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Tatbtle I.

Area, population, and

GDP per capita

Area

Resident population (1981)
Population growth rate (1981)
GDP per capita (1981)

GDP (in current prices)

Total (in billions of
Malagasy francs)

Primary sector
Secondary sector
Tertiary sector

Consumption

Investment

Resource balance

Gross domestic <avings

Change 1n GDP

At current market prices
At 1970 prices

Prices

Implicit GDP deflator
Consumer prices (low—inczue
index for Antananarivo)
Export prices
Import prices
Terms of trade

Public sector finance

Revenue
Expenditure and net lending
0f which:

Overall surplus/deficit (-)

current expenditure

Madagascar: Basic Data, 1978-82
587,041 sq. km
9.0 million
2.8 per cent
SDR 27:
1978 1979 1980 1981 1982
Est. Proj.
486.6 595.1 689.8 784.C 1,070.0
(In per cent of GDP)
38.6 35.7 36.1 36.3 36.1
19.2 19.2 18.0 14.9 15.1
42.2 45.1 45.9 48.8 48.8
92.2 94.7 96.6 96.9 96.0
l4.1 22.1 20.7 14.9 14,5
—6-3 _16-8 -17-3 -11o8 _10-5
7I8 5.3 3'4 3.1 4.0
(Annual change in per cent)
4.0 22.3 15.9 13.7 36.5
—2-6 9-8 0-8 —9-2 009
6.8 11.4 15.1 25.2 35,2
6.6 14,0 18.2 30.5 51.0
_1403 8-3 30.8 -1600 ll .O
12.1 9.5 14.8 7.5 4,8
-23-0 _1'8 11‘.3 -21-9 6.0
(In billions of Malagasy francs)

99.0 110.0 116.0 119.5 157.5
-1206.7 -189.9 -242.8 -234.8 -257.8
(-106.0) (-118.5) (-135.1) (-143.7) (-158.0)
-27.7 -79.9 ~126.8 -115.3 ~-100.3



Table I. Madagascar:

Foreign financing (net)
Domestic financing (net)
Of which* ©banking system

Revenue

Current expenditure

Capital expenditure aud net lending
Overall surplus/deficit (=)

Money and credit

Net foreign assets

Net domestic credit
Government
Private sector

Broad money
Income velocity (GDP/Broad money)

Net domestic credit
Of which. private sector
Broad money

Balance of payments

Exports, f.o.b.
O0f which coffee
Imperts, f.c.b.
Trade balance
Services (net)
Private ftransfers (net)
Current account
Official transfers
Nonmonetary capital (net)
Public
Private
Monetary capital
Errors and omissions
Allocation of SDRs

Overall surplus/deficit (=)

Basic Data, 19

78-82 (continued)

1978 1979 1980 1981 1982
Est. ProlJ.

8.2 35.3 47.9 55.6 60.4
19.5 44.6 78.9 59.7 39.9
(18.2) (41.9) (78.2) (57.8) (35.0)

(In per cent of GDP)

20.3 18.5 16.8 15.2 14.7
21.8 19.9 24.8 18.3 14.8
4.3 12.0 10.3 11.6 9.3
_5-7 -13.4 _18-4 -14-7 -9.4

(In billions of

Malagasy francs; end of period)

7.8 -40.8 -94.4 ~-125.8 -133.2
149.5 220.0 326.1 398.8 478.8
48.5 99.1 175.8 235.0 270.0
101.0 120.9 150.3 163.8 208.8
140.8 172.9 205.8 243.6 307.4
3.46 3.44 3.35 3.22 3.48
(Annual change in per cent)
22.1 46.5 48.2 22.2 20.1
5.3 19.5 24.3 9.0 27.5
17.9 26.2 19.0 18.4 26.2
(In millions of SDRs)

323.5 320.2 335.6 285.5 314.3
(129.6) (138.6) (164.0) (99.3) (112.1)
-308,7 -542.5 -620.3 -455,7 -519.3

14.8 -222.3 -284.7 -170.2 -205.0
-112.2 -157.2 -179.6 -171.1 -182.1
6.4 5.5 0.7 7.2 9.4
-91.0 =374.0 -463.6 ~334.1 -377.7
41.8 48.8 48.0 50.0 56.1
51.9 189.5 224.,6 203.5 180.4
28.9 128.4 174.8 190.4 166.4
23.0 61.1 49.8 13.1 14.0
21.6 20.0 5.1 -18.1 ~-
-24.,9 -46.8 -0.8 20.7 -—
-- 3.5 3.5 3.5 -
-0.6 -159.0 -183.2 -74.5 -141.2




Table 1. Madagascar: Basic Data, 1978-82 (concluded)

1978 1979 1980 1981 1982
Ests Proj.

(In per cent of GDP)

Exports. foOob' 18-8 1408 1301‘ 11-7 11.2
Imports, f.o.b. 17.9 25.1 24.7 18.6 18.4
Current account balance -5.3 -17.3 -18.5 -13.6 ~13.4
Gross official foreign reserves (In millions of SDRs; end of period)
Central Bank 44.5 1.0 15.7 27.5 27.5
Public and publicly guaranteed

external debt (In millions of SDRs)
Disbursed and outstanding

(end of period) 1/ 31546 511.4 928.7 1,215.2 1,459.9

In per cent of GDP 17.7 22.6 35.6 53.3 51.8
Repayments of principal 2/ 10.0 16.5 25.2 55.9 130.0
Interest payments 2/ 10.6 19.3 29.8 48.4 62.3
Debt service ratio 2/ 5.8 9.9 4.5 32.8 55.1
Exchange rates (Malagasy francs per SDR)
End of period 272.3 264.8 288.0 334.5 .o
Period average 282.5 274.8 275.0 320.2 380.0

1/ Including obligations to Fund.
2/ On the basis of existing rescheduling agreements.



I. Production

1. The structure of the economy and overall trends

In normal years agriculture provides some 36 per cent of Madagascar's
gross domestic product (GDP), as compared with some 45 per cent for the
services sector and 19 per cent for industry (Table 1). The services
sector has become moire important during the last decade, partly as a
result of growth in public sector services. However, agriculture still
accounts for over tnree quarters of all exports and provides employment
for around 85 per cent of the economically active population. Through
1978 gross 1nvestment generally accounted for around 13 per cent of
GDP, but a major expansion of capital expenditures by the Central Govern-
ment and state enterprises raised its share to over 20 per cent in 1979
and 1980. The share of consumption 1r GDP also rose, so that the savings
rate declined and the resource gap widenea to around 17 per cent of GDP
in these two years. The share of investment declined sharply in 1981,
to around 15 per cent of GDP.

