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1.01 This report presents the findings of the Jivaluation Phase of a
study of the Industrial and Cammercial Division of the Societe
d’Amenagement du lac Alactra (SOMAIAC). The study, in three phases, is
one of the concurrent reviews of SCMAIAC Divisions intended to assist
the Goverrment of Madagascar to identify and implement a strategy for
efficient utilization of facilities aurrrently cperated by SOMAIAC in
the Lac Alaotra Region. The strategy is also to reflect the results of
concurrent work on a regional development plan for the area.

Backoround

1.02 SOMAIAC was founded in March 1961, as a mixed enterprise, to
mdertakemfrastruch:redevelopnmtmﬁulachlaotnﬂaqlm In
subsequent years, its mlebroadenadtonnltﬂeotherdsvelcpmnt
activities, principally in the agricultural sector. In July 1982
SOMALAC was converted to an "enterprise socialiste", and charged with
ensuring the sustained and efficient exploitation of the
state-developed irrigation areas of lac alaotra. Imput distribution,
research and extension were included in its mandate, as were the

purd:aseofpaddy nstransportaxﬂpmoassuq,andﬂnmrketuqof
rice and byproducts.

1.03 With the initjation of the Rice Intensification Project in 1983,
SOMALAC was reorganized into three units: cCanal Development and
Maintenance (EAE); Prcductlm Intensification (EIP); and, Industrial
and Commercial (EIC).l1 These changes were intended to pramote greater
efficiency by clarifying respongsibilities and increasing autonomy among
the several key functions of SOMAIAC. It was also intended that
mmmammtammtadmmsystmamnew
administrative procedures be put in place.

1.04 Considerable progress has been made since that date in
rehabilitating the irrigation network, improving research and extension
services, and organizing farmers to take responsibility for canal

1 - Etablissement Amenagement et Entretien (EAE)
- Etablissement Intensification de Production (EIP)
- Etablissement Industriel et Commercial (EIC)
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maintenance. Improvemerits have also been made to the processing
facilities to enable them to continue to operate despite their age. 1In
addition, an accounting system has been installed which is deslgned
permit analysis of the performance of each activity and unit.?

1.05 There remain areas in which progress has been disappointing in
relation to the expectations set out in 1983; for example, reduction in
the number of employees, and improvements in their level of
performance. However, in addition to consideration of these contimuing
needs within the context of SGMALAC’S original mandate, it has become
increasingly clear that the mandate itself should be reviewed. Since
1983, policies have changed with respect to the role of the public and
private sectors in econamic activity in Madagascar. Broader regional
development plans are also heing undertaken for the lLac Alaotra Region,
which will have implications for public sector agencies working in the
area.

1.06 The Govermment of Madagascar is now reconsidering the role of
SOMAIAC in the context of these developments, and is sponsoring in-
depth studies of each of th2 units of the enterprise, to assist in this
process. The study of each unit is expected to assess its present
cordition, identify altermative scenarios for the provision of services
now offered by each, and assist in the development of implementation
plans for changes that may be decided upon. USAID has agreed to
finance the study of EIC, of which the present report is a part. The
Terms of Reference urder which this study is being conducted appear as
Annex 1.

e e o

1.07 Within the context of SOMAIAC, EIC is responsible for the
organization, management and execution of the following activities:

- The purchase of paddy in the areas of lac Alzotra, Andilamena
and Moramanga.

- The assemblv of paddy and its transvort to the three SQMAIAC
rice mills.

- The milling of purchased paddy, and all functions related to
the operation of the mills.

- The storage and tvansport of SGMAIAC’s paddy and rice.
- The sale of rice and rice by-products.

2  This system is not yet operational within EIC, although some
data fram the unit may be incorporated in analysis at the SOMAIMC level.
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1.08 The performance of EIC in relation to these functions is
examined in subsequent chapters of this report. However, it is
important, for an appreciation of both the accomplishments and the
continiing needs of the Division, that this evaluation been seen in the
context of the envirament in which EIC operates. cChapter II provides
a description of developments and practices in the last several years
in rice production and trade in Lac Alaotra.



II. overview of Rjce Sector in Lac Alactra Reqion

2.01  The Lac Alaotra Region has historically been the major surplus
producer of rice in Madagascar. Although the area cultivated varies
from year to year according to rainfail, the condition of irrigation
facilities, and producer expectations with respect to price, the
resource consists of about 30,000 ha. of land within the SOMAIAC Zone,
40,000 ha of traditional cultivation, and a further 30,000 ha of swanp
cultivation. Approximately 30,000 ha outside the SQMAIAC zone is
considered to be permanently rainfed, while 20,000 ha. is irrigable.

Paddy Production

2.02 The best period of production in lac Alactra, in terms of area
and yields, was the mid-1970’s. During that time, the 30,000 ha. of
land served by S(MALAC infrastructure had an average yield cf more than
3 tons per ha. 1In 1977, SGMALAC purchased 102,000 tons of paddy, and
total production was in the order of 190,000 tons. However, real
prices declined steadily fram 1978 to 1982, ard that, cambined with
recuced availability oy imputs, resulted in a decline in yields.
Infrastructure performance was also a factor; by 1982 the SCMAIAC
canals could only serve 15,000 ha. Average yields that year were 1.7
tons per ha.

2.03 The Rice Intensification Project, which began in 1983, has had
an impact on productivity, particularly throuch its improvement of
infrastructure. Average production in the four years after start-up
was 20% greater than in 1982. In 1985, the last year of its monopoly,
SQMALAC purchased 65,000 tons of paddy. In the following year, its
purchases dropped to 29,000 tons.

2.04 As the following table illustrates, there are significant
fluctuations in anmual production in the SOMAIAC zone, despite
improvements in irrigatior system. Without access to irrigation,
fluctuations alsewhere in the Region were even greater.

Table 1
Padd 5 .
(/000 tons)
1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89
87.0 72.5 89.0 86.2 105.6 90.0 80.0 est.

2.05 While these fluctuations result fram a mmber of factors, the
1986/87 production is of particular interest in the context of the
activities of EIZ, because field interviews indicate that it was
principally the result of producer expectations of higher prices with
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the liberalization of the paddy trade that year. Producers are
sensitive to price expectations in determinirg the area they will
cultivate arnd the lavel of inputs they will use. In addition, even
smaller producers may hold paddy after harvest if they anticipate
rising prices in mid or late campaign.

2.06 One other dimension of importance from the perspective of EIC as
well as national rice supplies is the share of production that is
marketed. Producers attend to their own rice needs first, and
therefore the share of output they sell increases with the level of
production. In good years, as much as 80% of production may be
marketed, but even in 1986/87, when production was above normal, more
than ane third of all producers did not offer paddy for sale. (Table 2)
The distribution of land holdings among zones indicates the
relationship of farm size to market participation.

Table 2
Subsistence Paddy Producers - 1986
Lac Total North West Andil. East South
Percent Producers 37% 21% 4%  57%  65% 16%
Who Sold No Paddy
Ave. Ha. Per Holding 4.6 5.4 7.6 4.6 2.5 3.3

In Zone »

* Based on mid-point of ranges in Amnex 2, Table 1
(15 ha for large heldings)

2.07 In view of the fact that there is significant scope for
increasing yields above the levels that prevailed that year, these
producers represent an untapped rescurce for supplying national rice
needs.3 With the rising population of the Region, the future
contribution of lac Alactra to the rice needs of the country will
depend ar prices, inpits and infrastructure to induce greater yields.

3 same cbservers note a counter-trend this year in that reduced
production has resulted in a higher share of production being sold by
farmers to maintain the.r cash incames. While this is of interest to
those purchasing and processing paddy, it does rot contribute to the
net supply fram the Region; in fact, the Region may need tc import rice
later this year for the first time.
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Paddy Prices

2.08 In real terms, paddy prices declined by 25% between 1975 and
1982. Coincident with the beginning of the Rice Intensification
Project, more attractive prices were offered to producers in 1983.
However, although prices have more than doubled since that tine, the
real price has again declined, and planted area and input levels have
shown same negativa respanse. The quality of camposite data on paddy
prices available fram MPARA was not adequate to permit detailed
camarisons among years arnd regions in recent years. The data that
were cbtained appear in Annex 2, Table 2, for information only.

2.09 Production costs this year were PMG 120 - 150/ky depending on
the level of inputs used. Prices paid by EIC were MG 150 - 185/kyg,
but private buyers paid prices of ™G 130 - 200/kg. These prices are
about IMG 30/kg higher than those prevailing last year, for poth
parastatal and private buyers. There is a greater difference between
the two types of buyers on a weighted price basis, because parastatals
have purchased very little paddy at more than FMG 160/kg.

Local Demard for Rice

2.10 Population in the Region is currently 340,000, and is growing at
the rate of 4.0 - 4.5%/anmm, fueled by substantial in-migratian. Rice
consumption in the Region averages 0.76 kg/day, and is as high as 1.0
kg/day for same groups of the population. ILocal consumption needs can
therefore be expected to reduce the surplus available for shipment
ottside the Region uniess a more positive production trend can be
established than has been the case in recent years.

Marketj tte

2.11 Since 1986, trade in paddy and rice products has been open to
private individuals and campanies as well as public enterprises. After
a long pericd of monopoly in this sector, changes were samewhat erratic
and speculative in the first several years, but a pattern is emerging
now of a steadily growing private sector involvement, organized into
several tiers, and gradually displacing conventional public purchasers.

2.12 SOMAIAC is one of seven parastatal enterprises that purchase
paddy in the Regicn. In addition, there are about 20 private campanies
engaged in this activity as well as a large mmber of producers who
mill their paddy under contract and arrange their own rice sales,
typically in Moramanga. Amnex 2, Tables 3 amd 4, present information
aon the activities of these participants in recent years.

2.13 The private sector has not gained as large a share in paddy
procurement in the Lac Region as it has on the national level. This
reflects rot only the shorter time since liberalization (three seasons
rather than six), but also perhaps the larger share of producers served
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by convertional buyers in the lac, particularly EIC, with wham long-
standing relationships continue to influence sales decisions.

2.14 It is important in assessing the relative strength of this new
private sector involvement to recognize that mechanisms are not yet in
Place to accurately record the level of private activity. Anecdotal
evidence indicates that the actual volume of paddy purchased by private
traders and millers is perhaps four times the volume reported. If this
was the case in 1988/89, the proportions would be almost 25:75 private
and public sector purchases. Sixteen thousand tons of paddy would be
more consistent with the level of private transport and milling
activity in evidence in the Region this year.

Market Behavior of Parastatals

2.15 There is little direct competition among parastatals in the
purchase of paddy. Geographic areas of concentration are well defined
and prices are similar. However, parastatals are losing their share in
the paddy market, with most of the loss going to small traders. Most
parastatals were able to meet purchasing target this year, but these
were lower than last year. For example, SINPA bought 50% less than
last year. SOMAIAC reduced its target by 33% before the buying season
due principally to financial carstraints.

2.16 The parastatals normally operat2 as indepenrient entities in the
purchasing and processing of paddy. This has led to scme unnecessary
public sector costs; for example, SINPA carried a stock of 20,000 tons
of paddy after the 1987 season for the stated reason of insufficient
milling capacity, while SOMALAC mills were under-utilized.4 They do,
however, behave similarly with respect to price, honoring the
established floor price for paddy, and being market followers as prices
Creep up during the season. While it is not an expressed policy of the
govermment to use parastatals to dampen the paddy market, their
behavior appears to have this effect, although it also reduces the
volume of paddy sold to them, and therefore their role as rice
suppliers later in the yaar.s

2.17 Most of the parastatals, including SOMAIAC, are considering the
possibility of exporting rice in the near future. The principal
problem appears to be poor quality paddy, but these buyers pay only
MG 5-10/kg extra for quality paddy - less than the differential paid
by privata buyers, and less than is required as an inducement to
producers to deliver hetter paddy. The agronamic potential exists to

4'Ibwardtheerdo£the1988/89 seascn, EIC began to do same
custam milling for other parastatals.

5 For example, this year both SOMAIAC and COROI had milled and
sold all their stocke by mid-December, except very small quantities
reserved for later sale to persumnel and preferred clients.
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meet international standards, while more in-depth market research needs
to be done to determine if the Indian Ocean market, for example, is a
profitable opportunity. However, none of the parastatals is conducting
such investigation.

ayve iva

2.18 With liberalization in 1986, private trade in paddy and rice
developed very rapidly, based on several layers of intermediary each
providing a different form of service.

Conventional Private Traders (CPT‘s), including those who
previously bought rice from SGMAIAC and other parastatals,
constitute the upper level of the structure. They provide
capital for paddy purchase, do same direct buying fram larger

producers, and arrange processing and marketing. Most of their
purchases, however, are effected through two levels of local

entrepreneurs - Collectors and Sub-Collectors.

mentermtoanagmtwlthﬁwtzadarstomrmasa
paddyatapncesetbytheCPr for which the former receives a

camission, usually PMG 5/kg. The CPT may also advance funds to
themllectorfortheptn'c:hasascweredbyﬂnagraene:m It is
the Collector who operates buying points to which producers
deliver their own paddy or to which Sub~Collectors bring paddy

they have purchased fram producers.

Wmtebetwﬂwcollectorardpmwho
have neither the capacity nor the inclination to arrange
tmnsportofmeupaddytomympomts Their margin is vexy
small, in same cases nil, hxttrwy@emteﬂaelrowntnnksor
bullock carts and qenerate incame principally from transport
charges.

2.19 This structure has an important characteristic that comtributes
to market efficiency: The capital intensity of operations declines as
each level deals with smaller and more scattered purchase lots.
Consequently, fixed charges are lower, and buyers at the lower levels
of the structure can be very flexible in the deployment of their
resources, both geographically and over time.

2.20 There is, however, same cbscurity in the price producers
actually receive from private buyers for their paddy. Same buyers also
engage in providing services to producers, from seasonal inputs on
Credit to transport charges, and there is at present no control other
than campetition on the implicit rates for these sexrvices. Similarly,
there is not at present a consistent comtrol on standards, weights and
measures used by private traders. It is likely that the loyalty same
producers feel toward parastatal buyers, despite scmewhat lower prices,
may relate to cxifidence in this latter respect, as wall as to the
reluctance of these buyers to discount for inferior quality paddy.

