 
as illustrative rather than exhaustive, and are SUbject to modification during 
the monitoring proc~ss. 

There are essentially two tiers of progress indicators that will be used to 
measure performance under the HAELP policy component. The first set of 
indicators concerns actions or announcements by the Government of Madagascar 
which indicate that policy or procedural reforms have been introduced. This 
set of indicators will be used to determine whether conditions for first 
tranche release have been satisfied. Examples of such indicators are: 

- GDRH opens marketing of the traditional export crops: coffee, 
vanilla, cloves, and pepper., to the private sector. Actions might 
include the announcement that a government monopoly for export of a / 

!b 
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particular crop (c!c.wes, coffee) has been abolished, or that 
restrictions on the number of operators who maynur~hRRA or AYnnr~ A 
particular crop have been lifted. 

- A system for allocating foreign exchange in an open and competitive 
manner has been established. 

However, fulfillment of these progress indicators alone will not ensure that 
the objectives outlined are met. As a recent World Bank report on Madagascar 
reminds us, "Administrative procedures are used to conceal a variety of 
discriminatory practices with negative impacts on export performance." 
("Administrative Constraints to Agricultural Exports", lBRD, January 1987). 
Additjonal progress indicators which define the ways that implementation of 
the liberalization effort can be assessed are required. Such "second tier" 
progress indicators might include, 

For agricultural export market liberalization: 

-share of export volume of traditional crops marketed by private operators 
has increased. 
-number of private operators involved in export marketing has increased. 
-export volume of non-traditional crops, particularly those formerly 
subject to infot'maUy reserved markets, has increased. 
-export of new p~oducts or processed versions of traditional products has 
been initiated. 
-time required to process an export shipment has decreased. 
-number of administrative approvals, clearances or fees for export 
transactions has decreased. 
-an export guide has been published which provides a complete and concise 
summary of all regulations in effect for export operators. 
-no new formal or informal disincentives or discriminatory procedures are 
introduced at the level of production, purchase, transport, processing or 
export sale. 
-local government taxes on movement of agricultural commodities are 
r~placed with alternative revenue-generating measures. 

For foreign exchange allocation: 

-60 people allover Madagascar have equal access to foreign exchange under 
the OGL (i.e., do all exlsting bank branche~. including those in outlying 
provinces, provide services to clients who have need of foreign exchange)? 
-are applicants receiving the total amount of foreign exchange requested 
within the six day pe~iod decreed for the OGL? 
-are any hldden or excessive charge~ being imposed which discriminate 
against certain categories of applicants, or certain types of imports? 

The refer~nce pointG for these indicato~s will be established by a baseline 
survey. These indicators ~i11 be used to measure whether the implementation 
of announced reforms is proceeding, and it is upon the basis of sustained 
implementation that the second tranche of the sector grant will be disbursed. 

The concept of progress indicators is not appropriate for the objective of the 
second segmelit of the reform agenda namely, to establish a framework within 
which the Mission can continue discussions with the GDRM regarding the 



-19-

i. On the basis of prior discussions and agreement with A.I.D., opened 
export marketing of the traditional export crops (coffee, cloves, pepper) 
to the private sector and continues to permit private operators to operate 
on an equal basis with public sector firms. 

ii. Instituted the OGL or an agreed alternative system to allocate foreign 
exchange in an open and market-clearing manner; and 

iii. Submitted a letter to USAID which outlines the GDRH's proposed 
schedule for meeting the conditions precedent to the second disbursement. 

2. Prior to the dishursement of the second tranche of $8.0 million under this 
Agreement, the Grantee shall, except as A.I.D. may otherwise agree in wr.iting, 
furn~sh, in form and substance satisfactory to A.I.D. evidence that (a) it has 
met all the conditions set forth llereunder for the release of the second 
tranche of $8.0 million, and (b) has successfully implemented policies and 
procedures to promote liberalized agricultural export market operations, and 
continued to allocate foreign exchange in an open and market clearing manner 
through the OGL or un agreed alternative mechrulism, as determined by 
measurement of the following p~ogress indicators: 

i. The share of tr.aditional crops marketed by private operators has 
increased to at le~st 50% of total value for at least two of those 
crops. 

i1. There is free access to export markets for all non-'traditional 
export crops. 

iii. The OGL system or an agreed equivalent mechanism operates as 
planned with respect to receipt of the full amount of foreign 
exchange applied for within the six working day time period specified 
in the implementing regUlations for the OGL. 

iv. The number of administrative approvals, clearances and fees for 
export ~ransactions has decreased and the time required to process an 
export shipment has been reduced to less than three days. 

v. The Government will have published an export guide providing a 
complete and concise su~~ary of a1.1 export regulations in effect. 

These progress indicators will be the subje~t of an Implementation Letter (IL) 
to be issued following the signature of the Grant Agreement. The IL will 
establish the baseline against which the progress indicators will be measured 
as well as the performance targets to be met. Upon notification that the 
conditions prec~dent to disbursement of the second tranche have been met, 
A.I.D. will designate an externol review team to assess the progress made and 
to determine whether performance satisfies the conditions for second tranche 
release. This assessment will be helG as soon as feasible after notification 
is received, except that it shall be held no earlier than December 31, 1988. 
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3. Govenants 

The Program Grant Agreement will contain the following covenants: 

The Grentee shall covenant that unles3 A.I.D. otherwise agrees in writing: 

i. It will noi:. in any way di.scontinue, reverse or otherwise impede any 
action it has taken under this Agreement in satisfaction of any cimdition 
precedent to initial or subsequent disbursements except as the pal~ties may 
otherwise agree in writing. 

ii. It will: (a) establish a Special Account and have deposited therein 
local currency of the Democratic Republic of Madagascar in a sum 
equivnlent to the dollars disbursed to the Grantee under this Agreement. 
The amount of the local currency to bo deposited in the special Account 
shall equal each dollar disbursement, and will be deterQined by using the 
highest exchange rate per US dollar which is not unlawful in Madagascar on 
the date of disbursement of the corresponding dollar amount. Funds will 
be deposited in three equal installments in the fourth, fifth, and sixth 
months following disbursement of the dollars. 

(b) Except as provided in subsection (c) below, or except as A.I.D. 
may otherwise agree in writing, funds in the Special Account shall be used 
to finance the local costs of the Seventh Highway Project and for such 
o~.her purposes as may be mutually agreed upon by A.I.D. and the Grantee. 

(c) Not less than US$ 600,000 from the Special Account over three 
years shall be marle available to the united States Government for the 
requirements of operating the USAID program in Madagascar. 

(d) The Grantee agrees to furnish A.I.D. with such reports and 
information relating t.o brtivitie!:l fiuanced wit.h funds from the Special 
Account and the performance of the Grantee's obligations with respect 
thereto as A.I.D. may reasonably r.equest. The Grantee will maintain, or 
cause to be maintained, in accordance with generally accepted accounting 
prinCiples and practices consistently applied, such books and recor.ds 
relating to the Special Account as are necessary to adequately show, 
without limitation, the receipt and use of funds from the account by the 
Grantee for agreed purposes. Such books and recQrds will be audited 
regularly nnd in accordance with generally accepted auditing standards, 
and maintained fo~ at least three yearn after the date of the last deposit 
into the Sp&cial AC~oUfit required undnr this Agreement. 

(e) A.I.D. or any of its autho~izcd representatives ahall have the 
right to inspect, at all reasonable t~mes, the books an1 record3 
maintained by t.he Grantee as required under this Agreell.t:nt. and to inspect 
the activities financed from the Special Account. 