Despite a relatively advantageous, diversified resource endowment,
Madagascar's economic growth has been slow and erratic. Real GDP has
increased at a slower rate than population growth, which is estimated at
2.8 per cent per annum. By 1980 real per capita GDP was some 15 per cent
below that of 1970 and has now declined even further. Real GDP grew by
9.8 per cent 1n 1979 as a result of expansionary demand management poli-
cles and a recovery in agricultural production, due to lmproved weather
conditions (Appendix Table I). However, the more rapid growth was not
sustained in 1980. Agricultural production continued to grow modestly
but was offset by a decline in industrial production largely due to an
emerging shortage of imported inputs, so that total real output virtually
stagnated. Real GDP fell dramatically in 1981, by an estimated 9.2 per
cent. The sharnest declines in output were experienced in indu try (23.6
per cent) and nonpublic services (8.9 per cent), which were most affectea
by the severe foreign exchange constraint. Agricultural output also de-
clined slightly, primarily as a result of drought conditions in several
of the principal rice-producing areas.

2. Agriculture

Madagascar has a wide variety of climatic zones and a diversity of
soi1l types. The central plateau, the most economically advanced region,
has a subtropical to temperate climate, the northern and eastern regions
have a tropical climate and a rich agriculture, butL are frequently deva-
stated by cyclones, while the south is the poorest regicn, with an arid
climate and infertile soils. The country's agricultural production re-
flects this diversity of climates. Rice and manioc are the staple foods,
whose cultivation (together with cattle raising) dominates the country's
rural activities. The most important cash crops are coffee, cloves,

vanlilla, sugarcane, and cotton.



Table 1. Madagascar. Gross Domestic Product
and Use of Resources, 1978-82

(In billions of Malagasy francs at current prices)

1978 1979 1980 1381 1982

Est. Proj.
Agriculture 188 213 249 276 375
Industry 94 115 124 113 158
Services 181 235 282 371 507
Of which: public sector (60) (73) (84) (90) (102)
Import taxes 24 32 35 24 30
5ross domestic product 487 595 690 784 1,070

Rate of incre :se
(in per cent) 4.0 22.2 16.0 13.6 36.5

Net imports of goods and

nonfactor services 1/ 23 98 119 91 119
Total resources 510 693 809 875 1,189

Rate of increase
(in per cent) 7.1 35.9 16.7 8.2 35.9
Private consumption 360 458 548 637 902
Public consumption 82 103 118 121 133
Gross investment 68 132 143 117 154

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

1l/ Adjusted in the light of available data from the balance of payments.



a. Paddy

Paddy is estimated to account for over one quarter of total agri-
cultural production. Total output has virtually stagnated in recent
years, while at the same time there has been a steady decline in the share
of the crop marketed through official channels (Table 2). The area under
cultivation has remained virtually unchanged since 1977. Average yields
had fallen in 1978 due to low rainfall and thereafter improved in 1979
and 1980. However, yields fell again in 1981 due to a recurrence of
drought conditions, particularly in the major rice surplus regions, so
that marketed output fell much more heavily than total production. Heavy
rainfall and severe flooding during the {irst two months of 1982 have
seriously damaged the current rice crop.

Table 2. Madagascar: Production ard Marketing of Paddy, 1977-81

1977 1978 1979 1980 1981 1/
Area under cultivation

(thousands of hectares) 1,175 1,133 1,163 1,199 1,163
Production 2/

(thousands of tons) 2,067 1,922 2,139 2,110 1,999
Yield (tons/hectare) 1.76 1.70 1.84 1.81 1.72
Marketing

{thousands of tons) 262 218 240 236 131
Percentage of production

marketed 12.7 11.3 11.2 11.0 6.6

Scurce: Data provided by the Malagasy authorities.

1/ Provisional.

2/ 1 ton of paddy is equivalent to approximately 0.67 tons of rice.
Madagascar was a small net exporter of rice up to 1972, but it now
imports around 200,000 tons per annum 1n years of normal crops, equiva-
lent to around 15 per cent of total consumption. A large part of the
marketed surplus of locally produced rice comes from two specific

areas, serviced by major rural development agenciles (sociétés
d'aménagement), which normally account for around two thirds of




officially marketed production. These two rural development agencies
(SOMALAC and FIFABE), as well as similar, smaller agencies elsewhere,
have enccuntered serious financial and management problems, which have
hampered their ability to provide adequate production services (e.g.,
maintenance ot irrigation canals, extension services, and provision of
agricultural inputs). The deterioration of irrigation networks has had
a major lmpact on rice production in virtually all regions.

The collection, storage, and marketing of domestic and imported rice
is the responsibility of a number of state enterprises, usually with each
one active in a specific geographic area. The rural develiopment agencies
perform this fuaction in certain areas. The largest marketing authority
i1s still the Soclét& d'Int&rdt National des Produits Agricoles (SINPA),
which had a monopoly until 1977. The marketing agencies purchase paddy
from the local government units, which are the only organizations with the
authority to purchase paddy from farmers. Official producer prices are
fixed for various grades of paddy, and are uniform throughout the country.
The producer price for ordinary—-grade paddy was gradually raised from
FMG 35 per kilo for the 1978/79 season to FMG 47 per kilo for the 1981/82
season (Appendix Table III). It has now been raised by a further 27.7 per
cent, to FMG 60 per kilo, for the 1982/83 seacon.