8



2.21 One practice that has gained praminence, or notoriety, in recent
years is "tir au vol". Intermediate traders, such as Oollectors amd
Sub~Collectors, buy paddy using funds advanced to them by their
respective buyers. In "tir au vol" operations, other traders then
offer cash for collected paddy. When the lender checks the books of
his agent, they are in balance in respect of cash and paddy, but in the
meantime the intermediate trader has earned a margin on unrecorded
purchases and sales. This reduces the volume of paddy generated for
the account of the lender, contributes to unrecorded private paddy
trade, and in same cases, when the illicit buyer pays a premium,
deprlvstl'xeproducerofthefullmarketvalueofmspadiy

2.22 ‘Ihlsyearmerewexvemrethanloo small motorized dehullers
operating in the Region legally, and about 200 more that are as yet
unlicensed. These operators typically mill paddy for producers or
small-scale traders, although same also buy and sell on their own
accaunts. The producers and traders who use such facilities normally
do not hold stocks, but arrange transport immediately for sale of their
rice in urban centers. It is not possible to quantify the paddy
marketed in this manner, but anecdotal evidence indicates that the
reported volume of private trade may be as little as 20 - 25% of the
total trade in private chamnels.

2.23 Inaddltlmtothemnersreferredboabove there were four
private rice mills in operation this year. One of the major private
msmssmanmﬁnarealsamxtlyhuldimamtherlarqermemul
within the SOMAIAC irrigation perimeter. This individual

5-10% ofpaddymthemrket(BOOOtaaleBB/BQ)arﬂwlll likely
increase his presence in the coming years.

2.24 There is an increasing mumber of trucks on area rovads, including
manynewtmcksownedbyamamdnntsarﬁtrarsportcmpams,
indication that the private sector is making substantial investments in
the rice trade and other transport needs of the Region. Road blocks or
otherlocalregulatorycmstnnmsdomta;partobeapmblenfor
t'.lusactluty 'mepatternottransportservmeshasdnmed tmrever,
with liberalization ard the increasing level of economic activity in
the Region. Prior to 1986, most private transpart of rice took the
fomofcamrwtsewicesformmﬂoﬁnrpamtatalm
ard processors. Now, trucking companies are having to locate other
traders, and negotiate arrangements with them. In many cases, rice
leavuﬂnlhgimubadduulmrqotorvehiclesusedinmefirst
instance to import general merchandise to satisfy the gqrowing volume of
purchases by the local population.

Summaxy

2.25 The pattern of production and trade in the rice sector of the

Region has gone through a period of rapid change in recent years as the
result of several factors: Rehabilitation of irrigation infrastructure
and improvements in research and extension; liberalization of the rice

9



trade, with its attendant shift toward private trading and market-based
pricing; growth in the local population, and a concamitant increase in
the magnitude and diversity of econamic activity.

2.26 These changes have created same instability in the local
political and econamic power structure, and the struggle of established
leaders to preserve their authority has led to resistance to change,
particularly in traditional organizations such as SOMAIAC. This
juxtaposition of dynamic enviromment and conservative leadership has
given rise to an apparent inertia in the management and decisions of
SCMAIAC, a pattern which is most apparent in EIC because of its
interaction with producers, employees, traders and consumers.

10



3.01 The following chart represents the current organization of EIC.

l Director EIC
Credit & Planning Admin. & Accounting
Service (SCP) Service (SAC)
| ]
Technical Division Purchase & Sales Division
(DT) (DAV)
[ 1 ! |
Industrial Storage & Transport Paddy Purchase Damestic Sales
Service (SPI) Service (SST) Service (SAP) | | Service (SVN)

3.02 The Office of the Director is responsible for the overall
organization and management of the enterprise. Units'within the
enterprise have specific responsibilities as follows:

and financing activities;

Armmmual Work Plan.

cvexs1ghtam control ‘of all EIC admnlstratlve, budgetary

Responsible for the credit

redit 1 Plamning Sexrvi SCP!
dossiers, insurance portfolio and the development of the

Responsible for the rJ.ce mllmg

Technical office (DT)
cperations. Within that Division, the

{SPI) assures the operation and maintenance of the mills and

the

manages the paddy and

rice stocks and transport operations.

Responsible for the

Ruchaging and Sales Office (DAWV)
pndnscofpaddyarﬂﬂnsalaofricearﬂriceby—pmducts
The Paddy Purchase Sexvicc (SAP)

arganizes and manages the

purchase of paddy rice and the
is responsible for the sale of rice, billing and the

repayment of loans.
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Legal status

3.03 SOMAIAC was converted from a mixed enterprise to an "entreprise
socialiste" by Ordinance No. 82.295 of July 1, 1982 and its related
Decree No. 3083 of July 2, 1982. This form of organization is reserved
for commercial enterprises, and is subject to commercial law. Such
enterprises are at least majority-owned by the state, although there
may be other shareholders cther than private individuals. The state
owns 85% of the shares of SCMAIAC.

3.04 This form of enterprise is not managed by an agency of
goverrment, but by a Board of Directors which includes representatives
of the workers of the enterprise. Other members of the Board include:
The President; four repxwtativs of the State; a representative of
the local Collective; a comnissionaire appointed by the State; and the
DuectorGenemlofthee.nterpnse, who is appointed by the Prime
Minister. For its agricultural, cammercial and industrial operations,
SCMAIAC cames under the tutelle of MPARA.

3.05 EIC does not have a legal identity independent of that of
SCMAIAC. The autonamy it is supposed to exercise in its operations is
a matter of internal management decentralization. In recent years, the
Director General and the Camite Restreint have felt same cancern over
the capacity of EIC management, and have progressively reduced the
level of autonamy accorded to the Division.® Following sections of
this report will examine performance problems, and factors at the level
of SOMAIAC, that apparently gave rise to this trend.

Management

3.06 EIC does not function with any significant degree of autonamy
fram the Direction Generale of SOMAIAC. All decisions with respect to
strategic issues such as investment, persomnel policy, or the pricing,
locatlmorvolmnofpaddyp.mduses ard rice sales are taken by the
Camite Restreint, and the Director General. Furthermore, the DG takes
an active role in routine cperations of the Division.?

6 The most recent measure in this respect was the decision to
place the Accounting and Credit Service of EIC under the direct control
of the carresponding unit of the Direction Generale. This was done by
a simple "Note de Service" dated November 10, 1988.

7Ebraxanple: Trucks cannot leave Iac Alactra Region without an
"ordre de mission" signed by the DG. Ad hoc intervention has included
the following: Instructions with respect to individual rice sales
occasionally go direct from the DG to the sales unit; instructions have
been similarly issued with respect to shipping arrangements for rice.
Such a degree of centralized cantrol is not only inefficient, it
creates confusion and conflict with actions taken through normal channels.

12



3.07 This relationship appears to be the result of two factors:

First, the importance of EIC’S business activities to local ard
national officials who wish to see the flow of funds used to
further both policy abjectives and other shorter-term interests
such as amployment generation. This, together with SOMALAC’S
perception that it is a policy arm of govermment with respect to
stabilizing paddy markets and supplying urban rice consumers,
leads the Direction Generale to push EIC to take actions that
are not always cammercially motivated.

Second, the management of SOMAIAC and EIC have not succeeded in
establishing systems and appointing qualified personnel that are
capable of ccntrollmg the camplex procurement and sales
processes of the Division. Problems in these respects are
discussed in following sections.

3.08 While it is difficult to isolate these factors in practice, the
result is not consistent with the mandate implicit in the creation of
"Etablissements" in 1983. It removes initiative and accountability
fram the managers of the Division, and results in EIC optimizing
neither its financial nor its policy performance.

3.09 The performance of managers within EIC is directly affected by
its dependency on SQMAIAC. Their roles are more supervisory than
managerial, and even here the lack of adequate sanctions and rewards
prevents effective supervision of personnel. Same management positions
within EIC are occupied by individuals who do not demonstrate
manaqermlslullsmrsrmmﬂamardirqbeyuﬂt!uadninistrativeor
technical level of their jobs. Others, who are qualified to manage
such operations, are s:.nply frustrated at the lack of scope to exercise
discretion, and have adopted a responsive posture. Morale among
managers is low, and absenteeism high.

3.10 The present Division Manager has shown initiative and commitment
in several key areas, such as the development of autamated reporting
systems for paddy purchase and rice sale activities, and the
preparation of a documnt summarizing the Division’s activities over
the past five years.® He has a good understanding of the functions of
EIC. However, there are indications that the quality of action at this
levelismtmim,amlﬂntth.omﬂictthatisevidmtwithme
Director General is the result of mrtual uncertainty and lack of
confidence between the incmbents.

3.11 Autaomated accounting and reporting have not been adopted in EIC.
Those modules that have been developed are not in regqular practice
because of equipment problems and inadequate staff skills. Authority
to proceed with these inmovations has not been received from the




Direction Generale. The systems that are in place are labor intensive,
cumbersame, and readily subject to abuse. They are not used to
generate information that, in terms of timeliness or format, can be
used in Division management. The most serious problems exist in the
paddy purchase and rice sales systems.

3.12 Ancther area in which management improvement would be required
for the most effective performance of EIC is coordination with other
Divisions of SOMAIAC. While it could be argued that the active role of
the DG adbviates this at the present time, there are several issues on
which wg believe more direct relations among Divisions could be

useful.

3.13 It is difficult to assess management potential among individuals
who have been operating for a mmber of years under the close control
of another level of management. It is clear, however, that the present
management team could not assume camplete responsibility for EIC. A
period of training and evaluation, followed by selective replacement of
individuals would be required before the autonamy envisaged in the
"Etablissement" approach could be realized.

3.14 In our judgement, at least same of the present incumbents would
perform well if tested under conditions of increased autonamy such as

might be created by the adoption of a comtrat-plan. 1hese individuals
cmldperrormequallywellasnmbersotateamselectedtomnagemc
under contract. In either case, the development of acbjective criteria
and their rigorous application would be essential in the selection of

managers who should be given the opportunity to continue with EIC.

Personnel

3.15 At September 30, 1983, EIC had 321 permanent and contractual
employees, of wham 230 were permanent. In addition, there were
approximately 250 seasanal employees, paid on hourly, daily or piece-
work bases. The distribution of permanent and contractual staff by
unit is presented in Table 3 on the following page.

3.16 The general distrilbution of staff, by rumber, among the
functional groups of EIC is normal, except that the Ambongalava
Industrial and Storage and Transport units, located at SCMAIAC
headquarters, have staffs much larger than their relative shares of

9 For example: Feed-back to EIP with respect to milling aspects
of paddy quality would be a useful adjurct to price differentials in
pramoting improved paddy quality. Regular dialogue between EIC and EAE
could ensure coordination of access road maintenance and paddy
collection operations.
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paddy volume.l0 The more serious problem, however, is that the total
nunber of these permanent and "semi-permanent” positions is too great
for the volume of activity conducted by EIC.

Office of the Directo 10
Admin. & Accounting 24
Credit & Planning 10
Paddy Purchasing 22
Damestic Rice Sales 34
Industrial I 61
Industrial IT 28
Industrial IIT 22
Storage & Transport 1 64
Storage & Transport II 22
Storage & Transport III 24
Total 321

3.17 In addition to the issue of seascnality of labor needs, it is
also interesting to examine EIC employment in relation to total volume
of throughput from year to year.

1285/86 1986/87 1987/88  1588/89

Paddy Purchased (/000 tons) 64.9 * 29,3 20.0 19.6
Paddy Milled (‘000 tons) 35.8 28.4 19.3 18.2
Permanent Staff 262 256 249 228
Total Staff (Average) 599 608 565 479
Total Staff (Peak) 854 788 717 526

* Includes paddy milled by private mills under conmtract.

3.18 During this period, whon paddy purchased declined by 70% and
paﬂynﬂldmclimdbyso%,pammmqloyumrdwbymly
13%, and the averags total staff declined by anly 20%. The only
sigmriczntmchctimminﬂnnmbnrofamllabo:mqloyadat

10 Transport operations are run from Ambongalava, accounting for
same of the higher mmber in SST.
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peak season. 11 In 1985, ‘86, and /87, salaries and wages were 20%, 30%
and 40%, respectively, of direct operating costs exclusive of finance

3.19 There is always the need for seasanal enterprises to keep a
minimm core of skilled workers on the payroll during the off-season to
ensure satisfactory plant operations, but those responsible for the
staffing of EIC appear to have succumbed to pressures to provide year-
round employment irrespective of the needs of the enterprise. At
December 15, 1988, when almost all purchase, processing and sales
activities had ceased, EIC still had approximately 100 seasonal
employees on its payroll. In comtrast, COROI had terminated all
seasaonal workers by that date.

3.20 'meoverallqualityofpersan-\elispoor,internsoftraining
and motivation. Many have been appointai by virtue of their
relationship with members of SOMAIAC’S ronagement and Board. In other
cases, EIC has became the repository of persomnel transferred from
other Divisions of SOMAIAC because of redundancy or poor performance.
The present Division management has been reluctant to release
contracb.xalpensamlbeausetmyhavebem,toalanqeextent,
perfomingmewrkthatstmldbeexpectedofpemmentaployea.
This stalemate results in excessive costs to the Division as well as
poor morale among workers, and needs to be addressed as a matter of
same urgency. There are no doubt individuals who are capable of
performing necessary tasks campetently, but, as in the case of
managers, a set of cbjective criteria would have to be developed and
applied to select those employees to be retained.

lechnical Assi

3.21 There were nine externally-recruited technical assistants
working at SOMALAC at the time of our field work. Of these, only cne
was attached to EIC. As Technical Director, this person, together with
his counterparts in the Technical Unit, has been very effective in
ensuring the best performance of the milling equipment that could be
achieved under the constraints of mill age, shortage of parts, and
shortage of skilled and motivated persannel. Improvements at
Amparafaravola, noted in Section V, are an example of his achievements
in collaboration with the new manager of that mill.

11 ilowever, even in the off-season in 1988, when there was no

purchasing, marketing or processing activity, there were 115 casual
employees on the payroll. This campares to 50 during the same period
in 1985.
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IV. Paddy Rurchasing Cperationg

4.01 EICpaddyp.udmassexte.rdoveranamaoflcOOOSq kilameters
of the lac 2laotra basin. This area is divided into nine sectors, each
with an average of 25 purchasing points. (In 1988, purchasing was
reduced by operating only five sectors with a total of 126 purchasing
points.) Prior to 1986, SGMAIAC enjoyed a monopoly for the purchase of
paddy within the state-operated irrigation area, but now it must
camnpete with a growing mumber of private traders and millers, as well
as, in principle, other paras:atals.

Pricing Poli

4.02 The stated cbjectives of EIC paddy purchasing activities include
the pramotion of productivity among growers and the improvement of
paddy quality. However, in practice reither the price level nor the
quality differential has beasn as attractive to prodicers as those of
private buyers. This is in part the result of a financial constraint
faced by EIC, but it also reflects the importance of anocther aspect of
SOMAIAC policy, namely to set its paddy prices at or above the
amnounced floor price. This is the ane explicit policy directive of
MPARA to SCMALAC.