The Project Grant Agreement will contain the following addiUonal covenant: 

The Government of Madagascar agr~e9 to abide by the criteria ana 
procedureo outlined in the Amplified Project Description for the 
selection of participants under the training programs funded by this 
project, and for the provision of technical a9sistanc~, which are 
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intended to benefit operators in both the public and private sectors 
in Madagascar. 

c. Monitoring and Assessment 

Finally, the question of monitoring and progress assessment needs to be 
addressed. Since the refot~ progr.am will be undertaken within the framework 
of an evolving refot~ environment, and not incidentally during political 
elections, a program of constant monitoring of the progress made toward 
achieving the program objectives will be required. This regular monitoring 
will be assure'i by the economist who will serve as project manager for the 
MAELP. 

In addition to ongoing monitoring, a system of external review will be 
establiuhed to assess whether sufficient progress has been made under the 
program to fulfill the conditions for second tranche release. The review will 
be external to ensure objectivity in the assessment. AID/~Qshington, 

REDSO/ESA, or a private consultant in conjunction with one of the above 
offices, will be utilized as the exterual reviewer. Progress will be assessed 
on the basis of the illustrative indicators presented above, to be 
supplemenl~u by additional indicators if deemed appropriate by the external 
review team, using as a baseline the situation at the end of 1987 as 
established by a baseline survey to be cOlnpleted within the first four months 
of the project. After assessing refor.m progress, the reviewer will prepare a 
report with findings, conclusions, and recommendations to the OAR/Madagascar 
regarding progress, compliance, and the appropriateness of. disbursement. 
The Mission will then prepare an action memorandum for the AID Representative, 
on the basi~ of the review report, which will outline the reasons for 
recommending release, or t'efusal of release, of the funding tranche. The AID 
Representative will approve or disapprove the recommended act40n with the 
concurrence of the Director of REDSO/ESA in Nairobi. Only on the basis of the 
approved memorandum will funds be released. Progress under the program will 
also be measured by the program evaluations scheduled for October 1989 and 
Augusl 1991. 

3. Policy Dialogue Linked Project Activitiea 

The studies, training, and technical Rssistance activities preaented below are 
closely inter-related, and are intended b~th to consolidate the implementation 
of reforms &lready undertaken, as well as to develop an understanding of the 
r.eforms which are needed to overcome remaining constraints to efficient 
a&~icultural market operations. 

a. Studies 

Given the evolving nature of Madagascar's overall liberalization program, this 
component will be instrumental in shaping and refining the Mission's policy 
agenda outlined in section B. Study activities and follow-on workshops will 
be desigaed to analyze remaining constraints to the liberalization of 
agricultu['al mat'kets, and to recommend policy or procedural changes to address 
theln. A secondary ~bjective will be to involve as broad a spectrum of 
individuals as possible - academics, business, and local government leaders as 
well ae central governme'lt representatives - to permit these people to foel a 
sense of participation in shaping parts of the reform program and thereby, 
hopefully to develop a commitment to seeing it implemented. 
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Sensitivity and a low key approach will be used in developing this component: 
alt~hough Malagasy recognize the issues and feel a need to understand them 
bef~ter, they are also wary of outsiders' interference. This wariness sterns 
from two sources: 

First, the government is moving from a socialist, very centralized stance, 
to a more market-oriented one, without changing leadership. Thus, political 
fi@;ures who were used to preaching one kind of market behavior, are finding 
that this is suddenly inappropriate, but are unclear as to what is 
acceptable. Political leaders feel it is their responsibility, and not that 
of outsiders, to clarify new policies. For this reason, high donor visibility 
in terms of technical assistance for economic policy related studies and 
seminars is at this time particularly delicate. 

Second, as mentioned elsewhere, the country is approaching presidential 
elections in 1989, and the political leadership is reluctant to involve itself 
with any controversial reform-related study or seminar which might lead to 
loss of votes. 

Three types of studies are envisaged: 

--a rural household income and expenditure survey, which will first 
establish the baseline and later be used to measure performance in achieving 
poliClr reform objectives, as well as the project goal and purpose; 

--technical studies to pursue issues directly associated with export 
development and diversification; and 

--policy studies, tn look at issues more broadl!' related to the HAELP 
program goal and policy dialogue priorities. It is this set of studies in 
pa['ticul~r where an effort will be made to involve a broad spectrum of 
Malagasy representatives, some through direct participation in formulating 
terms of reference, conducting research, reviewing drafts, etc., and others 
through participation in workshops or seminars to discuss study results. 

Both technical and policy studies will contribute to exploring ideas and 
rai~ing questions relevant to the development of ~he Mission's next CDSS, 
scheduled for submission in 1990, as well as to refining the Mission's 
strategic approach in the near term. The studies will build on the 
considerable amount of work already done by the government and/or othe~ 
donoro. They will synthesize available information before exploring questions 
of interest in more detail. Both sels of studies will include attention as 
appropriate to important environmental issues, and be concerned with 
identifying the social impact of alternative reform options that might be 
proposed, including possible adverse effects on women. 

Rural household income and eXRenditure survey. A baseline survey will be 
initiated as soon ao possible after Lhe signing of the Grant Agreement. This 
baseline survey will establish the status of the key indicators at the end of 
1987 a~ the point of reference upon which progress under the policy reform 
program will be measured. Gli.~nn the importance of the baseline survey in 
measuring the achievement: of project objectives, special expertise will he 
brought to bear on the design the baseline survey questionnaries and the 
sampling framework. The services of a u.s. firm under an IQC will be sought 

)9D 
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for this task. This firm would then be r.esponsible for supervising the work 
of a local firm to be competitively selected to undertake the baseline 
survey. This local firm will then be retained to do follow-up surveys prior 
to project evaluations in order to monitor progress on the key indicators OVb. 
the life of the project. 

!cchnical studies. These studies will be ~oncerned with finding 
solutio:..;' to issues that affect the eXflort marketing process in the "here and 
now" -- Le. in the context of the giv1en policy framework. They will be 
conducted in close cooperation with the Office of Exports of the Ministry of 
Commerce and the Ministry of Industry, Energy and Mines. Insofar as possible, 
local consulting firms will be used. The Chamber of Commerce and various 
business associations will disseminate findings. There will be close linkages 
with the technical assistance part of the program, in that technical 
specialists will be made available to work directly with individual firms that 
might be interested in exploring some of the possibilities suggested by the 
studies. 

The studies will look into such issues as the export prospects for specific 
product tines (similar to the onion and garlic study undertaken to develop 
information for the Niger AEPRP). They may also address questions of 
p~ocessing and packaging technology. One of the coffee studies recently 
completed identified a simple conveyor belt mechanism as a way of speeding up 
and improving the sorting process without reducing the labor intensity of the 
operation. It also suggested that sisal from the newly revitalized private 
plantations in the South could be used to produce bags for shipping, 
substituting for imports of jute from Asia. A final area in need of study is 
alternative arrangements for marketing agricultural products to replace the 
Stabilization Funds. The Kenyan auction model is an example of a system which 
permits the free market to function while allowing the govet'nm~nt to closely 
monitor prices and sales of commodities. 

Policy studies. By contrast with the former studies, this set of 
studies is intended to identify specific policy constraints to improvements in 
agricultural market dynamics that have implications for the liberalization of 
external markets. Three study areas have been identified which address the 
major constraints to medium and long term development of the agricultural 
sector, without which export marketing of agricultural products will quickly 
reach its limit. The studies will aim to help the GDRM understand the 
constrainl~ that are operating in each of these markets and to identify the 
conditions necessary for their removal. Recommend9tior.s will serve as the 
basis for future reform efforts. 

--Rural input and product markets. 