The official consumer price of ordinary rice has also been gradually
increased, from FMG 55 to FMG 64 per kilo in 1980, and to FMG 75 per kilo
in 1981. At these official prices both domestically produced and imported
rice required subsidies. Subsidies on domestic rice were paid through the
Fonds National Unique de Péré&quation (FNUP), which receives the surpluses
from the major export commodity stabilization funds. In 1981 the subsidy
was of Lhe order of FMG 25 per kilo for domestically produced rice and FMG
21 per kilo for imported rice. 1In addition, many of the marketing agencies
were sustaining losses on thelr rice operations. This was partly due to the
fact that there {8 cne official cost structure on which subsidy payments
are based for the whole country, whereas costs, especially transporta-
tion costs, vary substantially from reginn to region. In May 1982 the con-
sumer price for ordinary rice was raised by 86.7 per cent to FMG 140 per
kilo, which has eliminated the need tor subsidy payments.

b. Other food crops

Production of manioc, the second most important food crop, has grown
at an average annual rate of around 3 per cent in recent years, largely as
a result of increased acreage (Appendix Table II). The 1increased produc-
tion probably reflects some switch from rice consumption. Only around
1l per cent of the manioc crop is marketed. Maize, sweet potatoes, and
potatoes are also cultivated, although on a much smaller scale than rice
or manioc. The production and acreage of maize has increased moderately
in the last two years.



Ce Cash crops

The three principal export crops are coffee, cloves, and vanilla.
Total production of coffee has declined slightly, from the peak of over
81,000 tons reached in 1979 to 79,300 tons in 1981, as a result of a small
decline in ylelds (Appendix Table II). Most of Madagascar's coffee trees
will soon have reached the age when yields begin to decline, but the
government-initiated replanting program has fallen behind schedule. Over
the last few years only around 5,000 hectares per annum have been replanted
(out of a .otal of some 220,000 hectares). Replanting and other extension
services are provided by the Opération Café&-Poivre-Cacao-Girofle (OCPCG),
which also provides extension services for pepper, cocoa, and cloves pro-
ducers and is financed by transfers from the export crop stabilization
funds. The price paid to coffee producers has been increased by over one
third during the last two years, to FMG 250 per kilo for the 1981/82
season (Appendix Table III). A further small increase to FMG 2060 per
kilo has been introduced for 1982/83. The increase in producer prices
and the fall in export prices has caused the producers' share of the
final export price to rise sharply in the last two years, from around
31 per cent in 1979 to some 48 per cent in 198l1. The surplus of the
export price over payments to producers, normal export taxes, and trans-—
portation, packaging, and other costs is transferred to the FNUP. The
collection of coffee from the smallholder is done by private traders,
who are paid a fixed margin. Processing and export is the monopoly of
a group of state enterprises. The collection of output from the more
remote areas has been hampered by transportation difficulties, which
have increased in recent years because of inadequate maintenance of
the secondary road network in the coffee-producing areas.

Production of cloves, the second most impeortant export crop, 1Is sub-
ject to a three— to four-year cycle. The last low point of the cycle was
in 1978, when output fell to 4,200 tons before increasing almost three-
fold in 1980 (Appendix Table II). Output then declined slightly in 1981
to 11,100 tons. The next low point is expected in 1983. The area urder
cultivation has increased steadily in recent years, with an average annual
increase of over 2 per cent. Producer prices were raised from FMG 385 to
FMG 395 per kilo in 1980/81 and to FMG 430 per kilo in 1981/82, when the
producer price was equivalent to 19 per cent of the export price. A price
of FMG 435 per kilo has been adopted for the 1982/83 season.

Madagascar 1s the world's leading producer of natural vanilla. How-
ever, the market has been seriously affected by competition from synthetic
substitutes. Until 1979 output had declined steadily, largely as a result
of prolonged poor maintenance and inadequate price incentives. Producer
prices were Iincreased by over 60 per cent to FMG 500 per kilo in 1979/80
and were raised further to FMG 600 per kilo in 1980/81 and FMG 700 1in
1981/82. In 1981 the producer price was the equivalent of around 27 per
cent of the export price. Output has responded to the improved price
incentives, and the trend decline in production has been reversed. By



1981 output of green vanilla, at 3,100 tons, was over one third higher
than the depressed level of 1979, but was still only around two fifths of
the output levels achieved in the early 1970s.

Sugarcane 1is grown on four estates, which are controlled by the
Government. Construction of a new refinery, and development of the
related estates, has now begun. In additica, cane is grown on a large
numoer of smallholdings, largely for processing by traditional methods
into rough sugar or alcohol. Yields from the small plots, which account
for around half the total acreage, are very low. Total production has
stagnated over the last four years, despite an increase in the area
under cultivation by almost one quarter (Appendix Table II). Most of
the increase in area cultivated has been on smallholder plots. Yields
from estate production are generally around 60-80 tons per hectare, but
have declined Iin recent years because of inadequate maintenance of the
irrigation network as well as shortages of fertilizer a.d other inputs.
The increase in producer prices from FMG 4,568 per ton in 1978/79 to
FMG 6,361 per ton in 1981/82 does not seem to have had any noticeable
effect on total output. Production of refired sugar declined steadily
from 131,000 tons in 1977 to 107,000 tons in 1981. Exports fell from
26,000 tons to 10,000 tons over the same period.

Cotton 1s a cash crop sold only to domestic industries for further
processing. About two thirds of the crop 1s produced on estates and one
third by smallholders. Total output and the area under cultivation have
declined slightly in recent years. Yields fell sharply in 1980 as a result
of low rainfall in the southwest, the major producing region, and total
output fell to 23,000 tons. Output recovered to 30,000 tons in 1981, but
was still below the 35,000 tons obtained during the mid 19708, despite
a gradual increase 1in producer prices from around FMG 77 per kilo in
1978/79 to FMG 100 per kilo in 1981/82. Prices for the 1982/83 season
have been increased by an average of 26 per cent.

3. _iyestock and fishing

The livestock sector accounts for around one third of agricultural
production and is facilitated by a generally low incidence of animal
diseases. Cattle rearing is the principal activity. Estimates of the
size of the cattle herd vary considerably, but available information
indicates that the decline in the herd which occurred in the mid-1970s
has now been reversed. In 1981 the registered cattle herd amounted to
7.3 million (Appendix Table IV). However, registered slaughterings,
after increasing temporarily in 1978, resumed their trend of annual
declines. They fell particularly sharply in 1981, when the registered
of ftake rate was only 2.5 per cent. However, there 18 also considerable
unregistered on-farm slaughter for home consumption and sales in local
markets. The decline in registered slaughterings was linked to the
financial problems of the meat processing companies, caused primarily by
domestic pricing policies. There was no controlled producer price, but



consumer prices were regulatea, on a regional basis, so that the abattoirs
gsustained losses on each animal processed and were forced to reduce their
level of operations. The cont_ols on consumer prices have now been effec-
tively eliminated. However, the companies continued to sustain losses

on export operations, which were eventually covered by the Government.