4.03 Without apparent directive fram Goverrment, SOMAIAC has also
adopted the policy of selling its rice at or near the announced
intervention price, thus having a dampening effect an the urban rice
market and functioning as a secondary stock tampon. The inconsistency
of these abjectives - quality improvement, camdercial performance, and
price stabilization - represents a basic dilamma in the operations of
EIC.

4.04 At the start of the 19£8 season, EIC armounced paddy prices of
MG 150/kg (CII) and MG 160/kg (CI). Although prices increased
slightly during the seasm, EIC has not been paying the armounced
quality differential.l2 All strategy with respect to paddy purchase is
determined at the level of the Comite Restreint, as are all price
changes during the season.

4.05 The liberalization of paddy trade in lac Alactra, together with
the pricing practices and buying procedures of EIC have resulted in a
major decline in the volume of paddy offered to EIC by producers. The
following table illustrates the trend in relation to paddy production
ard EIC collection since 1983.

12 This year, the Collectjve Decantralisee took the position that
there should be no quality differential in EIC paddy prices, a position
that was apparently adopted by SGMAIAC’S management.
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1983
1984
1985
1986
1987
1988

Paddy Cellection By EIC
Paddy Production Paddv Purchased
in SOMALAC Zone by EIC
(eovene tons...... ) Percent
86,959 77,585 89.2
72,512 64,798 89.4
89,027 64,865 72.9
86,157 29,308 34.0
102,000 (est.) 19,962 19.6
82,000 (est.) 19,228 23.4

4.06 Amnex 2, Tables 3 and 4, present further information on the

relative importance of different collectors and

trade in Madagascar and the Region.

Srganization and Procedures
4.07 The service respansible for paddy purchases has undergone a

number of changes in recent years to adjust to the

processors in the paddy

ciramstances of the market, particularly the liberalization of paddy
trade. In the current season (1988/89), it was crganized as follows:

Chief SAP
Control Unit Secretariate
I
Section (hief Section Chief
Finance Paddy Purchases
i | I 1
Cashier Controllers Inspactors Book-keepers
Collectors

4.08 EIC uses private businessnen as Collectors. In 1988, because of
a reduced volums of funds for purchase, only 125 such Collectors were

engaged, and placed under the supervision of five Controllers, staff of
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SAP. Funds are advanced to Collectors in relation to their expected
purchases over a period of several weeks, and replenished as purchased
paddy is verified by Comtrollers and collected by EIC vehicles.
Collectors are paid a camnission of FMG 5/ky of paddy purchased.l3 The
stru'gﬂuardmh\essesofﬂnmtsystsnmmrizedbelw,by
level.

Ihe Collectors

4.09 The network of Collectors and buying points established by EIC
has a number of positive features from the perspective of commercial
operations as well as that of promoting production:

a) COollectors are well established local businessmen who are very
familiarwithmepm&nersardproch:ctimpattensinmeir
respective areas.

b) As agents of SOMAIAC, these Collectors enjoy the confidence of
producers, particularly with respect to weights and measures but
alsobemuseotﬂnoamj:uityofrelatiahhipsthmgh
irriqation services, inputs and technical assistance.

C) The physical capacity of this network, including storage
facilities at some buying points is substantial.

4.10 There are, however, difficulties with the present system which
prevent efficient performance of the purchasing function:

) There is a lack of incentives and control to induce peak
performance; for example, Collectors have no sales targets, and
no boruses are paid for achieving or exceeding certain levels of
purchases. There is, therefore, a degree of inertia in the
activities of Collectors. They do not actively solicit
deliveries, with the result that private huyers, and even other
parastatals, are securing paddy which might otherwise be offered
to EIC.

b) Delaysintmmcaiptofcashmsmhavumsiannyshut
down buying points.

c) &Parﬂits(bllectorscamtadvamnmuytopmchmrsto
secure future deliveries as same private traders do, as well as

13 1n view of the warking ital -onstraint crrently faced by
mc,ﬂupolicyﬂ:iny‘armtomtnp&nyuqnddyaspossible
tn:nbuyimpoints,nillarﬂnllit,-outochlonnﬂntoﬂn
purchase of additional paddy. The impact an volume purchased can be
mmmmfmmtmmmtdwmmmmde
in the second half of the campaign, after the BIM line of credit was
received. Prices were also higher at that time.
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at leust one parastatal (SORIFEMA). Nor have they the capacity
to go to the producer’s farm to collect paddy.

d) Price adjustments during the season are reactive, and the price
paid in camnercial centers of the Region is usually at least MG
10/kg below that paid by other buyers. Only in iemote areas is
EIC meeting or exceeding prices offered by carpetitors.

4.11 The cambined effect of these factors is that paddy purchases are
not cammensurate with the level of experditure. For example, the
increase in buying stations fram 97 in 1987 to 126 in 1988 coincided in
a slight reduction in overall paddy purchases.

The controllers

4.12 The use of EIC employees to identify Collectors, distribute
cash, verify purchases and order paddy transport is a good concept in
that it should afford the Division control over the caliber of
individual performing the function and direct control over cash and
paddy in the system. Furthermore, it should ensure contimiity from
year to year in these functiors with attendant experience and
efficiency. However, in practice there are problems that will need to
be addressed if these advantages are to be realized:

a) Despite the high level of responsibility of these individuals,
the checks and controls an cash and paddy at this level are
inadequate.

b) As in the case of Collectors, there are no incentives such as
purchase targets or boruses to induce better performance.

C) Changes in the procurement process and related accounting
systams from year to year, limit the qaining of experience that
should be expected fram a stable cadre of Controllers.

d) Each controller overseas the activities of about 25 Collectors.
.n the absence of rapid cammmnication services and good
acoaunting systems, it is unlikely that either efficient service

or sound financial control can be exercised with this ratio.

e) Post facto accounts invariably reveal irreqularities, but there

appears to be no consistent sanction for either Controllers or
Collectors who abuse their office.

Ihe Finance Section (SAP)

4.13 SGMAIAC has performed a purchasing function for many years, and
the persamnel of the Section have came to know the production and

marketing pattern of the Region very well. Ons would expect that this
knowledge of function and market would show up in opera procedures

and acocounting systems that are both eff

|
g
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4.14 However, these benefits have been thwarted by a mumber of
factors:

a) Lines of credit for paddy purchase have been either inadequate
ar late in the last several years, with the result that buying
may be delayed, and is invariably slowed by the roll-over time
of funds recycled from purchases and sales in the same seasan. 14

b) Accounting systems and procedures are cumbersame, resulting in
delays in getting funds from the Section to Oollectors.

C) Persomnel of the Section are not adequately trained or motivated
to effectively manage the process. Since the procedures for
paddy purchase change each year, there is no established routine
to prevent confusion at the start of the season.

d) There are no consistently applied rewards and sanctions to
influence personnel performance. In addition to the issue of
efficiency, there are significant discrepancies in cash and
paddy each year for which no disciplinary action is taken.l5

e) Poor coo;:dinatim with the Storage and Transport Service results
intrucksoftenreb.mﬁmtomillswithaﬂyzotloadsofpaddy.
(Lack of responsiveness on the part of STT was also reported)

Summary

4.15 EIC has the experience, physical capacity and knowledge of the
market to enable it to perform a satisfactory paddy procurement
function. However, for the reasons set cut above, this function is not
being performed well either in terms of EIC’S cammercial role or its
adopted role of market stabilization. The conflicting cbjectives, poor
employment practices and aobscure decision processes that are evident in
this operation are not unique to SOMAIAC; they are often encountered in
public enterprises trying to perform commercial functions.

14 This is a reflection of the overall credit worthiness of
SGMALAC and EIC. Although EIC has repaid more than half of the loss of
over FMG 3 billion in 1986, this debt, together with a large working
capital loan from Goverrment, has limited its borrowing capacity in the
last two years.

15saP incurs losses each year as a result of differences
between the paddy weight and quality recorded as purchases and those
actually confirmed upon receipt at the mill. The shortfall this year



V. Milling Operationg

5.01 EIC operates three rice mills with a total of five independent
chains. The total installed capacity is 18 tons of paddy per hour, and
rated capacity at last assessment was 13.3 tons per hour. This rated
capacity is equivalent to 53,200 tons of paddy per season. 16
Performance in recent years has been well below this level, for a
number of reasons: Reduced paddy purchases; ocondition of equipment ;
availability of spares; skills and motivation of personnel; ard,
management structure and capability.

Summary of Processing and Storage Facilities

5.02 EIC’'s processing operations are conducted at three sites in the
Region. The facilities at each are set aut below:

Ambongalava

Processing lines:

- Schule (1972) 3.0 tons per hour installed capacity.

- lewis Grant (1951) 3.0 tph installed. _
= Yarmar Dehullers (1988) 2 @ 0.6 tph = 1.2 tons per hour.l’
Power:

- Mercedes generator (1975) 250 KVA

- Two Volvo generators (1986) 150 KVA each.

- Lincoln boiler (1923) 100cv
Weigh Bridges:

- Alesco (1972) 30 ton capacity

- Kuan % Fleichel (1959) 15 ton capacity.

Storage:

- Three warehouses; total 7,750 sq. meters and 16,000 tons

capacity

Amparafaravola

Processing lines:
- Schule (1956) 3.0 tph installed
- Huckauf & Bull (1963) 3.0 tph installed

Power:
= Duvant generator ( ) 160 KVA
- Volvo generator (1986) 150 KVA
Weigh Bridges:
-~ Kuan & Fleichel ( ) 30 ton capacity

16 Based an 20 hr days and a 200 day seascn.

17'mesedemllersmi:stalledinﬂnlattarpartoftheyear,
and have only processed 16.5 tons of paddy.
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Amparafaravola (continued)

Storage:
- warehouses; total 4,430 sq. meters and 15,000 tons
capacity.
Manakambahiny

Processing Line:
- uff & Bull (1952) 6.0 tph installed
Power:
- Caterpillar generator ( ) 100 KVA
- Two Caterpillar generators (1986) 150 KVA each.
- Two Rosen & Babcock boilers (1923) 250 CV and a 110 KVA
steam generator.
Weigh Bridges:
- P. Millier ( ) 30 ton capacity.
Storage:
- Three warehouses; total 5,500 sq. meters and 16,000 tans
capacity.

Assessment of Mill Performance

5.03 It is difficult, post facto, to distinguish the effects of the
various factors that influence mill performance, but using proxies for
different categories of factors can taks us scme way toward
understanding what is currently happening. In the first instance, we
shall use camparisons between theoretical, available and operating
times to distinguish among the effects of key factors. We shall then
cament on the condition of equipment, and conclude with an indication
of the types of improvements that would be most effective, in physical
terms, to improve performance. A camparison is also made with other
public ard private mills, as well as the small dehullers working in the
Region. Detailed data on mill performance and yields appear in
Amnex 3.

5.04 The standard operating season for rice mills in the Region is
200 days of 20 hours each. This provides for daily and seasonal
maintenance and repair while gaining the best cambination of semi-
fixed and variable costs per unit of throughput, if paddy stocks are
available. Mill start-up is usually not initiated unless paddy
supplies and the condition of equipment are adequate to ensure fairly
contimous operation. The mumber of days a mill is actually open
during the season in relation to the available rmumber of days can
therefore reflect these two conditions.
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Table 6.
o) i Fo ti

Ambongalava Amparafaravola Manakambahiny Average
Schule  Lewis Schule  Huckauf __ Huckauf _ Days

(Based an conversion of recorded hours to 20-hr days)

1985/86 (Ave. 73) (ave. 77) 135 87
1986,/87 (ave. 38) n/a 18 35
1987/88 113 71 80 97 150 102
1988/89* 113 55 55 89 46 74

* 1988/89 based on figures through Octaober, 1988.

5.05 Out of twenty mill-years surveyed in Table 6, in only four cases
was a line open for more than 50% of the season. The Schule mill at
Anbagalavahasperfomaicmsistextlybestinthelasttmyears,
whileﬂxemstmticeableinprcvmtovertmperiodhasbeeninboth
that mill and the Huckauf line at Amparafaravola. Omitting the Ampar.
1986/87 years, EIC mills were only open for 41% of the standard season
days available in the period.

5.06 The time that mills actually spent in operation was of course
less than the period they were cpen. Even under the best of
cimmsta:wﬂmerewillbebreamwrsamwnrbriefstoppaqs,mt
these should rormally be very small in relation to available milling
time. Table 8 shows that cperating time was significantly less than
ﬂ:etimﬂmemillswemcpa\-dmtzs%lessmrtrnsuweyperiod.
Unexpectedbmaldomnamtheprimipalczuseofthisstwrtfall,arda
carparismofi‘ablsﬁard?irﬂicatathatmepmblanhasbeen
cansistently the greatest at Ambongalava, where the mills have operated
less than 65% of the time they were open.

Table 7.
Sumary of Time Mills Actually Operated
Ambargalava Amparafaravola Manakambahiny Average
schule levis Schule Huckauf __ Huckauf Days
(Based on conversion of recorded hours to 20-hr days)

1985/86 (Ave. 58) (Ave. 62) 111 71
1986,/87 35 24 n/a n/a 17 28
1987,/88 73 43 52 73 123 73
1988/89% 69 43 39 58 35 49

* 1988/89 based on figures through October, 1988.
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5.07 It is noteworthy that the trend of days-operation/days-open for
EIC mills as a whole is steadily down over the four seasons, from 82%
in 1985/86 to 66% in the current season. This is not consistent with
the fact that improvements have been made to at least same of the
critical equipment during that time. It may be reasanable to ask
whether management of SGMAIAC has failed to reduce the open period of
mills in relation to its declining paddy purchases, perhaps as a means
of sustaining employment.

5.08 The current Technical Director of EIC and his counterpart
maintain daily production run reports that permit more detailed
examination of individual mill operations. These are useful in
pinpointing specific pieces of equipment that cause the most frequent
shut-downs, and other operational constraints, and they provide ample
evidence of the importance of investments listed in Annex 3, Table 6,
to the improved performance of the mills. However, it is necessary to
recognize that equipment changes in and of themselves will not lead to
satisfactory performance in EIC mills. Absenteeism and a generally lax
approach to work are problems among personnel at all levels.