This study area is intended to ide~tify constraints in the production and 
marketing processes. It will also explore the social impact and environmental 
implications of reform-·induced changes in these processes. 

Inefficiencies exist in internal input and product markets which increase 
costs of commodities sold in rural areas and depress fat~gate prices. The 
task identified here is to analyze the nature of these distortions and develop 
an agenda for their removal. Efforts in this regard will be greatly assisted 
by the nearly complete:d World Bank financed study of local governments and 
their revenue situations, a study t ... hich is expected to recommend alternative 
sources of revenue to the currently predominant tax on agricultural 
commodities and commodity transport. 

I ~ / 
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The concern with distortions, however, goes beyond the revenue requirements of 
local governments to include such issues as problems of vehicular registration 
and licensing, administrative responsibility and availability of financing for 
road maintenance and construction, availability of and demand for agricultural 
inputs, distortions imposed by parastatals, and opportunities for the sale of 
potential surplus production. Furthermore, in the case of agricultural 
inputs, the terms under which donated inputs are disposed of is an important 
concern. Finally, distortions exist between the social and private costs and 
benefits of exploiting Madagascar's natural resource base, which are resulting 
in the rapid degradation of the resource base for short-term private gain at 
the expense of long-term public benefits. The Mission recognizes that 
distortions exist in this sector which reduce the efficiency of domestic 
markets, but also accepts that it is not now in a position to identify 
specific interventions. 

--Rural financial markets. 

Upcoming plans to reform the banking system are expressed in general terms and 
remain limited, at this point, to questions of parastatal debt and the 
introduction of private sector participation primarily in commercial banking. 
While important, these questions do not touch on the constraints imposed on 
rural production by the lack of credit and lack of opportunity for farmers to 
place their savings in ac~ounts which earn a reasonable rate of interest. 
Consequently, the Government's reform agenda, as it is currently evolving, 
does not directly consider removal of administrative and other barriers to 
ru~al financial market development. 

Another critical qupstion is the availability of credit for purchases of 
agricultural crops. A shortage of credit during the 1987 rice harvest reduced 
the number of buyers substantially, and thus drove down the producer price. 
The elimination of the Stabilization Fund role in the marketing and export of 
cloves and pepper has removed the vehicle by which traders, processors and 
wa~ehousers of th~se crops had traditionally obtained credit, and generated 
fears about future access to credit. These questions should be addressed as 
part of the ~eform agenda to ensure thet proposed reforms take into account 
the pnrticular problems of rural finance in Madagascar. Any studies 
unde~t?ken should take as a starting point the work that has already been done 
on rural credit in Modagascar and the lessons learned in credit projects, 
including the ongoing World Bank project in ogro-industry credit with the 
Agricultural Development Bank (BTM) , and the experimental prog~am in farmer 
credit in the Lac Alaotra area. 

--Availability of consumer goods in rural areas 

Basic consumer goods provide an incentive for the rural farmer to produce a 
marketable surplus. Thus, the adequate supply of consumer goods, and their 
prices, are important considerations in sustaining the impetus to produce 
marketable surpluses provided by the initial price and marketing 
liberalization measures. Many of the impediments to the supply of consumer 
goods to rural areas are addressed \n the discussion of internal markets, 
above. However, there are certain addit10nal impediments to supply which 
confront consumer goods. 

One example of an additional constraint is the reduced supply of domestically 
produced consumer goods resulting from monopoly and cartel production which 
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cha~acte~izes much of the Malagasy ~conomy. P~otection offe~ed by ta~iff and 
non-ta~iff ba~~ie~s assists in the establishment and maintenance of these 
monopolies and ca~tels, and has the added negative effect of imposing highe~ 
p~ices fo~ consume~ goods on one of Af~ica's poo~est populations. 
Administ~ative ~est~ictions on impo~ts, p~oduction, and dist~ibution, a~e 
additional facto~s that could ~e~ult in fu~the~ disto~tions to the supply of 
domestically p~oduced and impo~ted consume~ goods. The ~ole of an open and 
ma~ket deternined fo~eign exchange system is clearly inst~umental to 
eliminating disto~tions in the supply of consume~ goods. 

This study will utilize domestic cost methodology to highlight the impact of 
the ta~iff ~egime on the domestic p~oduction of manufactu~ed goods and to 
identify co~~ective policies. This study is impo~tant because it will lead to 
a discussion of oppo~tunities fo~ efficient domestic t~ansfornation of 
ag~icultu~al p~oducts fo~ both inte~nal and exte~nal ma~kets, an issue likely 
to be of cent~al conce~n fo~ g~owth p~ospects ove~ the medium to long tern. 

b. T~aining and Technical Assistance 

1) Int~oduction: 

The~e a~e seve~al impo~tant const~aints now p~eventing announced policy 
~eforns intended to encou~age a la~ge~ ~ole fo~ the p~ivate secto~ in economic 
development f~om achievinB thei~ desi~ed ~esults which the t~aining and 
~elated technical assistance activities unde~ MAELP a~e deFigned to add~ess. 
The fi~st is a widely ~Hcognized lack of business skills which inhibits the 
Malagasy f~om taking advantage of oppo~tunities a~ising f~om economic 
liberalization, pa~ticula~lY in expo~t ma~kets. A ~elated const~aint is the 
inability of most Malagasy businesspeople to wo~k in English, which limit~ the 
numbe~ of count~i~s to which Malagasy desi~ing to expo~t can ma~ket their 
p~oducts, and also the numbe~ of count~ies f~om which the Malaga~y can obtain 
needed impo~ts of goods and se~vices. Taken togethe~, this language ba~rier 
~esults in a less than optimal t~ade patte~n .nd loss of potential revenue. A 
final const~aint is a lack of unde~standing of the policy changes needed to 
remove r.emaining obstacles to the efficient ope~ation of agricultural markets 
and a co~~esponding lack of commitment to the economic libe~alization 
process. Training in all th~ee areas is considered critical to the success of 
the ~eforn p~ocess. While the ~esou~ces provided unde~ the KAELP will not 
add~ess all the identified needs in these areas, they will make a substantial 
cont~ibution toward achieving this goal. 

Business Know-How - is an a~ea repeatedly mentioned by the Malagasy when 
discussing what is needed in Madagascar fo~ economic liberalization to succeed. 

To add~ess the lack of in-count~y business t~aining programs, the World Bank 
in 1983 established an accounting and business administ~ation school, the 
Institut National des Sciences Comptables et de l'Administration d'Ent~eprises 
(I.N.S.C.A.E.). This school was established on the North American model, with 
Csnadian faculty and technical assistance from an American p~ofessor. 
Independent of the university system, the school is free to adopt innovative 
p~ograms. It has wide-ranging support th~ough its board of di~ectors, which 
includes high level representatives from the public and private sectors, as 
well as f~om political parties. INSCAE is under t.he supervision of the 
Ministry of Finance. , 
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Today INSCAE offers degree and non-degree, part-time and full-time courses. 
In September 1988 a two year MBA program will be added with funding provided 
by the World Bank and new French and Canadian faculty. In addition, to reach 
p~ivate sector and professional people who cannot leave their jobs for 
f.ull-time tt'aining, INSCAE in 1989 plans to develop part-time, non-degree MBA 
type cou~ses. 