In 1981 FMG 2.8 billion was transferred from the FNUP, to cover losses
during 1579 and 1980.

Madagascar's fresh water and sea fishing remain largely unexploited.
Traditional fishing i{s pursued by some 6,000 fishermen, while commercial
maritime fishing is carried on by four private companies, which provide
most of the supply for export. Despite attractive prices, output has
remained virtually stagnant over the last five years (Appendix Table V).
Exports of shellfish have declined slightly from some 3,500 tons in
1978 to 3,200 tons in 1981. The Government has now requested technical
and financial assistance from Japan, as part of a major rehabilitation
program.

4. Mining

The three principal minerals mined are chromite, graphite, and mica.
Due to a softening in world demand, chromite production fell to a low of
around 120,000 tons in 1978 and 1979 before increasing to over 170,000
tons in 1980, which was still below the levels of around 200,000 tons
achieved in the mid-1970s (Appendix Table VI). The unreliabilicty of rail-
way transport between the mine and the port in 1980 and early 1981 meant
that a number of contracts could not be fulfilled, and Madagascar temporar-
ily lost some of its export markets. This exacerbated the effects of
the sharp downturn in world demand which occurred in 1981, and total
output fell by almost one half. Nevertheless, production was still
higher than exports, and stocks have continued to accumulate at the
mine, thereby increasing the financial problems of the state enterprise
(KRAOMA) which operates the mine. In 1981 the Government transferred
FMG 0.5 billion to KRAOMA, to help alleviate its financial difficulties.
Madagascar currently exports chrome concentrate, used in the manufacture
of "hig* charge ferro-chrome.”™ However, because of technological
changes, demand for chrome concentrate 1s declining, and a switch to
the production of chrome pellets 1s now under way.

Exports of mica have declined in recent years, largely because of
increased competition from synthetic substitutes. Production and exports
fell particularly sharply in 1981, as a result of weakened world demand,
and the output of 610 tons was less than half that of recent years. Mada-
gascar is the leading world producer of high—-grade graphite, but there has
been a trend decline in production since 1975. After falling to a low of
around 12,200 tons in 1979 and 1980, outpur increased moderately to some
13,300 tons in 1981.



S. Energy

Madagascar has substantial potential energy sources, in the form of
coal, lignite, and oil shale, which are generally untapped. In addition,
prospecting for oll is now under way and preliminary indications are promis-
ing. The country's large hydropower potential is only partially utilized.
Total energy consumption in 1980 was estimated to be around 1.1 million
tons of oil equivalent. Wood products were the most widely used source,
accounting for around 60 per cent of total consumption. Imported petro-
leum products provided over one third of all energy, while only around
5 per cent was derived from coal or hydropower. Madagascar imported and
refined 492,000 tons of crude oil in 1980, but, under the impact of the
foreign exchange shortage, crude oil imports fell by over 13 per cent to
427,000 tons in 1981. Part of the crude is re-exported as refined
products. The share of re-exports declined up to 1980 as a result of
drought-induced shortages of hydroelectricity, which caused a sharp
increase in domestic consumption of fuel oil for electricity generation.
Re-exports increased by almost one half in 1981, as an improvement in
hydroelectric production reduced domestic consumption of fuel oil. An
extension to Madagascar's refinery at Tamatave is now nearing completion
and will make possible the processing of cheaper, heavier crudes, tnereby
reducing the costs of petroleum imports.

Power generation by Madagascar's electricity company, JIRAMA, has
increased at an average annual rate of 5.6 per cent over the last four
years, despite a small decline in real GDP over this period. JIRAMA's
installed capacity is around 100 MW. In addition, various industrial
enterprises also generate electricity for their own consumption. The
share of hydropower declined from 67 per cent of JIRAMA's total produc-
tion in 1977 to a low of some 38 per cent in 1979, under the 1impact of
several years of low rainfall (Appendix Table VII). Since then, its
share has gradually increased to some 46 per cent of total output in
1981. A major new hydroelectric project has now been virtually com-
pleted, to add some 56 MW of capacity, and is expected to meet the
growth in electricity demand in the Antananarivo region until 1992.

6. Manufacturing

Under the 1978-80 Plan manufacturing was to have been a key growth
sector. This objective has not been a_hieved, and since 1979 1industrial
output has declined, with its share in total GDP falling from 19.2 per cent
to 18 per cent in 1980 before collapsing to only 14.9 in 1981. The index
of industrial production fell by 1.5 per cent in 1980 and by 15 per cent



in 1981 (Table 3). 1/ 1Industrial production has been hampered by in-
creasing government controls, particularly over pricing decisions, and

by a decline in the output of many domestic agricultural inputs; the
erratic supply of these 1inputs has been exacerbated by the deteriorating
traneportation network. The sharp fall in manufacturing output in 1981

was largely due to rhe shortage of imported inputs and spare parts. Stocks
of imported industrial inputs at end-1980 represented approximately 2
months of normal usage as against stocks equivalent to 3-5 months usaxe

in previous years. By end-1981 stocks, apart from work-in-progress, had
been reduced to virtually zero.

Manufacturing is dominated by the food processing, textile, and
clothing industries. The output of the food processing industry, which
has the largest weight in the industrial production index, has declined
consistently since 1978, largely because of problems with the availability
of agricultural inputs. By 1981 output was some 20 per cent below that
of 1978. The meat processing industry showed some growth in 1979, with an
increase of 13 per cent in the number of cattle slaughtered for processing,
but outpu- n 1980 and 1981 was over 25 per cent lower because of the
financial p. »>lems of the meat processing companies and domestic pricing
policies, already discussed in subsection 3 (Appendix Table VIII). Pro-
duction of sugar has declined at an average annual rate of 2.5 per cent
since 1978. Marketed production of sugarcane has remained stagnant over
the last four years, but there has been a decline in sucrose content.

The sugar factories are old and are operating with plant and equipment

in need of major repair or replacement. Output of edible oils bas not
recovered from the sharp decline which began in 1978 as a result of a
continuation of poor groundnut harvests. By 1981 output was some 40 per
cent belos the already depressed level of 1978. The only major food
processing industry to avoid the trend decline in output was beer produc-
tion, which increased at an average annual rate of over 1l per cent
during 1979 and 1980. However, shortages of imported inputs caused
output to fall by one third in 1981.