5.09 Yield in the milling of rice is a function of the quality of
paddy and the quality and operation of the milling equipment. Uniform
paddy of the correct moisture content, when properly milled with rubber
roller equipment can be expected to yield about 62% head rice and 8%
broken kernels, with no noticeable bran content. Disc rollers, which
accournt for the majority of EIC equipment, can yield up to 55% head
rice and another 10 ~ 14% broken, clean kernels. In general, one
should be looking for. 67% - 70% rice yield, with no visible bran and
brokens less than 15%.

5.10 The total yield of EIC mills is within the specified range only
when RO (Riz Ordinaire) is being produced, but the quality of this
product does not meet cammon international standards for milled rice.
Same samples examined during the course of this study contained more
than 50% broken kernels; more than half of the kernels had visible bran
coating; kernels were uneven in size, and about 5% were off-colored;
there was some husk material present, and dust and kernel fragments
make up as much a 3% of the weight of the samples.

5.11 The yields expected by the management of EIC at present are as
follows:

Ordinary Rice (RO) - 67 - 68%.

Table Rice (RT) - 35% plus 31 - 32% grading discards (ET)
that sell at small discount below
Rice.
Deluxe Rice (RL) - 12% plus 20% Table Rice

plus 20% grading discards.
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Actxalyxeldsmrecentyea:shaveapprmumtedtrmeflgum although
they also indicate a gradual decline.

5.12 In summary, the yield and quality problems presently being
experienced are the result of several factors:

a)

b)

<)

d)

e)

Paddy Quality Poor seed quality amd pest control result in
paddy that is mixed in grain siZe and shape, and has a high
pexwrtageofdmnaqedgmm lhrvestmgarﬂdryug
practices result in mould fomtxm, pest damage and uneven
moisture comtent.. Foreign content is high, typically 3% or
more, suggesting carelessness, and the nature of foreign
material indicates intentional adulteration.

Lack of conditioning Especially in view of the poor quality
of paddy to be milled, processing operations should begin
with pre—cleaning, sorting and moisture standardization.
Mills currently have only single or double stage cleaning
that operates in contimuous line with milling operations.
Consequently, there is no opportunity to prepare
standardized, clean lots of paddy for subsequent processing.

equipnentlsverydiffiwlttoadjustarﬂmiztainatdesxred
settings. As a result, both breakage and under-processing

occuratthesametim,evmmagmaterdegreethatvmld
be expected because of the heterogencus paddy. Same of the
older disc hullers are a particular problem because of their
large diameter.

Inadequate Separation The separation of camponents and
unprocessed grain at different stages of milling is not
adequate, with the result that same grain is subject to
remilling, with the attendant breakage and loss, while hull
and bran material is not campletely removed from grain that
mvstoturtherpmcesslmarﬂbagglm The separation
equlpnnrxttmtisinplaoemptd:ablysatisfacmryatthe
time of installation, for clean, uniform paddy, but it is
inadequate for present corditions at EIC.

Dust Removal and Ventilatjon The dust and small fragment
cantent of grain in process is higher in these mills by
virtue of the paddy and process issues described above. It
isﬂmfmevmmmportantﬂntsymtomeﬂme

18 Excess moisture is not normally a problem, as paddy with high
moisture content is usually rejected. However, with the need to
operate on a revolving funds basis during part of the last season, the
rmkofwvmmishxmcmwrtmmcnmpwympmcessed
rapidly, and any moisture standardization that might have occurred

naturally during storage did not take place this year.
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camponents - pneumatic sorters amd evacuation fans - function
effectively. While these are installed on some lines, none
is performing to standard.

5.13 From the point of view of quality and yield, there are a mumber
of improvements that should be made in order to maximize output and
reduce operating costs. These relate directly to the problems
presented in the preceding section, namely precleaning, cleaning,
separation, mill adjustment, and dust removal. In May 1987, EIC
prepared a detailed list of equirment and spare parts that would be
needed to enable them to address these issues, and that list is
summarized in Annex 3, Table 6. This package remains appropriate as a
minimm rehabilitation investment.

5.14 This year EIC installed two Yarmar detmllers of 600 ka/hr
capacity. In preliminary runs, they yielded 69.32% RJO. The cost of
these machines, on an equivalent tormage basis, is only a small
fraction of the cost of conventional milling equipment, and they are
adequate to produce a standard RO grade. Independent of the issue of
the future ownership and management of EIC, such dehullers should be
considered in parallel with plans to exploit existing equipment.19

5.15 It is important that any investment in EIC mills be considered
inthecamextofstmteqicdecisimscammirgﬂnfummwne:ship
ard operation of these facilities. However, it is clear that without
rehabilitation, the physical plant will continue to limit performance
even if management and personnel issues are resolved.

5.16  EIC representatives indicate that there is a consumer preference
for rice fram SOMALAC. From a marketing perspective, this is an
advantage that has not been exploited in terms of price differentials.
But fram the point of view of processing, this preference is the result
of two factors: First, EIC has been more rigorous than most other
sxppliersinermmir\gﬂnmdststarﬂazdsforﬂ.bammm:
secad,privaumillsardddmlle:smottmpaidforﬂnirserviceby
retaini:qbyprod.x:t,ardtrmfomhavnmi:mtivetosepamtehull,
bran and grain components of the milled paddy.

19 These units are manufactured as stand-alane equipment, with
dehulling and separating functions mounted in the same housing. For
powar efficiency, EIC’s Technical Director proposes to separate these
campanents, and to install banks of delullers and separators each
driven by a common power source.
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5.17 The quality difference does not represent an inherent
superiority in the capacity of SOMALAC milling equipment. The design
and the range of ages in equipment is similar in most mills. There are
differences in rated capacities in relation to installed capacities,
but this is for the most part a reflection of the availability of spare
parts and does not significantly affect quality. A summary of mills
operating in the Region appears as Annex 3, Tables 4 and 5. A
camparison of yields between EIC mills and those used as sub-
contractors by EIC in recent years follows:

Table 8
. of i11ing vield
1983/84 1984/85 1985/86
SCMALAC Mills 65.8% 68.3% 71.1%
Seven Other Mills 66.2% 66.4% 68.9%
Fram Annex 3, Table 5.
5.18 Yields vary among these mills by about 5% when processing

ordinary rice. The SOMAIAC mills improved their performance relative
to other mills between 1984 and 1986, at which time their average yield
was 2.2% better than that of the seven public and private mills
contracted by SOMAIAC to process a portion of its paddy. Although
camparative data are not available for the last two seasons, SCMALAC
Yields were lower in both pericds. (68.4% in 1987/88; and 68.7% in
1988/89)

5.19 During field work for the present study, the OOROI mill was
visited, as were a mmber of private dehullers, and interviews were
conducted with individuals familiar with other public and private
mills. The principal milling line at COROI is similar to that of EIC,
although it does not suffer from a shortage of spares to the same
extent. In addition, COROI has the advantage of a separate cleaning
facility that permits the separation and preparation of uniform lots of
paddy before processing.

5.20 Small private dehullers do not presently give rice yields as high as
those of EIC mills, and there are design limitations to their performance.
However, most of them are capable of producing ordinary rice with yields in
the mid-60% range and do not do so now simply because of the terms of

payment which discourage the maximizing of rice yield. An advantage of the
small units in terms of the rice sector in the Region is that they do not
have the infrastructure and fixed labor costs associated with large mills,
particularly those in the public sector, and they can start up and operate
for small lots of paddy. They can therefore operate year-round on an

intermittent basis, serving the needs of small producers and those who
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dnoosetzzgretainaportimoftheirproductimformrketirqinmeoff
seasan.

5.21 Of the four larger private mills operating in the Region, three are
included in the data in Amnex 3, Table 5. Separating these fram the four
public mills in the "Other" category reveals that the public mills perform
slightly better, but with a difference of less than 1%.

5.22 The network of small dehullers and private mills is not adequate at
the present time to handle the paddy production of the Region, either in
terms of volume or superior grades of cutput, but their further development
should be encouraged. SOMAIAC owns and operates 31% of the total milling
capacity in the Region, excluding the dehullers (Amnex 3, Table 4). The
dehullers represent an econamically efficient campanion to larger mills in
an overall processirg industry for the Region. Omnstruction is underway on
a fifth private mill, and this category of ownership and processing cambines
the flexibility of lower costs, particularly labor and overhead, with the
scope for improved processing for specialized rice and higher grades. Price
differentials in the rice market will determine the extent of this
development.

5.23 Our field visits, together with information concerning the nature of
equipment in other mills in the Region, indicate that the installed capacity
at. SOMALAC is similar in design and condition to that of other mills, with
same individual differences that have a marginal effect on quality. The
importance of SOMAIAC in processing is therefare principally the fact that
itoperatcsalargeshareofthecapacityintmnsgim.

20 An assessment of the econcmic merit of these dehullers would
require, inter alija, information on the value of byproducts both in sale and
in use. However, assuming byproducts valued at the price of paddy, a rough
camparison between processing costs of SOMAIAC and dehullers could be made
as follcows:

SQMALAC direct milling costs, 1988: MG 18.0
plus value of byproducts
(7% valued at paddy price of FMG 150) ~10.5
Total MG 28.5/ky

Small delwller milling cost (based on 55% yield)
SQMAIAC yield 68% - dehuller yield 55% (13%)
plus SOMAIAC byproduct yield of 7%

Cost therefore 20% of paddy, valued @ FMG 150/kg

Total MG 30.0/kg

The small difference at this paddy price would be more than made up
inthisexanplewithmadnn;imofasl‘mofmcmnadstomillingcosts.
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Summary

5.24 EIC’s mills acoount for 31% of the processing capacity of the Region.
They are ideally located in relatiaon to producer concentrations and
transportation facilities, and they are technically similar to other large
mills in the Region. In terms of operating efficiency, labor charges are
excessive and operating costs have also been adversely affected by shortages
of paddy. Technical performance would be improved with the installation of
pm—cleanj:ganiseparatimequipmntanianimzmsedmmlyofspam
parts. Overall, there is a shortage of qualified, motivated personnel,
which contributes to inefficiency and higher costs.
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VI. Marketing Opexrations

6.01 The marketing of rice and byproducts is the responsibility of the
Service National de Vente (SNV). As Lac Alactra has historically been a
surplus rice producer, SNV has always marketed the majority of its
production outside the Region, principally in Antananarivo and Tamatave.

The clients served by SVN, and the system of marketing used have varied from
year to year, reflecting for the most part changing perceptions on the part
of SCMAIAC management concerning its role in goverrment policy for rice
distributian, and uncertainty as to how best to meet its policy amd
cammercial objectives. A brief description of these developments
illustrates that the organization has not succeeded in establishing a

6.02 In 1983, SVN opened distribution points in the two major cities as
well as in the Lac Region, and engaged in direct sales to consumers as well
as sales to local goverrments, social groups, wholesalers and retailers.
In the following year these points were closed, at the request of the World
Bank, and sales were restricted principally to organized groups and licensed
distributors, ex warehouse. The next year, sales by tender to distributors
were continued, but private contract sales were also introduced.

6.03 With the introduction of liberalizedtradeinriceinl%s,SVNbeqan
the season selling only ex warehouse, but poor sales resulted in the re-
opening of distribution points later that year. Within the Iac Region,
paddy collectors were also used as rice sellers. Ancther technique that
year was to issue coupons to farmers selling paddy t~ EIC which allowed them
tob.xyrioedirectlyfrmmemtemiseatamdmadprice. In 1987, SWN
began to respond sericusly to the liberalization of rice trade: Sales were
nadetoalltypeofmyers,fmdistrimtimpoints,arﬂabrmﬂedproduct
was intrcduced in ane kilo bags. A small export shipment was also made that
year.

6.04 This year, the need to generate funds rapidly for additional paddy
purdxasehasledSVNtocpemtemamshordmbasis, with no sales on

credit. Otherwise, the open marketing of product to all buyers remains
officially in effect.

- izat]

6.05 'nnozganizatimofSVNthathasbemineffectformepasttwo
years is presented in the chart on the following pace.
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Rice Sales Performance
6.06 EIC sales volumes and prices for recent years are summarized below:

1983 -
1984 . - -
1985/86 45.2 200 - - - - - -
1986,/87 3.3 420 0.2 540 0.5 590 - -
1987/88 24.7 326 0.9 411 0.2 446 0.3 356
1988/89+ 6.8 370 0.4 460 - - 0.1 401
* Through 10/10/88.

6.07 Amnex 4 presents monchly prices in Tana and Tamatave for RUO. (By
December, prices in Tana had exceeded FMG 500/ky for ordinary rice, but EIC
had sold all its rice prior to that time. In all i
possible exception of Tamatave/July and August, EIC prices were below those
prevailing in the respective markst, reflecting the reluctance discussed
elsewhere to taks advantage of market conditions to maximize the market
valus of the Region’s paddy. Table 11 presents prices in Tana for the
current year, indicating that EIC prices were below market levels by more
than the wholesale and retail margins which must be taken into account an
the majority of EIC sales. The are for the most part flush months,and EIC
had sold all its production before the predictable price increases of
Deceamber, when RUO prices topped FMG 500/kg.
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Table 10

Jupe July Ag. Sept. Oct. Nov.

Market Price 414 408 412 418 445 469
EIC Average Price 368 3N 366 376 386 383
EIC as % Market 89% 91% 89% 90% 87% 82%

6.08 T terms of sales administration, there are two major elements of
cancern: First, staff levels are too high for the volume of sales. Sales
this year will be 519 tons per employee in SVN, and related salary costs
will be about MG 2,074 per ton. This item alone accounts for more than 2/3
of the budget figure for total fixed costs of FMG 3/kj. (SVN uses no
seascnal employees. Second, accounting and control of cash and rice are
inadequate. There are unexplained stock discrepancies each year, and credit

has not been able to prevent a build-up of bad debts. (FMG 250
million in 1987/88 alone)

Ihe Results of 1986/87

6.09 Inthefirstyearofli.beralizedncetndemmelac Region
1986/87, EIC took an aggressive position in paddy purchases and pai
MZBSperkiloofpuﬁy Later that season, when rice prices in
major cities were FMG 420 - 460, Goverrment began selling donated rice frun
the stock tampon at MG 360/kg. This had a serious effect on all other
sellers, including EIC, which lost more than FMG 3 billion an the year’s
operations. (The break-even price for EIC that yuar was PMG 450/kgJ.)