MAELP will strengthen this new p~ogram in several ways: 1) by first sending 
the INSCAE Director to the U.S. to visit schools with business p~ograms that 
could se~ve as models in developing INSCAE p~ograms, and to investigate 
resou~ces fo~ both the t~ainilg of INSCAE faculty and for technical assistance 
in p~og~am development; 2) by p~oviding sho~t-term specialized business 
t~aining fo~ fou~ members of INSCAE's faculty; 3) by assisting the 
establisrunent of a business English t~aining program by t~aining the futu~e 
di~ecto~ of this prog~am; and 4) by providing technical assistance for 
p~ogram development and possible in-count~y seminars. Likely program areas 
fo~ assistance to INSCAE include: ma~keting, pa~ticlAlarly fo~ ag~icultu~al 
expo~l; management information systems; and policies and strategies for 
ente~prise development, particularly within free t~ade zones. INSCAE's 
facilities will be used as the site for in-count~y workshops and seminars 
sponso~ed by MAELP, since its high-level backing and contacts with the private 
secto~ will gua~antee the desi~ed broad spectrum of participation. INSCAE 
will thus be the p~imary vehicle for in-count~y business skill development and 
policy refol'm dialogue under HAELP. 

A.I.D. unde~ MAELP will cont~act with an Ame~ican organization skilled in both 
business skill trainillg and in developing business training p~ograms in 
f~ancophone thi~d wo~ld count~ies. This contractor will work with INSCAE's 
Directo~ to strengthen ~he INSCAE program by arranging the Director's visit to 
the U.S., by ar~anging the training p~og~ams for INSCAE faculty and business 
English directo~, and by identifying snd coo~dinating technical assistance for 
p~og~am development. This cont~acto~ will also have p~ima~y ~esponsibility 
foc' o~ganizing app~oximately thi~ty 3-6 month specialized business courses and 
on-the-job t~aining experiences in the U.S. for Malagasy, which is the sacond 
means by which MAELP p~oposes to st~engthen business skills and economic 
policy fonnulation for pdvate secto~ development. (Although the MAELP PAIP 
~ecommended one year MBA degree t~aining, the Ministry of Finance has argued 
against this train:'ng because in the past, year long sepa~ations f~or,l work aJ')1 
internationally marketable U.S. deg~ees have induced Malagasy participants to 
~ell1uin indefinitely in t.he U.S.) n~SCAE will wo~k with the U.S. contra(:tor in 
the selection of candidates aad in the identification of l~aining needs. 
Although some candidates for this training in the U.s. will hail f~om 
administ~ative offices and govet'nmcnt pa~astatals, more than two-thirds will 
come f~om the private secto~. and to the e~tent possible, will be women. 

As noted earlie~, a key impediment to the development of Madagascar's export 
t~ade is the inability of Malagasy businessmen to negotia~e in English. 
Although the World Banle is 1n the pr;~cess of setting up a language laboratory 
fo~ INSCAE, it will not p~ovide assistance fo~ the design and management of 
language prog~ams. HAELP will fund the t~aining of a person to ~esign an~ 
manage the En~lish language program at INSCAE and will use INSCAE for English 
language t~aining of participants to be sent to the U.S. 
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Intellectual understanding of the policy reform program and support for 
~conomic liberalization - were found to be notably lacking in a "Report on the 
Economic Reform Program in Madagascar" prepared by Elliot Berg in October 
1987. Although high government officials, particularly the Minister of 
Finance, have begun the process of educating the population on the need for 
reform and the reasons for the policies selected, much more needs to be done. 

The obvious institution to transmit understanding of nnd leadership for 
economic reform, as well as to provide training in buuiness skills, is the 
University of Madagascar, in particular the Faculty of Law, Economics, 
Business and Sociology (E.E.S.D.E.G.S.). However, key ministers and 
presidential advisors have cautioned that the GDRH is still deliberating over 
major refot'ms of the university which must be in placl~ before the university 
will be in a position to benefit from donor assistancl~. They estimate that 
these reforms will take effect around 1990. 

While it is too early f0r the HAELP project to provide direct technical or 
other assistance to strengthe~ the business program in the E.E.S.D.E.G.S., it 
is timely to send the Dean of the faculty and a senior staff member to the 
United states to visit public policy and business education programs such as 
those at Hat'vard I s Kennedy School and at the University of Michigan which 
could serve as models when plans to restructure the university with World Bank 
assistance go fot'ward. In addition, professors from this faculty will be used 
to work on MAELP studies, as appropriate, and will be encouraged to 
participate in seminars and workshops sponsored by the project. This 
collaboration will enable USAID to explore where future training and TA to 
stL'cngLhen economic and public policy program!:l ca"l be most effective once the 
working environment at the university improves. 

In the interim, the project's studies, study tours and workshops will be the 
primary vehicles for increasing understanding of the policy changes now 
undet'way and those still needed to remove remaining impediments to medium and 
long-term development of the agricultural sector(in input supply, product, 
financial and consumer goods supply markets in rural areas), without which 
real growth cannot be sustained. 

To summarize, HAELP training activities will include the following: 

1 strengthening in-country institutions to carry out trainins Ot 
Malagasy entrepreneurs, particularly in marketing and other skills needed to 
expand operations in export markets. This strengthening will be targetted 
pri.narily to INSCAE and will include: U.S. visits for the E.E.S.D.E.E.G.S. 
Dean and colleague, and the INSCAE Dir.ector to investigate resources available 
to ~trengthen economic, public policy, and business programs in Malagasy 
training institutions; U.s. business training for INSCAE teachers, who will 
receive shorl-·term It'aining in preparation for launching the part-limp. MBA 
type courses in 1989; and business English training, and other relevant 
skills, in the U.s. for the Malagasy trainer hl~ed to set up and manage the 
business English language program at INSCAE. 

2. U.S. classroom and on the job business programs: for an estimated 
thirty Malagasy businessmen from the privatu and parastatal sectors. Training 
programs will include business English(to be started at INSCAE prior to 
departure for the U.S.), macro-economic planning, management, and on-the-job 
training, as well as strictly business courses. 
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Participants will bail primarily from private businesses. but some will be 
selected from parastatals as well, for it is bere tbat many Malagasy private 
sector operators begin tbeir careers. In addition. participants may include 
tbe top graduates from lNSCAE's accounting and business programs. criteria 
for participant selection will include academic background. Englisb 
proficiency, work experience and areas of interest for training. 

3. study tours, studies and workshops in support of external agricultural 
market liberalization: The purpose of these activities is to let key Malagasy 
policy-makers see for themselves how policies adopted in other countries have 
contributed to economic development, and to discuss with colleagues from tbe 
business and university communities as well as other government agencies in an 
open forum the relevance of those experiences for Madagascar. 

For example, one planned study tour will take Malagasy in various political. 
technical and administrative roles to visit other coffee exportin~ countries 
to learn about alternatives to a state monopoly marketing agency for handling 
exports. Such a visit will be or~anized to Kenya, to observe the functioning 
of its auction process. All of the MAELP studies outlined in the preceding 
sections of this PAAD would benefit from the above study tOLOr/workshop 
formula, namely: rural input and product markets, rural financial mllrkets. 
availability of consumer goods in rural areas, and improved techniques for 
transforming and marketing agricultural expocts. 

Participants in sludy tours will be expected to prepare reports that will 
serve as discussion papers for the seminars, and to take an active role in the 
discussions. A U.S. economist or technical expert will travel with study tour 
participants, will assist them in report preparation, and will participate in 
the seminars. The workshops will aim to inform, and not to produce 
decisions. It will allow Malagasy to assimilate what they do understand, and 
to identify what they need to learn, in order to formulate and implement 
policies and programs cOllJucive to Madagascar's economic development. 

4. In-country seminars on such subje~ts as marketing, business start-up, 
preparation of proposals for bank financing, and negotiation of export 
contracts with foreign firms, for Malagasy businessmen. These seminars will 
be held at INSCAE and be led prir~arily by lhe technical advisors who travel to 
Madagascar to work on INSCAE program development. 