Textile production, which increased by 6 per cent in 1979, declined
by 4 per cent in 1980 and by a further 7.5 per cent 1n 1981. The decline
would have been even greater if the textile industry had not been granted
priority access to forel, 1 exchange for imported inputs, including cotton.
At present domestic cotton production supplies only about one half of the
inputs needed by the three textile mills. Output of the clothing industry
increased by almost 7 per cent annually during 1979 and 198G, but then de-
clined by around 7 per cent in 1981. Most of the output of the textile
and clothing industries 1is consumed locally, but a small proportion is
exported, principally to Mauritius and the European Communities. A small
but promising export trade in jeans to the United States has also begun.

1/ The national accounts estimates of real output (Appendix Table I)
differ substantially from the industrial production index, and show an even
larger decline in output during 1981. However, both series show the same
trends in output throughout the period.



Table 3. Madagascar:
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Index of Industrial Production, 1977-81

(1970 = 100)

1977 1978 1979 1980 1981 1/
Welight Annual average

Food processing 38.0 90 96 94 89 77
Textiles 19.5 157 156 165 158 146
Clothing 7.4 114 115 118 131 122
Construction materials 7.4 42 47 44 42 33
Petroleum refining 4.8 88 63 59 89 63
Chemicals 4.6 187 201 213 173 125
Extractive industries 3.9 152 115 119 137 90
Tobacco 3.8 146 164 164 161 127
Printing 3.6 81 79 78 81 87
Paper 2.3 187 205 212 197 174
Wood 1.8 77 78 74 68 62
Transport equipment 1.8 86 83 81 112 36
Leather 0.7 297 333 379 345 307
Rubber 0.4 171 175 216 227 140

Overall 100.0 113.5 115.0 117.0 115.3 98.0

Source. Data provided by the Malagasy authorities (National Institute

of Statistics and Economic Research).

1/ Provisional.



Output of construction materials declined by over 5 per cent in
1979 and 1980 and by over 20 per cent in 1981. Production of cement
declined from 66,000 tons in 1978 to 38,500 tons in 1981, little over
half the near-capacity level of 70,000 tons achieved in the early
19708. A second cement factory is now under construction. Production
of corrugated iron sheets increased rapidly to 15,400 tons in 1979, at
the peak of investment activity, and remained high in 1980 before
collapsing to only 1,600 tons in 1981 due to lack of demand and short-
ages of imported raw materials.

The main product of the chemical industry ls soap, output of which
increased by over 16 per cent in 1979. However output declined again in
1980 and then dropped sharply, by over 40 per cent, in 1981 as a result
of the prevailing shortage of imported inputs. Output of matches has
declined continually over the last four years, and by 1981 output was only
29 per cent of its 1978 level.

Output of the tobacco, paper, and leather industries all showed
sustained economic growth through 1979, although their share in total
manufacturing output was small. However, all three industries declined
moderately {n 1980 and then followed the general trend and fell by over
10 per cent in 1981. The only industry to show a gain in 1981 was
printing, which grew by 7 per cent.

7. Transportation

Madagascar lacks a comprehensive road and rall network, and the
inadequacy of the transportation system ls a serious obstacle to 1its
economic development. In recent years the Government has concentrated
on large new investments in roads, vehicles, ships, and aircraft, at the
expense of proper maintenance of the existing capltal stock. The road
system consists of some 48,000 km of primary and seconaary roads, of
which around 9,000 km are asphalted. Parts of the secondary road net-
work Iin rural areas have deteriorated to the point of becoming impass-
able in the rainy season, and this has severely hampered the collection
of rice and the export crops. The Government 1is now planning a major
program for reconstruction of secondary roads, particularly in the
cof fee-producing areas.

The Government has gradually increased 1its control over the trans-
port sector. State enterprises operating their own trucking fleets
have replaced many private truck operators in the collection of agricul-
tural crops and distribution of basic necessities. Tariffs are con-
trolled by the Government, but 1n the past have usuaally been {insufficient
to cover costs, so that the state enterprises involved in collection
and distribution of crops generally sustaln losses on thelr transport
operations. The recent foreign exchange crisis has exacerbated the
problem, since a large part of the transport fleet 1is now idle because
of a lack of spare parts.



There are 800 km of railway, connecting the central highlands with
the principal port of Toamasina on the east coast. This has also
deteriorated due to a lack of adequate maintenance, and delays are
frequent. In 1980 and 1981 chrome exports were particularly affected
by the lack of a reliable rail 1link, but the situation has now improved,
after the adoption of a remedial action plan by the authorities. Both
air and {ntercoastal sea commerce are important, partly because of the
inadequacy of the road network. Three national companies provide regular
service between Madagascar's ports, and the state enterprise Air Madagascar
provides air service throughout the island. Air Madagascar expanded its
services considerably in 1978 and 1979, and a number of new aircraft
were purchased.

I1. Employment, Wages, and Prices

l. Empleyment

Labor statistics in Madagascar are fragmentary, and the most recent
information available on the sectoral distribution of total employment
is for 1979. These data indicate that, out of the total estimated
labor force of 4.3 million, approximately 3.8 million, or some 88 per
cent, were involved in agriculture (Table 4). Central and local govern-
ment was the next largest employer, with 3 per cent of tne labor force.
The only statistics available on employment trends are for those 1in
formal wage employment, and are derived from the numbers making contri-
butions to the social security fund, Calsse Nationale de Prévoyance

Table 4. Madagascar. Employment Situation in 1979

(In thousands)

Total employment 4,267
Agriculture 3,792
Industry 60
Construction 31
Handicrafts 24
Commerce, banking, insurance 94
Transport, telecommunications 29
Household servants 36
Government 131
Other 72

Source: World Bank.



Soctale (CNAPS). These statistics show that formal wage employment
outside Government grew by 7.4 per cent in 1980 and continued to grow
(by 3.7 per cent) in 1981, despite the sharp decline in the level of
economic activity (Table 5). Although the coverage of the CNAPS
apparently improved during this period, so the data probably overstate
the actual employment growth, employment has not declined along with
real output, and there has evidently been a substantial decline in
productivity per worker. Emplovment growth was most rapid in the
secondary sector, where it increased by 20 per cent between 1979 and
1981. Registered employment in construction grew by almost 30 per cent
during the period. However, this may have been partly accounted for by
increased registration of employees of small construction enterprises
(called tacherons) which specialize in building traditional houses.