6.10 Equally significant was the impact of these losses on the approvach of
Sanlpctomﬁmt:mst_:ratagyinw”us. The enterprise has been

modest margin between its raw material costs and the amnounced intervention
price for rice. The result on the paddy supply side has been discussed in
SxﬁmN;ﬂnmﬂtmﬂnmﬁnﬂmsiﬂ.hﬁntSWhnmtmxxmzed
its reverue on sales, and has become in effect an informal stock tampon.?
By selling its output in the early part of the season -~ befove the erd of
the protects itself against being caught with stocks
when official stock tampon operations begin. However, in so doing it also
any stabilizing role during the soudure and from any
additional margin that might be gained on sales between the flush season and

.
b
H
:

21 Tha waighted average price in the first four months of this season

operation.
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The Need for a Market Strateqy

6.11 Beyond the practice of selling rice early in the season, and at
prices near the announced intervention price, SOMALAC does not appear to
have a marketing strategy. It has experimented with different elements of a
strategy, such as: introducing branded retail packages; partially filling
an export order in 1987; altermating between emphasizing sales in Tana and
in the Lac Region; and planning in the last several years to increase the
share of higher grades in its output, but without success.

6.12 The influence of local political forces, informally as well as
through the Camite Restreinte, have kept EIC from paying quality premiums
for paddy and otherwise being selective in its purchases so as to provide
the necessary raw material for a diversified marketing program. Although
there have not been explicit directives from the national goverrment
cancerning rice prices, management has inferred that it is not to take
advantige of seasonally higher rice prices in the major consuming centers.22
These factors have given rise to an inertia on the marketing side similar to
that which prevails in paddy purchasing, and the potential role of such a
large intermediary to maximize the market value of Lac paddy has not been
realized.

6.13 Irrespective of the future pattern of ownership and management
selected for EIC, a marketing strategy must be developed, aone which
addresses at least the following aspects:

a) Grades The Madagascar rice market is distinctly segmented in terms
of grade preference and the purchasing power to express that
preference. Even if EIC were to be expected to market ordinary rice
at modest prices for the low and medium income population, it could
develop profitable operations in higher grades, where the price
differential exceeds the additional production costs by a significant
margin.

b) Qustomers At the present time, a2 large share of EIC rice is sold *to
preferred custamers - goverrment enterprises, elected officials and
their families, ard intermediaries who have access to this rice by
virtue of their connections with goverrment and elected officials
associated with SOMAIAC.23 This rice is sold at less than prevailing

22 1n 1988, EIC sold rice in Tana at FMG 360/kg until mid-October and
then at 385 in mid-November. While its rice was not of the quality
receiving the highest prices, the range in private sector prices in the
second week of November was FMG 430 to 520 per kilo.

23 This practice amounts to an administered allocation system, rather
than ane based on price, and it effectively removes these customers from the
market place. SOMAIAC is of course not the only parastatal that distributes
rice in this mammer, but the practice results in a dual market for rice, and
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rates in the open market. Furthermore, in EIC’S open market sales,
the choice of level of custamer - wholesaler, retailer or consumer -
needs to reflect a cammercial decision based on margins and costs
associated with serving these customers.

c) Packaging Econamic development leads to several trends in the food
industry that are important for producers: Retailers reduce their
custom service to consumers, and consumers sperd less time shopping
with the result that they develop brand loyalty and a preference for
pre-packaged goods. These trends mean that labelled retail packs
grow in importance, and EIC needs to include more packaging and name
association in its marketing strateqy.

d) Lecation EIC in the last several years has transported its
production to Tana and Tamatave in the early part of the seasocn, and
gradually increased it sales in the Lac Region as its stocks
decreased and the season progressed. There are indications that this
results in urnecessary transport costs for EIC, as private traders
are willing to buy rice in the Region and transport it to urban
certters themselves. The cantrol implicit in moving its own rice to
market is perhaps not appropriate for EIC, and is almost certainly
not necessary in the early part of the season when it is now done.
The market strategy must include commercial decisions on the location
and relative importance of outlets.

e) Timing of Sales Financial constraints, and the concern not to be
caught with stocks when the stock tampon begins to operate, have
contributed to the practice of selling rice early in the season. A
camnmercially-based strategy would include the phasing of sales based
an cash flow needs and expected price trends as the season

f) Export Markets Although the quality of rice that can be produced
from the paddy presently produced in the Region would not be adequate
for most international markets, there are opportunities in
neighboring countries that have not been adequately explored. Also,
as rice production increases in other parts of Madagascar, producers
ard traders in the Lac Alaotra Region should be looking increasingly
toward higher quality production for export, and the enterprise that
develops the knowledge and capacity to serve these markets first will
be at a distinct advantage.

g) Market Niches Each supplier to a market has camparative advantages
in serving particular segments of that market. EIC needs to examine
its own characteristics as a supplier, and relate those to market

increases the volatility of the open market by reducing the volume of rice
and the number of buyers in that market.
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segments it wishes to pursue.?? It would be important in identifying
such oppartunities that factors other than preferential price be used
to pramote sales. Oonsistent quality, timeliness of delivery,
proximity of outlets, as well as legitimate cost savings in freight,
volume and purchasing could be same of these factors.

6.14 EIC has a good physical network of outlets in the Region as well as
in Tana, Tamatave and Moramanga. Through those cutlets and the travel of

respects, EIC is better placed than either its private or public sector
campetitors.

6.15 However, the Division has not demonstrated the flexibility or
rapasivermstomrketcuﬂitiauﬂntmﬂdpemit it to take

of these features. As with other aspects of the Division’s activities, it
is important to recognize that EIC’s marketing performance is the cambined
mltofintennllimitatiaswithrespacttopemuwlarﬂsystms, the
actions of SOMAIAC’S central management, and exogenous factors - both local
andnaticnal-ﬁnthavemtbemeffectivelymistedinmeplmitofthe
enterprise’s stated abjectives.

24 For example, EIC is able to deliver large quantities on fairly short
notice; itmmmammmtfwuiti.mdnlimlan;a
quantities to a custamers specification; its mills are presently suited best
to processing the majority of its paddy into ordinary rice; it has
mmmmmmﬁmmmmidmof
its ownership and management; it has demonstrated a superior ability to
produce rice to specification. These characteristics suxjst that one niche
would be large public sector users such as the military.
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7.01 EIC operates a fleet of trucks and light vehicles for its purchasing
and marketing operations, and warehouses at each of the mills. Transport
equipment for paddy and rice, as of mid-1988, consisted of:

Table 11

Total Operational *
5=-ton trucks
7-ton trucks
10-ton txucks
Tractors
Trailers

[ IRV REN I N § ]
@ o~dbsWn

* Including those up for normal repair.

7.02  Even with the problems of scheduling paddy collection, and the
difficulties that result from the requirement that the Director General
persanally authorize all trips outside the Region, this fleet is adequate
for EIC’S current needs.

7.03 The total capacity of warehouses at the three mills is 47,000 tons.
'mequalityofﬂuisspaceismbced,wiﬂtpesticidesbeingusedtocmtml
mdentstoagmaterextmttlnnslmldbemcassary. However, with the
rechnedvolmotdxmx;hp:tinmcutyurs,ﬂmisanplescopeforme
selective use of the better space in each location. (As of mid-November,

1988,ﬂmmm1y2,000mofpadiyarﬂriminstock.) SST also

Operates small warehouses at buying points. These were set up in 1987, but
camlpzcblemasmllasﬂnrapidummerofpaddyledto

being used this year.

Sumary of Key Issues

7.04 a) 'memamtoomnyperscmnlinthismitam, as with other units
of EIC, tha absence of incemtives and sanctions preclude effective
management of these pecple. Indicative of the surplus is the fact
that the warehouses at buying points, though not in use, are still
fully staffed.

b) The absence of effective accounting for «uantities and qualities
ofpadiyp.mdusedmﬂectqnnymtr.mmﬂmﬂussr.
Ovu*paym:tarﬂpufmatbuyimpointcamotbedistirquished
trmp:&lmthatarisebe&mﬁmaxﬂﬂnwigh—bridgeatthe
mill.

C) EIC vehicles are forbidden from hauling products other than rice
and paddy owned by the Division. As a result, transport costs are
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d)

higher than they need to be because there are opportinities for
back-haul to the Lac Region fram Tana and Tamatave. Such
opportunities are increasing with the rapid growth of the Region.

Repair and maintenance of EIC vehicles is performed by EAE and
paid for by EIC. EAE also provides about 10% of all repair
saervice for the mills. There were same indications that this
arrangement results in EIC vehicles and mills not receiving
adequate or timely attention, but we did not examine the issue.
Together with same transport service, the total cost of this
agreement averaged FMG 500 million over the last four years. This
level of interdependency among Divisions may be warranted, but its
cost-effectiveness should ke reviewed.
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VIII. Fipancial condition of EIC

8.01 Except for the 1986/87 season, EIC has generated an operating surplus
in each year since the 1983 reorganization. In this sense, it is a viable
operation. However, thic is not in itself a measure of EIC’S financial
well-being. One set of criteria usually applied in financial evaluation
concerns efficiency or profitability. In the case of a private sector
enterprise, thecwnersarﬂcmditorsmknﬂmejud;mrtsindecidi:q
whether or not to continue to fund its operations. In the public sector,
performance is often judged on the basis of least-cost achievement of stated
abjectives. The other two sets of criteria mormally used in financial
evaluation are liquidity and credit worthiness. EIC has privileged access
to capital for investment, operating costs and paddy purchases and is nct
routinely subject to these tests to qualify for these resources.

8.02 For EIC, then, the important financial tests are whether opzrations
are performed at least cost, and whether they are performed within the set
budget constraints . Performance with respect to efficiency has been the
subject of preceding sections. There are a mumber of areas in which costs
cmldbesignifimntlyradmadarﬂmimsedwiﬂnxtmdmirgthe
qmlityofsexvioe,arﬂthesewillmtb.mtedhem,emeptto
illustrate their significance in relation to the operating statements in
para. 8.06. The implicit budget constraint imposed by the goverrment has
been that EIC be self-sufficient. In this section, we shall examine briefly
the net flow of funds to EIC to illustrate that it has not achieved this

8.03 It is important to point out that the records available from EIC, and
&mﬂummmitotm,mmdimiesammlogy
problems which prevent an accurate assessment of EIC’s present condition.
In a recent evaluation of internal reporting, the external auditor, RINDRA,
criticized EIC for failure to follow established procedures, particularly in
sales, invermtory, purchasing and payroll, and for failing to keep proper
records of its operations. We share this concern, and must qualify any
cament on the financial condition of EIC on the grounds that disclosure in
thedataisinadeq.mtatopemitadefini‘dvaasmmofﬂuamerprise.

Seerating Performance of EIC

8.04 The financial performance of EIC is constrained by two basic factors:
Pricing policy with respect to both paddy purchases and rice sales which
prevents the enterprise from maximizing its qross margin; amd
inefficiencies, particularly in personnel management and the control of
funds and inventory, which add greatly to operating costs. In addition, the
reduced volume of throughput in the last several years has resulted in
excessive fixed charges per unit of paddy processed.
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8.05 The information contained in Table 12 was provided by EIC, ard gives
an overall indication of the financial results of ocperations since
liberalization of the rice trade in Lac Alaotra. The loss of FMG 3.6
billion in 1986/87 greatly overshadows the modest surplus of 4% on sales in
the preceding year and 12% on the reduced volume of 1987/88. It is

i to note that the reported net income in 1987/88 represents a
return of 165% on fixed assets. Camparison of these two figures on returns
- 12% on sales and 165% on fixed assets - highlights the high variable costs
of EIC operations and the extent to which it enjoys the benefit of
depreciated plant and equipment.

Table 12
(MG million)
1985/86 1986/87 1987/88
Initial Stocks 1,720.1 556.6 3,876.1
Paddy Purchases 7,057.7 6,567.8 2,758.7
Persomnel 355.0 343.6 474.0
Duties & Taxes 1.6 40.8 1.5
External Services 776.0 418.0 211.3
Transport 536.7 72.1 234.4
Management Charges 27.3 47.2 38.9
Finance Charges 494.6 829.5 1,138.7
Amortization 96.1 236.8 249.4
Provisions for Loss 302.3 - 109.4
Fees to SCMAIAC . 228.2 - n/a
il
Total Costs 11,595.7 9,112.4 9,092.4
Final Stocks 556.6 3,876.1 754.8
Sales 11,430.8 1,627.2 9,409.6
Rebates 1.1 28.8 0.1
Sale of Assets 58.4 3.6 6.8
Interest & Dividends 5.4 6,0 10.0
Total Reverues* 12,052.2 5,541.6 10,181.3
NET INCCME 456.6 (3,570.8) 1.088.9

* Note that adjustments in stocks are included in the operating statement as
presented by EIC.

8.06 Table 12 can also serve to illustrate the order of magnitude of
efficiency gains that could be realized in EIC cperations. If, for example,
persomnel charges had declined over the period in relation to paddy
processed (Amex 3, Table 3), and if credit control had prevented the need
for bad debt provisions, the impact of these changes alone in 1987/88
would have been an increase of 44% in net income. The seven fold increase
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in initial stocks between 1986/87 and 1987/88, if financed at the current
rate of 14.5% would account for about FMG 480 million of the finance charges
in the latter year. Together, these three factars - disproportionate
persamnel costs, bad debts, and excess stock - acoount for about FMG 950
million in 1987/88, or about 40% of total operating costs exclusive of paddy
purchases. Operating statements for 1983 to 1988/89 appear as Annex 6,
Table 1. In Table 2 of that Amnex the cperating statements for 1984/85
through 1987/88 have been recast in a more usual commercial form.

8.07 A cmparatlve balance sheet for April 30/1986, 1987 and 1988 appears
as Table 3 in Amnex 6. It indicates that EIC’s net worth deteriorated over
the period and is now negative (-FMG 494.8). This is despite dotations and
subventions which had a net value at 4/30/88 of FMG 1,275.7. The total book
value of plant and equipment at that date was FMG 677.9 million, of which

MG 414.3 million, ar 61%, was transport equipment.

8.08 The book value of warehouses, mills and milling equipment was MG
255.5 million at April 30, 1988, cmpamdtoarq:ortedacqmsxtlmcostof
MG ¢662.1 million. In 1985, szaﬁmmisalof its mills
at which time land, plant and equipment were valued at FMG 4,629 million. 25
‘mep.mposeofﬂusa;prusalmmtclear,ardztmbasedmcamapomry
costs less estimated deterioration rather than the value of the assets as
part of a going concern. Nevertheless, it illustrates the extent to which
the market value of EIC’s facilities may exxeed their book value.