5. USAID will contr~ct with a U.S. institution experienced in business 
training, either a bu~iness school association such as the American Assembly 
of Collegiate Schools of Busineos (AACSB) or a firm/consortium to manage the 
training component of the project. This contractor will work in collaboration 
with IN~CAE on participant prJfile development, select!oo in Madagascar., and 
placement and monitoring in the U.S. This contractor will also arrange the 
visits to the U.S. of the INSCAE Director and university business school de~n, 
and the placement and monitoring of INSCAE faculty who will receive training 
in the U.S. Finally, this contractor will have responsibility for assessing 
with INSCAE its needs for program development, and for identifying and 
coordinating technical assistance to meet those Ileeds. The Entrepreneurs 
International (El) may prove helpful in assisting the contractor in planning 
on the job training. 

I e 7(c, 
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Technical Assistance: 

Some of the technical assistance activities under the MAELP are linked to the 
training, studies and study tours discussed in preceding sections. This 
technical assistance includes: 

1) Technical assistance to INSCAE for developing its part-time business 
management courses. This assistance is expected to pave the way for 
short-term training in the U.S. for INSCAE faculty, and may well lead to 
longer term exchanges of faculty and students between INSCAE and U.S. 
institutions. Technical advisors who travel to Madagascar to work on program 
development may also be utilized to lead short-term intensive seminars on such 
subjects as marketing and setting up a business. 

2) Economic reform related study tours, studies, and workshops~ The 
MAELP will assure technical assistance for combinations of study tour, 
studies, and workshop activities focussed on economic liberalization policy 
and technical issues, especially those related to export markets. 

other technical assistance is target ted to meeting specific needs of 
entrepreneurs in expanding export operations, and in assessing the overall 
progress of the economic reform program. 

3) Business consu1tancies for the Malagasy private sector: Malagasy 
businessmen have repeatedly emphasized to A.I.D./~adagascar staff the 
difficulties they face in entering export markets simply because they don't 
know where to start in identifying 00tentia1 markets or buyers. Marketing 
thus appears to be a major constraint to increased exports by private sector 
operators. Under the MAELP, a variety of types of short-term technical 
assistance will be provided to primarily small Malagasy businesses interested 
in entering or expanding export trade. 

One possible source of technical expertise for this program is the 
International Executive Service Corps(IESC), which provides the services of 
retired businessmen at no salary cost to private sector operators in 
developing countries. The director of IESC's regional office in Nairobi 
visited Madagascar in January of 1988 and informed A.I.D. that he saw many 
opportunities for IESC to work with the Malagasy. 

4) Ass0ssment of economic reform progress: Also included under technical 
assistance will be annual assessm&nts of economic reform progress (or lack 
thereof) by a senior macro economist whose conclusions will be shared with 
both the GDRH and the other donors. Professor Elliot Berg has performed this 
function twice for A.I.D./Madagascar in the past. 

5) Technical assistance for program management: An economist will be 
hired under a personal services contract(PSC) to manage the MAELP program over 
a two-year poriod. The scope of work for this manager is discussed in Section 
V below. This individual will be replaced at the end of his/her term by a 
U.S. Direct Hire economist. 
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4. Social. Political and: Environmental' Implications 

Perceptions 

In assessing change in Madagascar's political economy. it is important to keep 
in mind both the historical context (discussed in Section II B above and in 
Annex B). and the fact that societies and institutions can both maintain their 
continuity and change at the same time. In both personal and social behavior 
in Madagascar. there is a historical pattern of accepting change until it 
becomes too oppressive. when suddenly there is an explosive reaction that 
requires compensatory action on the part of the political authorities. This 
pattern has been evidenced in the country's historic swings between 
introverted nationalism and extraverted acceptance of foreign ways; in the 
explosive rebellion against the French in 1947; and in the rather unusual 
ph~nomenon in late 1984 of the Antananarivo kung-fu clubs which beheaded 
several members of a special youth organization (the TTS) of the ruling 
party. This phenomenon of action and compensatory reaction can make 
assessment of progress on the basis of a specific set of actions at any given 
moment an inappropriate representation of long te~ processes. On the other 
hand. tracking of processes can be a useful way of dete~ining the direction 
of current change. 

At the moment, Madagascar is clearly swinging towards an open free market 
economy; yet it is unclear where the extremes lie that would cause an 
opposing reaction. There is a significant lack of understanding of. dialogue 
on. and commitment to the new policies that are being advocated by. and blamed 
on. the major donors, particularly the World Bank and the IMF. There is 
little question that donor presence, behavior and involvement are not only 
important elements in the ongoing process but are also critical factors in how 
it will progress in the years to come. The perception of donor modus operandi 
is likely to be particularly important. If strict and almost dict.atoria.l 
conditionality becomes too obvious for too long it might well prove the 
undoing of the policies. The Malagasy have repeatedly demonstrated throughout 
their history their respect for, and capability in, exercising power through 
negotiation and controlled resource distribution. but they have also 
demonstrated a 3trong resentment of foreign domination. particularly when it 
usurps the Malagasy role in decision-making. 

The present period can be characterized as one of socio-economic 
disequilibrium, as the new policies that have been introduced. particularly a 
larger role for the private sector, require a major readjustment in the way 
resources are accessed and distributed. The popUlation seems more divided 
between those taking a wait-and-see attitude and those trying Lo position 
themselves to take advantage of the changes. than between proponents and 
adversaries of the announced liberalization policies. A pronounced fear is 
that a small group of individuals or families now advantageously placed in 
th~ public or private sector will use their positions to gain new and 
anticompetitive positions in the evolving private sector. (A model of this 
outcome is the Philippines. where opportunism and greed on the part of a few 
strangled off the advancement of the majority.) There are bound to be winners 
and losers in the liberalization process. However, a critical determinant of 
a positive outcome to the policy changes will be the extent of participation 
by all elements of the population. It is essential that the number of winners 
is expanded and far exceeds the number of losers. For this reason it will be 
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important - as this program advocates - to monitor not just the macro-economic 
indicators that often hide the distribution curve of benefits, but also the 
actual on-the-ground implementation of the policy changes, and to expand the 
scope of this monitoring beyond the capital to the outlying regions. Also, 
the Government and the World Bank should be encouraged to assess the social 
impact of proposed structural adjustment measures, and, to the extent 
possible, both to tailor the phasing of measures and to initiate compensatory 
programs so as to mitigate adve~se consequences for the least advantaged 
segments of the population. 

Realities 

The two realities of the current situation that are of particular relevance to 
the reform agenda proposed in this program are rural insecurity and the 
ability of participants in the agricultural export sector to benefit from the 
new opportunities presented. These issues are discussed separately below. 

a. Increasing rural insecurity iR one of the most puzzling dimensions of 
socio-economic change in Madagascar. Very high and growing losses of crops, 
but particularly cattle, to theft and banditry are being reported throu~hout 
an increasing area of the country. To some extent this phenomenon, which 
began in the 1970's, and has gathered momentum in recent years, can be 
attributed to increased impoverishment and a lack of legitimate economic 
opportunities. However, the fact that official exports of cattle are 
extremely low in the face of a known and expanding clandestine export of 
cattle to Reunion indicates the collusion of at least some local authorities. 
This phenomenon represents a perverted form of a growing private sector 
economy. 