Table 5. Madagascar: Evolution of Non-Government
Wage Employment, 1979-81 1/

1979 1980 1981

Primary sector 61,881 62,806 63,545
Of which agriculture 55,750 56,511 56,737
Secondary sector 68,153 77,369 81,879
Of which* miuing 3,004 3,184 3,354
food processing 6,432 6,953 7,291

tobacco 1,778 1,880 2,077

textiles and leather 14,380 15,475 16,587

wood 2,712 2,943 2,960

paper and printing 2,715 3,116 3,243

chemicals 3,532 4,218 4,380

non-metallic minerals 1,261 1,282 1,270

metal working 1,259 1,587 1,836

construc<tion 22,966 27,738 29,783

water and electricity 4,429 5,084 5,332

Tertiary sector 87,474 93,345 96,636
commerce, banking, lnsurance 29,970 31,640 32,472

transport 18,465 20,269 21,476

other services 39,0139 41,436 42,688

Total 217,508 233 . 520 242,060

Source+ Data provided by the Malagasy authorities.
1/ Based on the numbers making contributions to the CNAPS.



No statistics are available on overall unemployment in Madagascar.
However, unemployment in the urban areas has probably increased in
recent years. Employment registration centers exist in urban areas,
but the i{ncentive for registrarion is weak, since only those seeking
employment in the government sector are required to go through the
registration centers. There (s no system of unemployment insurance.
Collective firings and layoffs (i.e., all labor force reductions other
than for individual disciplinary reasons) are subject to government
approval. Requests for such reductions must first be submitted to a
technical committee (including representatives of the Ministries of
Labor, Finance, and Industry and Commerce) at the "faritany" (province)
level. The final decision is taken by the Minister of Labor, with the
advice of this committee. Although requests are supposed to be answered
within 2-3 months, delays can be much longer in practice. In 1981 many
requests for layoffs have been refused and have been converted iato a
reduction in warking hours for the employees involved.

The Government's employment policy has been based on the view that
the unemployment problem can only by resolved in the context of the
overall development strategy. However, it recognizes that recent in-
vestment policlies have been tco capital-intensive, with emphasis on a
rapld transformation of the industrial structure. The new investment
program will place greater emphasis on small- and medium-scale enter-
prises, which tend to be more labor-intensiie, and on increased priority
for agricultural developuwent, which will discourage the migration of
rural population to urban areas.

2. Wages

The Government has followed a policy of wage restraint in recent
years, particularly as regards government sector wages. Within the
context of this restraint, the emphasis has been on decreasing income
differentials between the highest— and lowest-paid employees. Minimum
wage rates in the private sector are fixed for a wide variety of skill
categories and take the form of an "indice minimum’ (minimum reference
rate). The minimum index for an unskilled nonagricultural worker is
now 230, with each index point the equivalent of FMG 0.34 per hour
(i.e. the equivalent of FMG 13,554 per month on the basis of 173,33
working hours par —arth). In 1978 the zoning system, whereby minimum
wage rates were established for different zones, was abolished. In
June 1980 the various minimum rates were Increased, with the largest
increases for the lowest skill categories. The minimum rates for
unskilled manual laborers, in both the agricultural and nonagricultural
sectors, were increased by 1l4.7 per cent (Table 6), whereas the minimum
rate for the highest category of skilled manual worker was raised by
only 3.8 per cent. Similarly tapered i1ncreases were introduced in
April 1981, when the minimum rate for unskilled laborers was increased
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by 14.8 per cent and lesser increases were adopted for higher skill
categories; the minimum rate for the highest skill category was raised
by only 4.6 per cent.

Table 6. Madagascar: Minimum Wage Rates for Agricultural
and Nonagricultural Workers, 1978-81

(In Malagasy francs per month)

Agricultural 1/ Nonagricultural 2/

Prior to May 1978 - Zone 1 8,600 8,839

- Zone II 7,200 8,059
May 1978 - May 1980 10,200 10,018
June 1980 - March 1981 11,700 11,491
Since April 1981 13,800 13,554

Source- Data supplied by the Malagasy authorities.

1/ On the basis of 200 working hours per month.
2/ On the basis of 173.33 working hours per month.

Increases in public sector wages adopted in August 1979 raised the
Government's wage bill by an estimated 8 per cent. 1/ Since then the only
cost-of~living increases have been in April 1981, when a uniform increase of
3.4 per cent was Introduced (through an Increase in the value of each index
point on the government scale from FMG 1,040 to FMG 1,075), and in May 1982,
when an increase of 3.3 per cent w~s adopted (1.e., an increase 1in the
value of each index point to FMG 1,110).

3. Prices

The only available price indices for Madagascar are for the capital
city, Antananarivo, and do not accurately measure true price developments
because they are based partially on controlled prices. For instance, the

1/ The structure of government salary rates and the changes introduced
in August 1979 are described in detail in SI1/80/152.



price of rice, which has a 15 per cent weight in the index for low income
families, is based on the official consumer price of rice, whereas a sub-
stantial proportion of rice consumed is purchased on the parallel market,
at significantly higher prices. The measured price indices probably
understated the underlying rate of inflation during the late 1970s, when
the Government pursued a policy of holding down prices for many basic
consumption goods, through controls and subsidies. However, since 1981
the price indices have tended to overstate the underlying inflation

rate, since there have been major increases In a wide range of officially
controlled prices as part of the Government's adjustment efforts.

The price index for low-income families in Antananarivo covers the
ma jority of the population of the city and 1s based on a basket of 131
commodities, with food items accounting for 00.35 per cent of the basket.
Measured by this index, price increases have accelerated from an average
of 14.0 per cent in 1979 to 18.2 per cent in 1980 and 30.5 per ceat in
1981 (Table 7). Food and fuel prices have increased at a slightly faster
rate than the general Index in all rhree years. Fuel prices increased
in two bursts® in the second half of 1979 as a result of the pass—through
of higher world prices, and in the second quarter of 1981 following the
in.roduction of large new taxes on petroleum products.