Financial Relationship With Goverrment

8.09 The accounting and reporting problems referred to above affect the
transactions between the Division and the Govermment in the form of
dotations and subventidns. However, data that were available to us indicate
a contimuing flow of funds to the Division for the purchase of fixed assets
and chattels and for operating costs. As of April 30, 1988, the balance
sheet indicates a net value of dotations of FMG 1,117.9 and subventions of
MG 157.8 million. In addition, the Goverrment extended a lang-term loan to
EICotMmeimtorqnyapurtimotﬂumdnbthnn'redasarasult
of the 1986/87 operations. This represents a net exposure, at book value,
of FMG 3,275.7 million. In addition, Goverrment owns shares in SOMAIAC
valuedmtrnbodmatnnnomlim which we assume are represented

pari-passu in the ownership of EIC.

8.10 In trying to track these flows over the last several years, we find
that accumilated depreciation, depreciation expense, and changes the
related govermment capital accounts camnot be reconciled. Without this
information, the share of tha present book value of assets that has been

25 societe Malgache d’Expertise; No’s 80/85, 81/85, and 82/85
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financed by Goverrment cannot be established.?6 The information we
extracted fram the financial statements of EIC with respect to fixed assets,
subventions and dotations appear in Amnex 6, tables 4, 5 and 6,

respectively.
Summary

8.11 The auditing of SOMAIAC is currently running about 18 momths behind a
normal schedule. This may be in part a result of the difficulty in tracking
transactions. However, we also find that in the work of the auditors, more
consistent use should be made of notes to financial statements. These are
anessentialelmxtofmediscloamrequimdofmmlamxtﬂg
primipals,arﬂhelptoidentifymeinpactofaocamtingerrorsmme
stated candition of the enterprise.

8.12 On the basis of the information available to us, it is evident that
EIC continuously depends on funds from Goverrment to finance a share of its
fixedassetsarﬂq:emtirgcosts,ﬂntits@eratimsmplusinmrmlyears
ismdnstinmlatimtosalevol\m,ardthatmeﬁmncialinpactof
efficiency measures ocould be significant. Accounting records are not kept
inamamerca'sistmtwithmmlaccamtirgprimiples,mrismedegme
of disclosure in financial statements. It is our opinion that additional
work must be done in several specific areas before the condition of EIC can
be accurately assessed:

a) Asset financing and depreciation,

b) Flow of funds between SOMAIAC and EIC.27

C) Flow of funds from Goverrment to EIC for investment and operating
costs, and the relationship of these capital accounts with the
acquisition cost and boock value of the assets so financed.

d) Legal status of different equity holdings in SOMAIAC, amd their
pro rata participation in EIC.

e) Valuation of assets used jointly by EIC and other Divisions of
SOMALAC.

25mnyotﬁmassetsmfimmadbycovermantmtofmepmceeds
of World Bank loans, and it may be that the audit covenants of this creditor
will result in accurate acoounts in due course.

27 EIC pays a fee in most years to SOMALAC for management and common
services. This exceeds flows fram the SGMALAC in most cases, but recording
in the consolidated statements of SOMAIAC is not consistent. The result is
to imply a drain on the central organization when this is not the case.
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IX. Summry and conclusions

3.01 The Industrial and Commercial Division of SOMAIAC has acquired an
intimate knowledge of the paddy and rice markets in Lac Alactra and of the
rice market in Madagascar. It operates about one third of the processing
capacity in the Region and has a good physical network for collection and
distribution. However, we find that constraints of an organizational,
managerial and physical nature have prevented this enterprise fram
performing an efficient cammercial service for its suppliers and owners. We
also conclude that ambiguity or conflict among the various roles expected of
EIC by different parties has resulted in uncertainty and inertia in the
operations of the enterprise. Our specific conclusions are as follows:

9.02 gtrategic Importance of EIC Private sector response to the
liberalization of rice trade in the Lac Alactra Region has effectively
removed any strategic role far EIC in the regional paddy market, with the
possible exception of small isolated areas of production that might not
otherwise be served directly by buyers. There is nothing inherent in EIC’s
processuqcperatlmtodistugtushltmmwmlytrunomermllers In
the rice trade, EIcmrr:tlasasanmfomlstockt.anpm a role which is
not campatible with its commercial responsibilities, nor is it in the best
interests of the producers served by SOMALAC.

9.03 [Level of Autohamy EIC has no strategic autonamy in relation to the
Direction Generzle of SOMAIAC, and must refer many daily operating decisicns

to that level. As the business end of SCMAIAC, EIC is an important tool for
the institution in satisfying the interests of local and national officials
who wish to sees the flow of funds used to further both policy abjectives and
other shorter-term interests.

9.04 Management It is difficult to assess EIC’s management in the context
of its limited scope for initiative and responsibility, but there are
individual managers who could perform well if sanctions and rewards were in
place. Others do not possess the requisite skills. Control of personnel,
funds and inventories is inadequate.

9.05 Personmnal There are too many pecple an the payroll of EIC, and their
performance is generally poor. While employment laws are a factor in the
failure of EIC to reduce its permanent staff, so too is the influence of
local officials on the operating decisions of the arganization. The quality
of performance reflects the absence of any system of reward and sanction.

9.06 Asset Dase EIC has a larger asset base for the transport, storage
and processing of rice products than is warranted by its present level of
activities. The condition of these, particularly the mills, contributes to
higher operating costs and lower yields on throughput.

9.07 Paddy Puchases Thnis is a passive activity, poarly controlled, that

contributes to the reduced volume of throughput by EIC. The absence of
incentives or controls contribute to disinterest and abuse.

43



9.08 Processing Capacity In contrast to the rated capacity of 13.3 tons
per hour, actual capacity in the first four months of this year was only
11.5 tons per hour for time actually worked, and the mills only operated 41%
of the available time. Limited paddy supply was a factor in performance
this year, but sreakdowns, cbsolescence, material control and the management
of persomnel were otlier factors. Key maintenance and repair persamel are
to be camended far keeping much of this equipment in operation. In the
context of other strategic decisions concerning EIC, consideration should be
given to selective investment in the rehabilitation of these mills.

9.09 Quality of Product The quality of rice is not adequate to campete in
international trade except perhaps in low-priced regional markets.

The quality of paddy and the candition of milling equipment result in
unsatisfactory bran removal, off-colored grains, lack of uniformity, and a
high percentage of broken grains. The quality of ordinary output is such
that the milling ratio is not a meaningful indicator of mill performance.

9.10 Rice Marketing EIC has an implicit marketing stratejy similar to
that of a stock tampon. There is no attempt to maximize sales revermue.
Strategy and price decisions are taken by the Camite Restreint of SOMALAC.
These conditions result in indecisiveness, and an administrative approach to

marketing on the part of SVN managers and staff.

9.11 Accounting Systep Records are not adequate for either comtrol or
management purposes. The present Director has developed autamated records
that track purchases and sales, but equipment and persornel problems prevent
their adoption an a regular basis. The present marual system is cumbersome
and subject to abuse; it is tine-consuming, and it is not used to generate
information that can assist mansgers.

9.12 Financial condition The condition of EIC cannot be evaluated with
confidence on the basis of present accounting information. We recammend
that the owners and concerned managers meet with SOMAIAC’S external auditors
to establish a program of accelerated auditing and the imtroduction of an
accounting system based on valid source documents and processing procedures.
The accurate separation of EIC from the rest of SGMAIAC would not, in aur
opinion, represent a difficult task if correct procedures ware in place for
recording the funding and depreciation of assets. Facilities in common use
are a small ad readily i 'sntifiable set of assets. '

9.13 Sector Conetraints Assuming that Goverrment will continue to take an
active part in the rice sectar, there are several policy issues that will
need to be addressed if the enviroment is to be conducive to improved
performance by any future operation of the assets of EIC. These include:

a) CQlear anunciation of buffer stock management and market intervention
policy.

b) CQlarification of the role of the paddy floor price.
c) Introduction of paddy quality incentives.
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9.14 The evaluation of present conditions and performance within EIC gives
rise to a mmber of issues to be examined in developing alternative
scenarios far the future of this organization. In addition to those
implicit in the present report, there are the following, assembled from
interviews and materials reviewed by the evaluation team:

a)

b)

c)

d)

e)

f)

9)

h)

i)

The extent and efficacy of a stabilization role for EIC in the
Regional paddy market.

The role of EIC in the price policy of Goverrment in the rice
sector.

The possible role of EIC in relation to the management, processing
and sale of national security stocks of rice.

'mesal\_wageormr;)etvalmofEICassetsinrelatimtotheir
production potential.

Assetvaluatim,andthepmspectofrecweringstateequityin
the event of the sale of EIC.

Authoritative assessment of EIC’s financial condition.

Responsibility for liabilities in the event of capital
restructuring.

The potential impact of alternative legal forms of organization on
the accournsability of managers and the efficiency of decision-
making.

The political and adjustment aspects of the reduction of staff
that will almost certainly be required in any viable alternative.
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4. The Consultant will undertake the specific activities described
below:

Phase I: Evaluation and Diagnostic. The evaluation will concern
the realizations of the 1983-87 period; a technical and commercial
analysis of SOMALAC's rice mills in relation to the operations of
other industrial and small rice mills in the region; and an
analysis of the legal aspects, social impact questions and of
necessary undertakings to clear up the EIC's liabilities vis-a-vis
the state.

S. The Contractor will:

(1) Review legal documents and all financial and physical progress
reports of EIC for the period 1983-1987, as well as all
relevant studies including one completed by a team of experts
in 19857on rehabilitation needs, and more recent reports on
the organization of the national rice market and on rice
export opportunities;

(2) Interview members of the staff of EIC and of the General
Direction of SOMALAC, farmers and independent traders in the
zone, and representatives of the supervisory ministry - MPARA
- to gain a complete understanding of the functioning of the
EIC, its organization objectives, its capabilities (physical
facilities, personnel and financial resources), its problems
and its relationship with the central government and national
policies; and

(3) Assess the national and international market prospects for
rice and SOMALAC's potential role in those markets.

6. The diagnostic will focus, in particular, on the capacity of the
current structure of the EIC to adapt itself to the foreseeable evolution
of production, processing and trade (national and international) of rice.

Phase II - Proposal of Scenarios in Consultation with the Other

Conoulting Firms

(1) Per consultation with the two other consulting firms, outline
the possible scenarios for the future of the EIC, describing
the advantages and disadvantages of each, from the point of
view of:

The State, as owner of the facilities;

The National Rice Policy;

The development of the region; and

- The interests of the farmers, the mill operators and
commercial operators.



(2)

(3)
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To permit an evaluation of the consequence of each scenario
for SOMALAC on the institutional, financial and social levels.
The contractor shall define for each scenario, the:

(a) Judicial aspects;
(b) Social impact; and
(c) System for the financial rehabilitation of the EIC;

and shall present 2n estimation of the markets, domestic and
foreign for SOMALAC rice.

Prepare an interim report which summarizes the conclusions of
the diagnostic study and presents the options for the future
as described in (1) above. This report should contain enough
information to permit the Government of Madagascar to make an
informed decision on which option to select;

During the four weeks following the transmittal of the interim
report to the Government, the consultants should be accessible
to respond to any questions the Government may have;

Within one month of the receipt of the interim report, the
Government of Madagascar will select one option. will notify the
consultant of its choice, and will provide instructions for the
execution of the third phase.

Phase III - Elaboration of the Restructuring Plan

(1)
(2)
(3)

(4)

(5)
(6)

(7)

(8)

The justification and description of the selected option;
A delineation of the proposed institutional structure;
International organization and external linkages;

A financial table following the general accounting plan for
1987;

Identification of the legal structure and ownership;
Human and material requirements;

Provisional accounts following the general accounting plan for
1987; and

An implementation strategy and schedule.
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Paddy Prices 1n Lac Alaotra Table 2
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--------------------------------------- L

And1ilasena 0 0 0 0 0 0 146 150 0 170 0 0
Aebatrondrazaka 0 0 0 0 150 152 138 {70 {7 199 0 0
Aeparafaravola 0 0 0 0 130 te] 14 188 196 199 0 ]
Nor asanga 0 0 0 0 138 1% 1% 0 0 0 0 0
Tasatave average 146 133 154 1% 183 168 0
ceemesmcccas cmcecsmccmeccacaaann 1987 -—-- ——e-

Andilasens 0 0 0 0 0 0 0 0 0 0 0 )
Asbatrondrazaka 0 D) ) 1) 0 0 123 132 147 238 %0 283
Asparafaravolalt 0] 0 0 0 0 0 0 120 1200 120 120 0
Norasanga 0 0 D] 0 0 ) 0 0 0 0 0
Tamatave average S - 30 ] 23723 e 302 7 M3 s 2%

42
Nat'l Average 333 337 93 19 286 192 170 187 179 (93 22 (%% 288

R R et EL LT P L S R e 1987-cccceanae- a=e- -

Tasatave
Aabatondra 262 395 309 172 113 113 187 204 16 24! 379 300
Average PN 338 j1} 289 180 168 39 29 36 190 WY M2
Nat'! Average 3 332 47 o2 a7 197 2 248 A RIS RS 0y SR AL

EE L LD L L L e Py cevane csea feecveae - —ewe

H '0* indicates no purchases, or data not available,
t8  As Jata aopear 1n 0SA report, but not correct.
188 Source: NMFARA/SMTIS.
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Samangoky
Sicex
Sinpak
Soama
Sogedis
Somacodisk
Somalacxx
Sorifemaxx

Total State Ent.

Private collectorsx

TOTAL

Division de Securite Alimentaire, MPARA.

Source:

Paddy Collection in Madagascar
({by season)

(9]
7 <00
77 .484

. 0

107,128

5,920
21,504
1,729
0
4,001
8.471
V)

(%)
9,391
64,798
0

112,014
42,989

185,003

- -

X Including Lac Alaotra Region.
XX Exclusively Lac Alaotra Region.

NB: SOMALAC,

therefore usad SOMALAC figure.
NE: Reporting by private traders i1ncomplete and understated.