One oft-heard criticism of the economic liberalization is that it is really a 
way of legalizing the black market. In fact, this may in a very positive 
sense be the ultimate test of its success; i.e., will the government be 
willing and able through policy and administrative reforms to convert 
clandestine economic activities into legitimate competitive market 
operations? The regulation of foreign currency will be a major factor in 
determining such an outcome, since it is the lack of readily available foreign 
exchange and feaes of continued devaluations that encourage illegal export and 
the retention of profits overseas. An assurance that profits can be 
legitimately made and that repatriated earnings will retain their value is a 
prerequisite for the successful operation of an open marke~ system. 

b. Agricultural Export Sector 

Due to its potential, the agricultural export crop sector has a critical role 
to play in revitalizing Madagascar's economy. Numerous rural producers and 
intermediaries are poised to respond t.o increased export opportunities, but 
have been held back not only by lack of inputs and technology and poor 
transport infrastructure, but also by rural insecurity and uncertainty over 
government polic]. Although progress will be difficult to measure over the 
short term, the best indicators of progress toward or away from effective 
liberalization are likely to be qualitative assessments of changing behavior, 
strategies, and the spectrum of actors iu the intermediary roles between 
producers and exporters/importers (buyers, transporters, processors, and local 
distributors of inputs and consumer goods). 
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Another measure o~ the progress of liberalization will be the flow of 
benefits. During more prosperous times before the socialist revolution, the 
traditional movement of export goods was from the regions either directly to 
external markets or via the capital, while the flow of benefits (primarily in 
the form of imported goods) was predominantly to the capital, with extremely 
low inter-regional exchange. If this pattern repeats itself or becomes even 
more pronounced in a revised export-oriented economy the benefits will be 
restricted and regional discontent and disparities may actually increase. 
Efficient, prosperous and expanded internal markets may be a pre-condition for 
increased general prosperity. 

c. Environment 

A categorical ex1usion has been approved by the Africa Bureau Environmental 
Officer. A discussion of the environmental implications of the policy reform 
program supported by HAELP funds is presented in Annex E, which also contains 
the Initial Environmental Examination. The environmental impacts of the 
policy reform program will be monitored by the Natural Resources Advisor 
expected to join the AID/Madagascar staff by the end of CY 1988. 

5. ~elationship with Other Donor Activities and Relevant 
USAID Projects 

Madagascar's structural reform program outlined in section II and Annex B 
has evolved since 1983 in close coordination with the World Bank and the IHF. 
Without the Government's commitment to this program, A.I.D. would not have 
decided to re-engage in Madagascar as it did in 1984. Since that time, A.I.D. 
activities have been designed and conducted in direct support of the reform 
program, and consequently, in close coordination with the World Bank. 
Evidence of the unusually close working relationship between A.I.D. and the 
World Bank in Madagascar abounds, but is most evident in the rice 
liberalization and environmental action plan programo. 

The MAELP builds upon lessons learned in the rice market liberalization 
through the PL 480 Food for Progress program, lessons which have also been 
applied in the development of a complementary PL 480 Section 206 reform 
program intended to extend agricultural market liberalization to the ~dible 
oils sector. The MAELP has alse been designed to specifically complement the 
ongoing World Bank Structural Adjustment operations in agriculture (CASA), and 
Industry and Trade (CASPIC), as well as the proposed 1988 Public Sector 
Structural Adjustment Credit (CASEP). Coordination will be continued when the 
World Bank moves forward with a planned CAS A II in 1989 or 1990 which will 
focus exclusively on agricultural exports. 

Support for the liberalization of the import (and foreign exchange rate) 
systems in 1980 is expected to be provided by all of the major donors. To 
date, pledges have been made by the World Bank ($65 million remaining from 
CASA, and $60 million from CASEP), the African Development Bank ($20-30 
million as part of CASEP), and the French (FF 230 million, or $45 million). 
France has been providing program type assistance since 1982. However, the 
French assistance for 1988 has been held up pending a review of GDRM credit 
policy. The U.S. contribution of $16 million will cover about two weeks of 
imports. Additional assistance may be provided by Germany, Switzerland and 
the EEC. Total donor con~itments to date cover $206 million, compared with 
anticipated total requirements for imports of SDR 400 million per annum. 
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A number of donors provide assistance in support of the agricultural export 
secto~. World Bank strUctural adjustment programs have promoted policy and 
procedural improvements in expor.t administration. export crop pricing. taK 
structures. credit systems and the t'ole of public enterpriJes. whi.le projects 
support the rehabilitation of critical r.uad and port infrastructure and the 
lending program of the Agricultural Development Bank. France has provided 
significant assistance for the rehabilitation of the coffee sector in the 
South East (with some attention to cloves and pepper) as well as for cotton 
and sugar production and processing. other projects are directed at 
livestock, maize and rice. all products with potential for increased export. 
Both UNDP and the European Development Fund gave supported initiatives in 
fisheries development. as have the Japanese. The African Development Bank 
provides project assistance for infrastructure improvement. while the German 
aid agency has been working with livestock development. 

A.I.D.'s proposed activities in technical assistan~e. studies and training in 
the areas of rural credit. input and product distribution systems, eKport 
market development, and export policies will build on earlier work dene by 
other donors (the F~ench in coffee technology aud input supplies, the World 
Bank in rural credit and free trade zones) and co~plement planned initiatives. 
particularly the development of in-country business training by the Canadians. 
French and the IBRD. It will also build upon A.I.D.'s experience in 
Madagascar under the centrally funded AFGRAD and AHDP training project~, as 
well as the Madagascar Agriculture Rehabilitation Support Project (MARS). 
Several successful MARS activities will be continued under MAELP. including: 
visits and reports on policy reform progress by a senior and widely-respected 
U.S. macro-economist. the study tour/workshop formula. and in-country seminars 
organized by a local training institution. 
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Bank. The GDRH has indicated its intention to use these dollars in suprort of 
the Open General Licensing (OGL) system for imports. Grant funds for project 
activities will be disbursed directly by A.I.D. primarily through the Regional 
Financial Management Center in Nairobi, Kenya. 

E. Local currency 

1. Mechanics. 

The mechanisms for generating and depositing local currency counterpart are·. 
described in Section III.C.2.b. above. 

2. Use. 

A small proportion of this counterpart w.ill be reserved for the Mission's 
Trust Fund. The bulk of the funds, however, will be allocated within the 
government budget to support the rehabilitation of roads in key agricultural 
a~eas under the Seventh Highway Project. A key consideration in the choice of 
use of counterpart funds has been the Mission's limited management capacity in 
the face of new local currency guidelines, which has nece~3itated the 
selection of all option which will be the least management:. intensive, while 
meeting a priority objective of the USAID d~velopment strategy. 

a) Trust Fund 

Local currency counterpart in the equivalent of $600,000 will be mad~ 
available to USAID to cover local currency costs of operating the A.I.D. 
program in Madagascar over a period of three years. Disbursements of funds to 
the Trust Fund will be made quarterly in accordance with existing procedures. 

b) Budget Attribution 

The Ministry which A.I.D. has selected to receive counterpart generations from 
the HAELP is the Ministry of Public Works, MTP. It has become evident in 
preparing the HAELP that one of the principal constraints to agricultural 
marketing and exports, and thus an improvement in rural incomes, is the 
abysmal ~tate of road infrastructuL'e. This hampers input delivery, the 
collection and processing of crops, as well as transport to export centers. 
The Fr0nch-financed coffee rehabilitation pt'oject (ODASE) has found it 
essential to give priority attention and resources to the repair and 
maintenance of key rural and t~unk roads in the coffee-crowing areas. The 
GDRM recognizes the magnitude of the problem and has soucht donor assistance 
for a well-thought out ~cogram to address the problem. The 7th Highway 
Project is pow being negotiated with tha World Bank for $200 million of 
multi-d(~or financing and is expected to come onstream in 1988. This project 
will address road rehabilitation and maintenance in key agricultural areas. 
The local curt'ency requirements of this project are estimated to be the 
equivaient of $50.2 million. The GDRM's difficulty in meeting road repair 
~eeds is illustrated by the fact that in 1988 only FMG 13.5 billion($11 
million) was allocated to MTP for all its activities. An A.I.D. allocation of 
$16 million in counterpart funds will thus make a substantial contribution to 
the realization of this key program. 
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Channeling counterpart funds through the budget will be a new undertaking for 
the GDRH. This effort is being undertaken upon the recommendation of the lBRD 
and thd IMF in order to improve the efficiency of resource use by the GDRH and 
the transparency of Treasury operations. until now, counterpart funds arising 
from donor balance of payments assistance have been us~d off-budget. 