The price movements as indicated by the high-income index, which
has a larger component of imported gonds, have also accelerated during
the last three vears, although at a slight.y slower pace than the low-
{ncome {ndex. The average price increases were 10.B per cent in 1979,
13.5 per cent in 1980, and 24.2 per cent in 1981. Food and fuel prices
increased more rapidly than other components of the index.

Madagascar has a comprehensive system of price controls, which
covers virtually all consumer goods. Particularly close control is kept
over the prices of 13 essential commodities (rice, sugar, salt, soap,
candles, matches, batteries, edible oils, meat, bread, concentrated
milk, cotton fabries, and tobacco products). Wholesale trade in these
products Ils controlled by state enterprises, some are sold at a uniform
price throughout the country, while the prices of others are allowed
to reflect differences in distribution costs. For these 13 and some
other essential commodities, prices themselves are fixed, based on
production costs. In principle, prices are adjusted when costs change,
but in practice there can be long delays when politically sensitive
goods are 1nvolved. For other (mainly imported) products, profit
margins are established at the wholesale and retail levels. Ex-factory
prices of locally produced goods are also controlled, and cannot be
1ncreased without the approval of the Ministry of Industry and Commerce.
The effectiveness of the price controls has declined in recent years
because of serious supply shortages, and significant parallel markets
exi1st for wvirtually all commodities. There 1is no legally established
rationing system, but a de facto system has been established at the
local government level for rice, oll, soap, and, occasionally, sugar.
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The Government i{s now in the process of introducing greater flexi-
bility into the system of price controls. OQfficial prices for manv
basic commodities have been increased substantially in 198l and the
first half of 1982, with the greatest increase occurring in the consumer
price of rice, raised by 86.7 per cent in May 1982. More generally,
most enterprises will be allowed to adjust ex-factory prices by up to
a certain percentage, based on identified cost increases, withouvc
prior govermment approval.

IT1I. Developwent Planning

Madagaacar's overall development strategy, as outlined in Les QOptions
Fondamentales pour la Planification Socialiste, adopted in December 1977,
called for strengthened national control of the economy and a restructur-
ing of institutions to make them more responsive to national needs. As
part of this strategy, the major private trading coucerns, which were
mostly foreign~-owned and managed, and the most important industrial enter-
prises have been brought under state control. The banks and insurance
companies were nationalized, and a system of decentralized local adminis-
trative bodies (the "Fokonolona™ system) was established to increase
popular participation in Government.

The planning process 1s expected to play a major role in shaping
Madagascar's future. The overall long-term planning targets wer~ out-
lined in La Stratégie Globale du Développement 1978-2000, which proposed
the attainment of an annual average GDP growth rate of 6.3 per cent over
the period, thereby doubling real per capita incomes by the year 2000.

In that year the industrial sector was projected to account for some 30 per
cent of GDP, compared with 19 per cent in 1977. The period covered by
the long-term plan was viewed as falling into three distinct phases.
During the first phase, 1978-84, foundations for future development were
to be laid, with emphasis on the development of infrastructure, basic
industry, food processing, and textiles. A major expansion in ilnvestment
was foreseen, with little or no increase in per capita consumption. The
second phase, 1985-92, was to be a period of consolidation, during which
a capital goods industry would be created, unemployment would decline,
and there would be some ncrease in per capita consumption. During the
final phase, 1993-2000, the economy would grow most rapidly, leading to
full employment and a general improvement in living standards.

The overdll long-term targets are specified Iin greater detail in
medium-term plans, the first of which covered the period 1978 to 1980.
However, real growth during the period fell well short of the plan targets
in all sectors other than government administration, which proved to be
the tastest growing sector rather than the slowest, as envisaged under
the Plan (Table 8). The results for agriculture were particularly



disappointing when compared with an estimated population growth rate

of Z.B per cent per annum. None of the targets for growth in output

of individual crops was attained, with especially large shortfalls for
vanilla, butter beans and groundnuts. In contrast, the objectives of
the plan in the field of social services, and particularly educatlion,
have been more than att:luea. By 1980 the number of students at primary,
secondary, and university levels had all surpassed plan targets. The
number of university-level students was around 30,000 in 1980, compared
with some 11,000 in 1978, The rapid expansion of educational facilities
and the modest ecounoric growth has begun to create a serious excess
supply ol new school leavers, which 1is expected to worsen in the next

few years.

Table 8. Madagascar: Performance Under 1978-80 Plan

(Average annual growth rates in per cent; tased oa 1977 prices)

Plan target Actual
Gross domestic product 5.5 3.0
Agricultural sector 4.3 1.5
Industry and mining 9.8 5.4
Services 4.8 2.9
Government administration 3.7 6.0

Source* Data supplied by the Malagasy authorities (Planning
Directorate).

Although final data are not yet available on the structure of
investment during 1978-80, it is clear that the actual composition of
investments has been very different from that proposed in the plan. A
much larger share of expenditures was allocated to soclal investments,
including a crash program for the construction of a number of regional
university centers, which were not included 1in the original plan.
Investments undertaken in 1979 had a large share devoted to transport
and communications, largely due to the purchase of a Boeing 747 aircraft



and a number of ships, which were also not included in the original
plan (Table 9). Available information on 1980 investments indicates
that, while the share devoted to transport declined, investments in
social and administrative services remained high, and investments 1in
agriculture and industry did not {ncrease significantly.

Table 9. Madagascar: Composition of Gross Fixed
Capital Formation, 1978-80

(In Per cent of total)

1978-80 Plan 1979 Actual

Agriculture 18.6 14.0
Industry 33.0 28.7
Transport and communications 27.6 32.2
Commer ce 4.3 1.9
Administrative and social services 13.5 21.8
Other services 3.0 1.4

Total 100.0 100.0

Source Data supplied by the Malagasy authorfties (Planning Direc-
torate).

A new Development Plan covering the period 1982-87 was approved in
December 198l1. 1Its main objectives are to ensure self-sufficlency in
foodstuffs; to increase the integration of the agricultural and indus-
trial sectors, to develop exports, to regularize the supply of food,
and to improve the housing and health conditions of the population.