198%/86 1984/87
tons

1,112 6,378

4,936 8,289

1,418 44%

l':) 2-

2,868 359

8,819 15,488

0 300

Q >33

5.784 12,778

&3 ,000 29,009

Q 698

89,7974 74,833

20,090 38,9793

110,024 117,808

1787/88 - DSA figure of 48,%55 not correct,

10,061
4,712
1,119

410
1,533
47,530
201

29

19,112

19,962
4,370

109,039
33,971

139,010

ANNE X
Table

(W]

3

)
22,107
320

0
15,3722

19,589
Q

48,3581
19,228

87 .609
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Faddy Collection
(1988/89)

Corox
FiLfabe
Foso
Famanqgok v
Simnpa
Si1rama
Somacodas
Somalac

Total Soc. Etat

Frivate

19,589
68,7281
19,22

0

87.609

0
16,568
(9]
11,914
17,589

93,980

4,128

88.7%
QO.0%
QOL.0%
D.0%

7L.7%
QL,0%

77 7%

100, 0%

78.9%

21.5%

66.35%

SLAC as % Soc. Etat
SLAC as % Total

Rdjusted for Under-reporting of Frivate Trade

(4 :: reported)
Frivate
TOTAL

Somalac

75,912

135,293

12,5
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Installed Capacity
Rated Capacity

Actual Performance
1985/86
1986/87
1987/88
1988/89»

Hours Worked
1985/86
1986/87
1987/88
1988/89*

Equiv. 20-hr Days
1985/86
1986/87
1987/88
1988/89+

SOMALAC
Summary of Mill Capacities
Ambongalava
Schule Levis
3.0 3.0
2.5 2.5
5.6
4.0 2.3
2.2 2.2
2.4 2.0
2330.1
701.4 485.3
1456.9 868.3
1381.4 865.0
ave. 58.3
35.1 24.3
72.8 43.4
69.1 43.3

Amparafarzvola
Schule Huckauf
(tons/hour)
3.0 3.0
1.4 1.9
3.0
n/a n/a
1.6 2.3
1.8 2.2
2499.0
n/a n/a
1048.4 1466.6
77%.7 1168.4
ave. 62.5
n/a n/a
S2.4 73.3
Jg.8 58.4

Total installed capacity: 18.0 tons per hour

Total rated capacity: 13.3 tons per hour

* Through October, 19ss.

Table 1

Makambahin
Huckauf

"
oo

Wwan
[ ] . - L]
LB NV RN |

2212.3
345.0
2466.0 .
697.7

110.6
17.3
123.3
34.9















SOMALAC

Summary of Milling Yields

(As ¥ 0f Paddy in Specified Grade Rice)

1985/86
l. RUO (Ordinary Rice) -

Ambongalava - Schule
(ave. 71.43)

- Levis
- Yanmar -

Anmparafaravola - Schule

(ave. 70.79)
= Huckauf

Manakambahiny - Huckauf 70.95

2. RT (Table Rice)

Anmbongalava - Schule e
Anparafaravola - Schule -
= Huckaut -

1986/87

71.53
70.74

68.67

1987/88

68.26

68.32

68.84
68.16

68.238

32.24

37.24

RUO is poorly milled, with high bran content, some

particles, and up to 50% broken.

RT has only traces of bran and brokans of about 10%

ANNEX )
Table 3
Page 1

1988/89

69.01
68.47
69.38
68.82
69.23

68.06

33.70
33.24

34.43

dust and small grain
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SOMALAC
Yield on Milling Orerations 1986/87
Tns. Paddy Tns. Yield Tns Yield ET/a & Yield
Ambongalava - Schule EE—
RL 55.7 22.9 14.2 66.61%
RT 519.3 288.9 6l1.5 67.49%
RUO 1144.2 818.5 0 71.53%
Sub-Total 1719.2 1130.3 75.8 70.15%
Ambongalava - Lewis
RUO 1097.7 776.5 0 70.74%
Manakambahiny - Huckauf
R0 1502.2 1031.6 0 68.67%
Total 4319.1 2938.4 75.8 69.79%
Of which - RL 55.7 22.9 14.2 66.61%
= RT 519.3 288.9 61.6 67.49%
= RUO 3744.1 2626.6 0 70.15%

/a See 88/89,
/b See 88/89.



SOMALAC

Yield on Milling Operations 1987/88

Ins. Paddv Ins, Yield Tns Yield ET/a
Ambongalava-Schule
RL 659.8 75.1 321.6
RT 335.3 108.1 10s.8
RUO 2137.6 1459.1 0.0
Sub-total 3132.7 1642.3 427 .4
Ambongalava-Lewvis .
RUO 1927.5% 1316.8 0.0
Amparafaravola-Schule
RT 660.3 245.9 163.6
RUO 1053.0 724.9 0.0
Sub-Total 1713.3 970.8 163.6
Amparafaravola-Huckauff
RUO 3396.0 2314.8 0.0
Manakambahiny-Huckauff
RUO 9124.3 6239.6 0.0
Total 19293.8 12484.3 591.0
Of which - RUO 17638.4 12055.2 0.0
= RT 995.6 354.0 269.4
= RL 659.8 75.1 321.6

/a See 88/89.
/b See 88/89.

ANNEX 3

Table J

Page

% Yield /b

60.12%
63.79%
68.26%
66.07%

68.32%

62.02%
68.84%
66.21%

68.16%

68.238%
67.77%
68.35%

62.62%
60.12%
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SOMALAC
Yield on Milling Operations 1988/89

Ins. Paddy 1Tpns. Yield Tns Yield ET/a _% Yield /b

Ambongalave-Schule
RT 911.4 307.2 275.4 63.92%
RUO 3746.0 2585.1 0 69.01%
Sub-Total 4657.4 2892.3 275.4 68.01%
Ambangalava-Lawis
RUO 2476.8 1696.3 0 68.49%
Ambongalava-Yanmar
RUO 26.4 18.3 0
Ambanga-Total 7160.6 4606.9 275.4 68.18%
Amparafaravola-Schule
RT 695.9 247.3 191.5 62.69%
RUO 1177.3 810.3 0 68.83%
Sub-Total 1877.2 1057.6 191.5 56.34%
Amparafaravola-Huckauf
RT 94.5 39.0 20.8 63.28%
RUO 3803.5 2633.3 0 69.23%
Sub-Total 3898.0 2672.3 20.8 68.56%
Anmpara-Total 5775.2 3729.9 212.3 68.26%
Manakambahiny-Huckauf
RUO 5257.3 3s78.1 0 68.06%
Total 18193.1 11914.9 65.49%
Of which - RUO 16487.3 11321.4 0 68.67%
- RT - 1705.8 593.5 487.7 63.38%

/a8 Broken, screened after milling higher gradas.
/b Yield for RT includes ET. Actual RT yield in 1988/89 was 34.8%.
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Table &
Mills Coarating in the Lac Alaotra Region
Storage Capacity

apacity
(Install) (Ratad)
A4+ 4 e Lo Bddy Rice Bvorod

SQMALAC
Manajkambahiry 20,000 700 100
- Huckauf (1953) 6.0 5.0 15,000
Ambongalava 16,000 300 150
- Schule (1972) 3.0 2.5 7,500
- Lewis (1951) 3.0 2.5 7,500
Amparafaravola 7,000 200 100
- Schule (1956) 3.0 1.4 4,200
- Huckauf (1963) 3.5 1.9 5,700
Total SOMALAC 39,900 43,000 1,200 350
QOROL 40,000 500 -
- Sctule (1951) 5.0 4.5 13,500
- Schule (1970) 2.0 1.6 4,800
- Schule (1970) 2.0 1.6 (check)
ROSO 6,000 600 300
- Huckauf (1968) 3.5 2.0 6,000
SORIFEMA 10,000 4,000 1,000
- Sclhule (1959) 3.0 1.9 5,700
- Lafan (1950) 1.0 0.3 900
SINPA 16,000 700 250
- Schule (1973) 5.0 3.0 9,000
- Sclhule (1954) 2.5 2.3 6,900
7,000 600 400
- Koarbar (1960) 3.0 2.6 7,800
Ravenj iarivelo 3,000 500 200
- Teisset (1965) :.0 1.2 3,600
Rasoloarijac 7,700 1,000 550
- Schule (1930) 2.5 2.3 6,%0
- Schule (1969) 2.1 1.9 5,700
Total Other Mills 29,800 89,700 7,900 2,700
Ictal. Region ~110,700 132,700 9,100 3,050

Source: EIC, except rated capacity per year.
* Rated capacity per year is based on cparating 73% of standard season
at ratad hourly capecity.



1983/84
SOMALAC
Other Mills

1984/85
SOMALAC
Other Mills

1985/86
SOMALAC
Other Mills

1986/87
SOMALAC
Other Mills

Comparison of EIC and

Other Mills
Paddy Milled

26.7

35.1

36.9
24

35.8
26.7

Prod'n RUO

17.6
23.3

25.8
16.1

25.5
18.4

Source: EIC, May, 1987

Table 5

Yield
65.9%
66.4%

69.9%
67.1%

71.2%
68.9%

69.1%
n/a
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FRIORITY INVESTMENTS TO IMPROVE RICE MILL PERFORMANCE

NETTOYEURS SEFARATEURS DE CAFACITE 8.T/H. AVEC ASFIRATION VENTILATEURS
CvCLONES, ECLUSES.

CECORTIQUEURS A ROULEAUX CAQUTCHGUC DE 19 FOUCES AVEC SEFAF-TELRI A
ZIRCUIT FNEUMATIQUE.

TABLES DENSIMETRIQUES DE 45 CANAUX AVEC MOTEURS D ENTRAINEMENT.

SEFRARATEUR DE BALLES AVEC TAMIS MONTE A La FRARTIE SUFERIEUR,
CAFRCZITE T T H.

TRIEUR AL/ECLATRE Sind o 2 00,

COMFRE3ESEURS.

MOTELR ELECTRIQUE U ENMTRAINEMENT TARARE.

MOTELRS ELECTRIQUES D ENTRAIMEMEMNT SEFARATEUR CIRCUIT FMNEUMAT [GUE.

SEFARATEURS DE FOUSSIERE CENTRIFUGE.

MAMTERUx DE RECHANGE FOUR TRIEUR &GO X 2,400,

MOTEURS ELECTRIQUES D EMNTRAINEMENT CONE A BLANCHIR DE 1,000,

C/(LINDRES CALIBREULS TRIEURS FOUR CALIBRAGE CE SRwINS DE FALDY DE
DE CAFmCITE = TUMMNES FADDr HEURES.

FREMIS OE RECEFTILN METALLIGUES MOBILES.

SATRACTEURS DE TREMIS.

ELEVATEURS ( + MOV IFEDUCTEURS,

EMOTTEURS EFURATEURS AVEC SSFIFATION SUR CONDUITS.

FEMCROUEZ VRAC.

BT OSERIR .,

ZimFFENTES.

cGUIFEMENTS ELEZTRIT,ES,
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Rice Frices 1n Antananariveo (ordinary grade)
ketail
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Rice Frices in Toamasina (ordinarvy grade)
. Retail

1988 70 404 473 797 403 J46 548 33 <66 427 453 Q
1987 537 308 - 470 -89 o351 303 339 33 376 408 30 4440
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MADAGASCAR RICE EXPORT PROSPECTS

DELUXE RICE IN MADAGACAR

Until the early 1970's Madagascar produced important quantities of high
qual:ty deluxe rice, primarily for export markets. Extremely strict
standards were set that provided price incentives to encourage homgeneity
and var:etal purety of paddy marketed. Hirsch reports that price premia of
abour 102 during the 1960's were cut to 5-6IZ by the mid-1980's. (Standards
specified in decret No. 61.548 of 12 Oct. 1961 - reproduced in Hirsch, 1986
Annexe 3 Section D).

Lac Alaotra and Fifabe were the primary zones producing deluxe rice for
export during the 1960’s, but that the importance of deluxe rice has fallen
from more than 60 percent of production to less than 5 I of paddy marketed
in 1985. Traditional deluxe rice varieties are Ali-Combo, Vary-Lava and
Makalioka. SOMALAC reported that only 2.7 of the paddy collected by the
end of July, 1985 could meet the standards for °“deluxe” rice.

Price policy has played an important role in the shift in production, with
prices for locally milled rice set at the same level as for 100 broken
imports. Also, low cost rice mills are reported to produce a lower quality
rice than industrial mills, leading to reduced incentives for attention to
quality among the latter.

While Madagascar has not imposed levies or taxes on rice imports, there
have apparently been such levies on exports (check), as well as EC variable
levies on imports (IRRI, World Rice Statistics).

WORLD RICE SITUATION AND OUTLOOK

The 1987/88 rice marketing year has seen major price increases resulting
from a poor 1987 Asian monsoon that affected both the Thai crop and import
requirements in other Asian countries. Current USDA estimates are for
higher prices to encourage production increases during 1988, leading to a
near record world rice crop of nearly 320 omt on a milled basis, despite a
smaller crop in China. For 1988/89, this is expected to reduce prices,
increasing demand among rice importers, especially in light of higher wheat
prices. Current forecasts are for rice trade to rebound to 12.4 mmt, up 1.2
mmt from the current forecast for 1988. Demand will strengthen, but larger

supplies will contribute to an increasingly competitive international
market.

On a milled rice basis, world rice production and trade have about doubled
since 1960, if the 1987/88 crop year is ignored. 1987/88 rice production
fell 13.7 omt on a milled basis, leading to a 1.5 mmt reduction in forecast
exports. In other words, a 4.5 percent decrease in production is expected to
lead to a 11.8 percent decrease in exports, according to USDA forecasts. The
reduction in exports was initially expected to be much larger, but exports
and consumption have been maintained by reducing stocks to their lowest
level since 1976/77.



Rice trade makes up a much smaller share of total world rice production
than does trade in wheat, the other primary foodgrain. Since 1960, the
share of rice production traded has ranged between 3.2 percent and 4.9
percent, with 1987/88 exports expected to account for only 3.4 percent of
productica on a milled basis, down from about 4 percent in .386/87. In
contrast, on average about 20 percent of world wheat production is traded.
Rice market volatility is in part a function of the geographic

concentration of a large portion of the production and its sensitivity to
the Asian monsoon.

For Madagascar, the world rice market must be examined from several
perspectives. As a producer and importer of long grain rice, the general
evolution of the world market in commodity rice is of interest. Imports have
been largely of the 100 percent broken variety, but local production quality
is such that Grade B Thai market is also of interest. As a potential
exporter, the specialty market for luxury grades are of interest, but the
market for standard long grain rice should also be evaluated along with data
on Malagache production costs under various farming systems.

An understanding of the world rice market must begin with an understanding
of rice itself. Most traded rice can be categorized as either Indica,
tropical, long grain varieties, or Japonica, temperate zone, shorter
irained varieties. In the United States, rice is categorized as long,
medium or short grain on the basis of average legth and the ratio of average
length to width. Long grain rice typically cooks so that grains remain
separated, while shorter grain varieties tend to stick together.

in addition, there are several cther types of rice: Javomica, or bulu, rice
varieties are produced in some parts of Indonesia and the Philippines;
Glutenous rice, which forms a gelatin-like mass when cooked is a staple in
northeast Thailand and Lzos, and produced in small quantities throughout
Asia; and Arcmatic varieties of scented rice, such as Basmati, are produced
primarily in Pakistan ond India, with small production in Thailand
(Rastegari).