One of the objectives of the budget reform program now being carried out with 
the IMF and the IBRD is to bring all items now off-budget into the budget, so 
as to achieve a consolidated budget presentation by 1990. Using counterpart 
funds for budget attribution will also reinforce the new program-bbsed 
budgeting approach which has already been introduced in MPARA (Abricultural 
Production) and HTP (Public Works), and is scheduled for introduction in the 
Ministries of Health and Education in 1988, and the assessment of competing 
priorities for Government resources which the new Public Investment Program 
guidelines are intended to strengthen. Finally, the allocation of counterpart 
funds will guarantee that funds will be available for identified priority 
activities. 

These MAELP resources will be integrated into the GDRH budget beginning in FY 
1989(which starts in January). 

c. Reporting and monitoring 

section III.C., Conditions Precedent and Covenants, specifies certain 
reporting requirements. On a quarterly basis, the Treasury will inform USAID 
of deposits into the Special Account and of attributions of these receipts to 
the agreed program in the budget. On a yearly basis, the recipient ministry 
will certify that an amount at least equivalent to the u.s. counterpart 
allocation has been attributed to the agreed program. The Treasury has agreed 
to coordinate these responses. 

Monitoring will take place through the program review which is due to take 
place before the disbursement of the second dollar tranche; through ,eriodic 
reviews or audits (as stated in the Covenant, USAID will have access to books 
and records as appropriate); and through regular meetings with the World Bank 
and MTP to review the progress of work and the use of funds under the Seventh 
Highway Project. While relying on the World Bank as the principal 
implementing agency, AID/Madagascar, with assistance from REDSO/ESA Engineers, 
will also monitor the project through the review of all project reports and 
periodic site visits. 

V. MANAGEMENT ARRANGEMENTS AND EVALUATION PLAN 

A. Management 

The MAELP will be managed jointly by the Office of the A.I.D. Representative 
to Madagascar and the Government of Madagascar. GDRH counterpart agencies 
will be the Central Bank as the recipient of cash disbursements under the 
agricultural sector grant, and the Ministry of Finance and Economy for review 
of policy performance and for the implementation of training, technical 
assistance and studies. The Ministries of Conwerce and Industry will be key 
participants in the planned technical studies and seminars, while the policy 
dialogue under MAELP will be carried out with the Ministries of Agriculture 
and Commerce as the two ministries having primary responsibility for 
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AID/Madagascar also proposes to obtain the services of the International 
Executive Service Corps to handle the provision of technical assistance to 
Malagasy entrepreneurs. 

AID/Madagascar will use the services of IQC firms to develop the scopes of 
wo~k for studies, to recruit a senior macro-economist to undertake annual 
reviews of policy performance, to organize and lead study tours and workshops, 
to undertake project reviews or audits, and to participate in project 
evaluations as needed. 

3. REDSO/ESA and RFMC 

REDSO/ESA assistance will be needed in several areas: 1) the services of a 
Contracting Officer to contract for the PSC economist and the U.S. 
ip.fltitutions/firms which will manage training and technical assistance 
activities; 2) the services of an Engineer to review progress on the 
implementation of the 7th Highway project, for which local currency 
counterpart gener'ated by dollar disbursements will be progranun:)d; 3) the 
~ervices of an economist, an agriculturalist and a social scientist for the 
planned project evaluations; and 4) the assistance of the RLA, RCO and the 
Director in providing concurrence for certain implementation actions as 
required by DOA 551. 

RFMC or RIG/A/N assistance will be needed as described below for financial 
reviews or project aUdits. 

4. Government of Madagascar 

The Government of Madagascar entities to be involve~ in this project include 
the Central Bank, the Ministry of Finance and Economy, the Ministries of 
Conunerce and Industry and INSCAE. 

The Central Bank will receive disbursements of dollars from the sector grant, 
will establish a special project account, and will have primary responsibility 
for assuring the timely deposit of local currency into the special account. 

The Ministry of Finance and Economy will be the counterpart ministry for the 
implementation of project funded training, studies, and technical assistance, 
as well as for the management of local curren~y generations. It will review 
per'formance on policy reform with A.I.D., and will participate in the 
development of scopes of work for studies and te~hnical assistance, and in the 
selection of in-country contractors to implement studies. It will co-sponsor 
seminars on the results of policy studies and study tours, and will 
participate in project evaluations. The Treasury Department within the 
Ministry will have primary responsibility for managing local currency 
generations as discussed above, and will prepare periodic reports on the 
status of the special account. A Project Manager will be hired to manage the 
project within the Ministry of Finance and Economy, \.,.ho will provide all 
necessary coordination with othe~ government min:stries involved in studies 
and training. The other government ministries expected to be involved in 
proj ect activities are the Ministries of Conunerce and Agriculture, with whom 
the policy dialogue on agricultural export market liberalization will be 
continued, and the Mjnistries of Commerce and of Industry which will be key 
partners for technical studies and ~rminars. 

;01 
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AID/Madagascar has worked with the 'rl"easury Department in the past on the 
disbursement of local currencies from special accounts, and believes that the 
staff of the Department are fully competent to carry out this role in the 
future. AID/Madagascar has not worked with the MinistrJ of Finance and 
Economy for project activities such as those proposed under MAELP. However, 
An initial assessment indicates that with close collaboration on 
implement.ation, the Division of Progranuning should be an excellenl counterpart 
for A.I.D. in Madagascar. This choice of a counterpart was recommended by 
high-ronking officials within the Government because of its position of 
coolodination II/ith all line ministries involved in the reform process, its 
receptivity to and lead within the GDRM in promoting the private sector, and 
its ongoing role in managing counterpart funds. The Ministry of Finance has 
also been instrumental in establishing the business institute INSCAE, and is 
particularly interested in developing in-country business skill training. 

lNSCAE will work with the U.S. institution in the selection of participants 
for training in the U.S. and in the organization of in-country seminars and 
workshops which will be held at IN~CAE facilities. 

An implementation schedule is p".'esented in Annex F. 

B. contracting Mechanisms 

The key factors considered in determining the most appropriate mechanisms for 
procuring services required by MAELP were: 1) AID/Madagascar's small staff 
and resulting limited administrative capability, 2) the relative int~xperience 
and limited capacity of the host country institutions in contracting, and 3) a 
desire to use local institutions and resources to implement project activities 
wherever possible. Thus, the services of contractors to manage the activities 
discussed above will be obtained through competitively-seleC'i:.ed dir~ct AID 
contracts and IQGs. The Design Team consid~red the feasibility of setting 
aside any project activities for c"irms or institutions which qualify for 
special consideration under the Gray Amendment (small , disadvantaged or 
women-owned firms). The team was unaware of any slnall or minority owned firm 
with experience in the implementation of a combined business t~aining/business 
training institution strengthening program, or that offered business 
consultants to private entrepreneurs at no salary fee as provided by the 
lEse. However, the RFP for the training component technical services 
requirements will be sent to the AID small business office with a request that 
the contract requirements be brought to the attention of small businesses with 
experience and expertise in the required areas. 



-41-

C. Methods of Implementation and Financing 

The chart below shows the proposed methods to be used to implement and finance KAELP. 
project components. 

Activity 

Policy Support 

T.A. 
-Program Mng'r. 
-Business Cons. 
-Macro-Econ. 
-Study Tours 

Training 
-Institution
building/business 
courses in U.S.I 
INSCAE program 
development 

-Workshops and 
seminars 

Studies 

Evaluationl 
Audit 

Contingency 

Method of 
Implementation 

Cash Transfer 

AID Direct Contract 
AID Grant to IESC 
AID Direct Contract 
AID Direct Contract 

AID Direct Contract 

AID Direct Contract 

AID Direct Contract 

AID Direct Contract 

AID Implementation 

Method of 
Financing Amount 

Electronic Funds $16,000,000 
Transfer 

Direct Payment $240,000 
Direct Payment $225,000 
Direct Payment $ 60,000 
Direct Payment $231,000 

, Direct Payment $1,124,000 

Direct Payment $120,000 

. Direct Payment $435,000 

Direct Payment $100,000 

Direct Payment $200,000 

The review of alternative methods of implementation and financing from the 
standpoint of project needs and funds accountability has led the design team 
to select direct AID contracting using direct payment or direct reimbursement 
procedures for project costs. This method is consistent with AID/Madagascar's 
current policies on program financing and implementation. 

D. Logistics 

AID/Madagascar will provide full support in the way of housing, office, 
secretarial and official transportation for the PSC Economist Program 
Manager. This support will be funded through the Mission's Trust Fund. Some 
support in the form of office space and secretarial support will be provided 
to IQC contractors for study scopes of work and evaluationslaudits and, as 
available, to the training and technical assistance contractors. However, the 
latter two contractors will receive their primary in-country support from, 
respectively, INSCAE and the private entrepreneurs who will benefit from IESC 
consultancies. Funds will be provided under the contrRcts for other 
logistical support as may be needed. 

E. Evaluation and Audit Plan 

In addition to the ongoing monitoring of the proj~ct that will be carried out 
by the economist program manager, two special types of evaluation will be used 
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to track project progress. The first type of evaluation is linked to 
performance under the policy reform component of the project and will be used 
as the basis for cash disbursements. The first such assessment will be 
conducted following the notification by the GDRM that conditions for second 
tranche of policy support assistance have been satisfied. The progress 
indicators upon which performance will be measured during this assessment and 
the composition of the external revi~w team are described in section III.C. 
above. In addition to making a recommendation on the release of the second 
tranche of the cash disbursement, the review team will be tasked with 
reviewing Government of Madagascar performance on the overall policy reform 
agenda and recommending whether or not A.I.D. should provide additional 
balance of payments support during FY 1989. If so, the team will advise what 
changes if any should be made in the policy reform agenda of the program. 
These recommendations will serve as the basis for designing a PAAD amendment 
in FY 1989. 

The second type of evaluation will be for overall project performance. One 
interim project evaluation is planned for October of 1989. The scope of work 
for this evaluation will be as follows: 

- to assess whether project activities are proceeding as planned, and 
whether the project environment has changed in any substantial way; 

- to review disbursement of project funds as well as the di.sbursement of 
local currency counterpart to the GDRM budget; 

- to assess the degree to which project activities are contributing to 
the achievement of the project purpose; 

- to determine whether the policy reform agenda remains valid, and if 
so, whether additional A.I.D. resources for balance of payments support 
should be made available to the GDRM during fiscal yeat' 1990; 

- and finally, to make recommendations for any changes in the policy 
reform agenda, project activities, or implementation arrangements needed 
to assure achievement of the project goal and purpose. 

A team consisting of an economist, an agricultural officer and a sociologist 
from REDSO/ESA if possible, or on contract as needed, will conduct this 
evaluation. A training expert with experience in business and management will 
form the final members of this team. 

A final evaluation will occur after the expiration of the PACD in June 1991 to 
assess the degree to which project activities resulted in the achievement of 
the project purpose and goals, and to make recommendations on the basis of 
lessons learned for future A.I.D./Madagascar involvement in similar types of 
activities. 

Twice during the project life, AID/Madagascar will arrange for REDSO/RFMC to 
issue work orders to a certified public accounting firm to be selected through 
an indefinite quantity contract (IQC) to carry out a financial review of the 
dollar and local currency accounts under the project. The scope of work for 
the accounting firm is limited to financial and compliance matters and will be 
prepared by AID/Madagascar's PD~ with assistance from REDSO/RFMC. 
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Project funds have been budgeted for the planned eva lu'a tions and fin~nci81 
reviews/audits. 

VI. NEGOTIATING STATUS 

All the elements of the project have been discussed at length with Government 
of Madagascar ministries which will have responsibility for approving or 
implementing project activities. These discussions have included AID 
requirements for GDRM reporting and management of special accounts, and the 
substance of proposed conditions. To date, full concurrence has been given 
and the GDRM has indicated its eagerness to sign an agreement at the earliest 
possible date. When RLA clearance has been ohtained for proposed conditions 
and covenants, AID/Madagascar will review them with th~ GDRM prior to the 
finalization of grant agreements. 
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USAID MADAGASCAR, 1988 
Background Reading - MEPRP Program Design 

General Economic Situation 

- Madagascar: Public Expenditure Review Phase I: Experience 
Issues '(IBRD, Dec, 1987) 

- Rapport sur les projets, GDRM, Direction Generale du Plan, 
May 1987 

- Consultative Group for Madagascar, Economic Progress Report 
(January 1988) 

1987) 

- Madagascar Policy Framework Paper (IBRD, July 1987) 
Industry and Trade Policy Adjustment Program (IBRD, June 

- Agricultural Sector Adjustment Operation (IBRD, April 1986) 
- Madagascar - Recent Economic Development (IMF, February 1987) 
- Madagascar - Economic Memorandum (IBRD, November 1981) 
- Evolution Bconomique et Groupes Vu1nerables a Madagascar: 

Vers un Programme d'Action Pour un Ajustement a Virage Humain 
(UNICEF, August 1987) 

- Programmes d'Actions Sociales et d'Appui a 1a Gestion 
Economique (PASAGE), (IBRD, February 1988) 

- Madagascar - Staff Report for Third Review Under Stand-by 
Arrangement (IMF, December 1987) 

- Report on the Economic Reform Program in Madagascar (Elliot 
Berg, October 1987) 

- Madagascar - Structural Adjustment Arrangement (IMF, 
September 1987) 

- Aide-Memoire de la mission conjointe pour la preparation de 
1 'Ope,ration d 'Ajustement Structurel (IBRD, November 1987) 

- Madagascar Economic Policy REform Program PAIP (AID, 
December 1987) 

- Madagascar: Politics, Economics and Society, Maureen Covell, 
Lon~on: Frances Pinter Publishers, 19a~ 

A.I.D. Strategy in Madagascar 

- Madagascar CDSS FY 1988 
- Madagascar ABS FY 1989 
- A Concept Paper on AID Strategy in Madagascar for 1987-1990 

(J. Kelly et aI, December 1987) 

Agricultural Sector 

- Malagasy Export Crops, Peter Lichtenbaum (U .. S. Embassy 
Antananarivo, July 1987) 

- Administrative Constraints to Agricultural Exports (IBRD, 
1987) 

CASA I supervision (IBRD, 2/88) 
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