The market for aromatic rices has been primarily the higher income countries
of the Middle East, Hong Kong and Singapore. However, as with other
specialty products, the development of a market is very different from the
development of exports of a general commodity, such as long grain rice. Even
the market for long grain rice is considerably less standardized than
markets for other cereal grains. Thus, in considering options for the
development of a strategy for Madagascar in the world rice market, options
that include both commodity and specialty trade should be evaluated.

EXPORTERS AND IMPURTERS

World rice exports are dominated by a relatively limited number of
exporters. Thailand, The U.S. Pakistan, China and the European Community of
12 (EC-12) accounted for 79 percent of total rice exports in 1987. (see
table) On the importing side, the EC-12 and Iran were the only importers of
more than 1 million mt in 1987. The EC has been the single large and
consistent importer over time, but its imports are trending slowly downward.
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Recent pol:cy decisions that will encourage long grain rice oroduction can
be exrected to accelerate this trend. A variety of Asian, Middle Easctern and
African nations are also important rice importers, with the types of rice
imported a function of both tastes and ability to pay or receive
concessional terms. (see tables on importers and U.S. concessional

programs, and major traders by type of rice).

In “he market for specialty rice, there has been significant improvement in
the qualicy of rice available to Madagascar’s old export clients in Europe.
In addicion, recent changes in the European Communities Common Agricultural
Policy increase incentives to produce more high quality long grain rice.

At the same time evolution of the food distribution system in Europe will

have an :mpact on the way that Madagascar might go about redeveloping a
market for specialty rice.

Much of the world's rice is state traded. Nonetheless, a large number of
brokerage houses in the U.S. Europe, Hong Kong and Singapore are also
involved. Siamwalla and Haykin report that margins of 5 -10 percent are
not unusual in the rice trade, although they would be unthinkable in trade
in other grains. For specialty trade, higher margins can be expected.

While £.2.b. Bankok Board of Trade prices have traditionally been reported
in discussions of rice trade, they have not had the same significance as
central market prices for more standardized commodities do. For instance,
the Chicago Board of Trade futures for corn, wheat and soybeans. This is in
part due to the fact that rice grades are less standardized than other
cereals grades, putting new exporters or sporadic exporters at a
<.sadvantage when the trade offers a severe price discount to offset quality
uncertainty. On the other hand, exporters with a reputation for high quality
are abie to command import premia for their rice on world markets. For
example, high quality long grain exports from the U.S. have commanded a

premium on the European market of $30 per ton to as much as $200 per ton
over :ne last several years.

Madagascar was a net rice exporter until 1970, with exports of 69,000 mt in
1967 and began relatively important imports in 1972. While a small level of

exports continued through the 1970's, imports grew rapidly, reaching a peak
of 366,000 mt in 1982.

Some observers have indicated that reducing domestic assembly and
transformation costs are the key to developing Malagache rice exports.
Cross country comparisons of margins and prices are complicated by the
importance of government intervention in the agriculture of many important
rice traders. Nonetheless, some comparisons can be useful. Rassas,
Rabenarivo and Meserve report that the farmer's share of retail prices in
Madagascar on a milled equivalent basis have fluctuated between 40 percent
in 1984 and 65 percent in 1988. While not strictly comparable, data for long
grain rice in the U.S. indicated that the farm share of the fob mill price,
bagged ranged from 50 - 75 percent during 1984-86. As the Madagascar data
are based on observations slightly further along the marketing channel, a
smaller share would be expected. Observations of the farmer share of the
export price in Thailand over 1970-82 show that farmers gained a gradually
increasing share of the final price (see figure). During this period,



Thailand is reported to have made major progress in marketing system
improvements. The data imply that some of the benefits reached the farmers.

CONCLUSIONS

Whether Madagascar can compete ir world markets for standard grades of long
grain ric2 over the medium to longer term will be a functiua of quality and
price. This brief overview does not permit a detailed analysis of the costs
and potential of efficiency gains to make Madagascar competitive. Several
conclusions can be drawn, however:

o Production and competition in world rice markets have increased
markedly since Madagascar was a rice exporter. It will not be possible to
simply pick up where exports started to disappear. Costs and qualicy, as
well as ability to assure supplies will be critical regardless of whether
the standard commodity or specialty market is pursued.

0 If the European market is to be targeted, recent policy developments to
encourage long grain rice production, as well as developments in Thailan and
the United States must be considered. Detailed production, processing and
transportation cost data will be required for further analysis of
competifiveness.

o For rice as a commodity, markets that are closer to Madagascar than
Europe should be explored.

o For specialty rice, developments in European food distribution systems
over the last decade will have important implications for the way that
specialty rice could be sold. For example, the French food distribution
system has seen important concentration in ownership, and the developments
of chains capable of purch3sing large quantities, but requiring assured
supplies and atention to packaging, and quality, as well as price.
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Madagascar Rice
- Production, Imports and Exports
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Madagascar Rice
Imports and Exports
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Thai Rice Prices
Farm, Wholesale, Retail and Export
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Commercial Rice Export/ Import Prices
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Thai Rice Prices
Ratio of Export to Farm Price
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Initial stock

less depreciation
Purchases
Personnel
Duties & taxes
External services
Transport
Other Gen. & Admin.
Finance charges
Depreciation
Bad debt provision
SOMALAC fee

Total
Ending stock
less depreciation
Sales
Othar sales & services
Interest & dividends
Total

NET BENEFIT

EIC

Operating Statements

1983 - 1988
(FMG million)

1983 1984 1985 1986+* 1987 1988 1989%*»
3000.1 4972.7 1720.1 1720.1 556.6 3876.1 754.8
-83.7 0.0 0.0 0.0 0.0 0.0 0
5294.0 5461.6 7011.1 7057.7 6567.8 2758.7 3304.6
156.8 248.8 260.6 355.0 343.6 474.0 356.8
0.0 0.8 1.0 1.6 40.8 1.5 29.8
284.0 684.7 574.4 776.0 418.0 211.3 431.5
341.6 1158.5 513.¢9 536.7 72.1 234.4 0
14.6 17.3 22.4 27.3 47.2 38.9 n/a
928.6 1006.8 464.3 494 .6 829.5 1138.7 n/a
16.4 31.0 40.4 96.1 236.8 249 .4 n/a
78.6 5.0 123.9 302.3 0.0 109.4 n/a
154.3 95.8 0.0 228.2 0.0 n/a n/a
10185.3 13683.0 10732.1 11595.6 9112.4 9092.4 4877.5
5095.7 1720.1 2205.8 556.6 3876.1 754.8 312.7
-123.0 0.0 0.0 0.0 0.0 0.0 0
5057.1 11660.1 9255.7 11430.8 1627.2 9409.6 4610.6
10.1 518.5 28.1 59.5 32.4 6.9 5.5
2.0 15.0 3.1 5.4 6.0 10.0 0.1
10041.9 13913.7 11492.7 12052.3 5541.7 10181.3 4928.9
-143.4 230.7 760.6 456.7 -3570.7 1088.9 51.4

Scurce: 1983-85 taken from Table 18, RIP mid-term report

of MPARA, Direction de la Gestion et du Personnel;

1986 -88 taken from EIC report, May,
* 1985 plus Jan. - Apr.
% 11/30/88 plus projections to 4/30/89

1988
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eIl Table 2
INCOME STATEMENTS
1984/83 1983/66 1984/07 1907/88
---------- (FM6 Nillion)=e= -==c--
Cost of sales:
Purchases 1,001.1  7,087.7 5,%7.8 2,7%.7
Beq. invent, 1,720.1  1,720.1 3%6.6 3,878,
End 1nvent, (2,205.8)  (956.8) (3,076.1) (7%4.8)
§,523.4 8,221.2 3,248.3 9,880.0
6ross Profit 2,730, 3,209.6 (1,621.1) 3,929.6
Operating Expenses:
Personnel 0.8 399.0 43,6 474.0
Ext. services ST4.4 174.0 416.0 211.3
Transport 13.9 536.7 1.1 2344
Depreciation 40.4 9%.! 236,48 249.4
Bad dedt provision 123.9 302.3 0.0 109.4
Subtotal 1,33.2 2,068, 1,070, 1,278.9
Inc/{less) trom coer. LTl 1, 143.8 (2,691.6) 2,281.8
Int. & div. incose 3.1 5.4 6.0 10.0
Other revenues & grains 8.1 9.9 2. 6.9
Subtotal 1,208.7  1,208.4 (2,653.2) 2,248.0
Other Expenses:
futies and taxes 1.0 1.6 0.8 {9
Other GéA 2.4 2.3 4,2 18.9
Finance charges 464,3 194.6 829.3 1.138.7
Sosalac fee 0.0 228.2 0.0 0.9
Subtotal 497.7 751.7 7.3 1,4N9.1
MET [NCOME/(LOSS) 780.6 956.7 (3,570.7) 1,088.9




4/30/86 4/30/87 4/30/88
ASSETS
Establishment 6.0 0.0 0.0
Fixed (Subsidized)
Buildings 0.0 0.0 0.0
Equip/Materials 35.0 101.7 96.1
Transport Equip 12.4 31.5 16.9
Office EBquip. 0.0 0.0 0.0
Other 0.0 0.0 0.0
Sub-Total 47.4 133.2 113.0
Fixed (Own Punds)
Land 11.8 11.8 11.8
Buildings 10.1 19.2 17.5
Equip/Naterials 70.1 117.0 130.1
Transport Eguip 60.7 560.4 397.4
Ooffice Equip. 7.6 5.7 Y
Housing/Purn 0.9 4.5 3.3
Other 0.0 0.0 0.0
Const. in Prog. 0.0 0.6 0.9
Sub-Total 161.2 719.2 564.9
Total Fixed Assets 208.6 852.4 677.9
Current Assets
Paddy 53.6 2592.2 0.0
Products 0.2 644.4 60.4
Pack. Mat'ls 296.2 311.5 184.7
Spares 194.8 292.1 334.2
Fuel 11.7 17.6 25.3
Other Supplies 0.0 18.3 5.3
Sub-Total 556.5 3876.1 609.9
Accounts Rec.
-Suppliers 28.5 19.2 35.2
-Clients (reg) 152.7 185.3 324.4
- @ (Doubtful) 271.6 278.3 392.4
-Provisions -267.5 -274.9 -392.4
=-SLAC Pers'l 1.9 5.3 13.8
-Other (req) 64.8 211.8 282.2
- ® (Doubtful) 229.0 229.6 330.0
-Other Prov'ns -229.0 ~229.6 -316.8
Sub-Total 252.0 425.0 668.8
Cash & Bank 1139.8 79.2 1051.8
Total Current 1948.3 4380.3 2330.5
TOTAL ASSETS 2156.9 5232.7 3008.4

1985 - 1988
(FWG Million)

4/30/86 4/30/87 4/30/88
CEQUITY
Shares 0.0 0.0 0.0
Grants 1050.7 1111.7 1117.9
Retained Earnings 94.7 1902.7 -1612.7
Total capital 1145.4 3014.4 -494.8
SUBVENTIONS
Stock 179.7 297.7 297.7
Fixed Assets 25.9 73.2 82.6
Written Off -99.9 -181.3 -222.5
Net Subsgidies 105.7 189.6 157.8
LONGTERM LIABILITIES 0.0 0.0 2000.0
OWED TO SLAC/DIV'NS -1248.8 -1461.3 -1802.6
SHORTTERM LIABILITIES
Suppliers 62.2 57.5 40.4
Customers 33.4 3.0 0.0
SLAC Personnel 1.3 1.4 0.0
Government 330.9 318.2 244.9
Social Security 0.0 0.2 0.7
Other 102.6 750.9 458.8
BT™ 6.5 5954.4 1000.0
Other Banks 0.0 61.1 498.0
Transfers 0.3 0.0 1.6
Total Short-Term 537.2 7146.7 2244.4
CURRENT OP'G RESULTS 1579.8 -3656.7 905.4
TOTAL CAPITAL & LIAB 2483.1 12289.2 245.0
Discrepancies
TOTAL CAPITAL & LIAB 2119.3 5232.7 3009.9
TOTAL ASSETS 21%56.9 5232.7 3008.4
Discrepancy -37.6 0.0 1.5
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Table 4
€EIC - Schedule of Gross Fited Assets s
19893 1986 1987 1968
---------- (FMG Millign)=<== <—==ce=
Subventionnes"”
Mat. Transp. 23.9 73.2 2.0
Total 0.0 73.2 181.9% 196.5
Increase 108.3 15.0
Fonds Propres" 0.0 336.8 1,294.1 1,367.6
Increase 0.0 0.0 737 .3 73.9
EIC - Schedule of Acc. Dep’'t. &% Dep’'n. Exp.
1989 19846 1987 1968
---------- (FMG Million)-== —===--
Subventionnes"
Acc. Dep. Mat. and Outil. 0.0 8.6 6.6 18.4
Acc. Dep. Mat. Transp. 0.0 135.3 41.7 63.1
Total 0.0 22.1 48.3 83.9
D.p. E)(p- ‘)c() 0.0 :6-2 :5.2
Fonds FPropres"”
Total Acc. Dept. 0.0 37%.8 388.2 803Z.3
Dep. Eup. 0.0 0.0 212.4 219.3
Total Dep. Exp. 0.0 0.0 238.46 290.3
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Table 3

3
EIC - Subvention d 'Equipement - Stock

1988 1786 1987 1988

---------- (FMG Million)--= -—==ew=
Beginning balance 0.0 179.7 92.8 159.1
Increase ' Q.0 Q.0 204.9 178.6
Decrease 0.0 86.9 138.6 156.4
Closing balance . 0.0 2.8 159.1 141.7

EIC - Subvengion d'Equipement - Immobilizations

19898 1986 1987 1988

---------- (FMG Million)=== =——===-
Beginning balance Q.0 25. 12.4 J0.6
Increase 0,0 Q0.0 60.8 91.4
Decrease 0.0 17.95 42.46 6.1
Closing balance Q.0 12.4 0.6 1%.9
Total Closing (stock & immoeb.) 0.0 109.2 189.7 157.2

1983 st;tnmcnts not available.

1/ Calculated based on the ending balance indicated
in the balance sheet.
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Table 6
* gIC - Fonds de Dotation  ;
19893 1986 1987 1988
---------- (FMG Million)=-= ——-—==-
Beginning balance 0.0 1,080.7 1,080.7 1,111.7
Increase 0.0 0.0 61.0 6.2 (1)
Decrease 0.0 0.0 0.0 0.0 (1)
Closing balance 0.0 1,09%0.7 1.111.7 1,117.9
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1983 statements not available.

1/ Calculated based on the ending balance indicated
in the balance sheet.