The new plan calls for an average annuval growth rate of 5.9 per cent,
with agriculture expanding by 3.1 per cent a year and the industraal
and mining sectors by 7.7 per cent. The rate of investment is to reach
27.4 per cent of GDP by 1987, while the growth in private consumption
will be limited to an annual average of 3.6 per cent, only slightly



above the rate of population growth. In agriculture the aim is to
expand paddy production by 3.8 per cent a year so as to eliminate rice
{mports by 1987, and to achieve substantial growth in the output of
the export and industrial crops. To meet these targets the plan calls
for the setting of producer prices at levels that cover real costs of
production and for an improvement in the distribution network as well
as the regular supply of basic incentive consumer goods to the rural
areas. In the Industrial sector the objectives are to establish the
foundations of an autonomous and inward-directed industrial structure,
with emphasis on energy independence, development of the country's
mineral potential, and expansion of those industries concerned with
agricultural processing or the provision of inputs to agriculture.

However, in view of the current financial crisis, and without ques-
tioning the fundamental objectives of the 1982-87 Plan, the authorities
have adopted a public investment program for 1982-84 which 1is more in
line with the prevailing resource constraints. The new investment pro-—
gram is part of a major reorientation of economic and financial policy
designed to reduce existing internal and external financial imbaliances
and lay the foundations for sustained and balanceu development. In
the choice of investments, prilority has been given to the rehabilita-
tion and adequdate maintenance of exlsting capacity, which will have
the greatest immediate impact on the balance of payments and the supply
of goods. The share of agriculture will almost double to 30 per cent
of all investments, while social investments will be sharply reduced.
Infrastructure investments will receive 29.2 per cent of public invest-
ments during the period, and investments 1n energy and mining industries
will account for 25.5 per cent. To ensure greater control over imple-
mentation of the proposed program, the role of the Planning Directorate
1in the selection and approval of projects has been strengthened, and
it will be responsible for evaluating the economic feasibility of all
projects. To ensure that external financial constraints are observed,
a special committee, including representatives from the Central Bank,
the Ministry of Finance, and the Planning Directorate, has been estab-
lished to approve and monitor all external financial commitments. The
committee wi1ll be assisted by an automated system of external debt
management which 1s being established in the Central Bank.
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IV. Government Finance

For the purposes of this report, the government sector in Madagascar
comprises only the Central Government. Following the administrative
reform completed in 1977, which aimed at decentralizing the process of
decision making, the newly created local governments (collectivités
decentralisées) were granted financial responsibilities and a degree of
budgetary autonomy. A number of taxes and fees have heen earmarked for
these local government budgets (professional tax, property taxes, meat
tax, and license fees). A proportion of the receipts from other taxes is
tran-ferred from the Central Government (tax on motor vehicles and,
recently, turnover and value added taxes). The goeneral bud~et of the
Central Government provides for both current and capital expenditures.
However, capital expenditure included in the budget represent only invest-
ment that 1s financed from domestic sources and by foreign loans; projects
that are financed by external grants and commodity aid are executed outside
the budget.

The Treasury central.zes the cash transactions of the Government and
other public bodies and performs banking functions for the public sector.
In addition to the accounts of the general budget, the Treasury maintains
the accrunts of the annexed budgets, in which are recorded the financial
transactions of the nonautonomous bodies, mainly the Post Office, the
National Printing Office, and the Port Authority. Since May 1977 the
commodity stabilization funds have been asked to deposit most of their
resources 1n excess of working balances 1n the Fonds National Unique de
Péréquation (FANUP) at the Centr~1 Bank. Transactions i1n this account are
not shown 1n Treasury records. The liquid assets of the Treasury consist
of currency holdings and deposits with the Central Bank. Customs duty bills,
which are short—term obligations of the private sector on account of delayed
payments of customs duties and other indirect taxes were excluded from the
Treasury receipts and assets for the purposes of this report. In order to
provide a more comprehensive picture of the Goverument's overall financial
operations, the operations of the FNUP have been consolidated with the
Treasury's cash transactions. Operations of the FNUP include receipts as
well as transactions which represent current and capital expenditure, and
outlays related to the marketing of domestically produced rice and other
export products. Net expenditure related to the marketing of imported
rice, which 1is financed through direct advances from the Central Bank and
which is noc¢ shown in Treasury records, 1s also consolidated with the
Treasury accounts.

1. Overall fiscal developments

During the three financial years ended December 1981 the Government's
revenues rose at an annual average rate of /.5 per cent, while the growth
of total expenditures averaged 27.7 per cent. As a proportion of GDP,



revenues declined steadily from 18.5 per cent in 1979 to 15.2 per cent

in 1981, while expenditures increased from 31.8 per cent of GDP in 1979
to 35.2 per cent in 1980 but declined to 29.9 per cent in 1981. Reflect-
ing these developments, Madagascar's financial situation deteriorated
from 1979 to 1980 but showed a relative improvement in 1981l. The overall
deficit as a percentage of GDP increased from 13.4 per cent in 1979 to a
record 18.4 per cent in 1980 and decreased to 14.7 per cent in 1981.

A summary of government operations for the period 1979-82 is presented
in Table 10 and Appendix Table IX. The current budgetary operations of the
Government were in deficit throughout the period, and the deficit widened
in 1980. While budgetary revenue grew by less than 11 per cent in that
year, current expenditures rose by almost 16 per cent; budgetary capital
expenditures also accelerated by nearly 32 per cent, reflecting the Govern-
ment's attempts to catch up with the investment targets of the 1978-80
Development Plan. Capital outlays related to on—-going projects executed
under the reserved funds 1/ also increased s"arply.

During 1980 receipts of the FNUP decreased by some 19 per cent as a
result of declining export receipts and delays in payments to the FNUP by
the enterprises engaged 1n foreign trade. Expenditures charged against
the FNUP, however, more than tripled. Most of the increase was attrib-
utable to the growth of capital expenditures made under the FNUP, as a
result of outlays related to the construction of the Regional University
Centers (CURs). Current expenditures of the FNUP also increased sharply
as a result of higher payments of subsidies on locally produced rice and
of higher outlays related to the current operations of the commodity
stabilization funds. At the same time, central bank expenditures in
connection with rice imports were reduced from FMGC 7.5 billion in 1979
to FMG 4.1 billion in 1980, following the acceleration in repayments of
the proceeds from the sale of rice by state enterprises.

The deficit of the special Treasury accounts increased by some 60 per
cent 1n 1980. Although government lending and capital subscriptions to
state enterprises were substantially lowered from FMG 11.9 billion to
FMG 4.3 billion, this reduction was more than offset by the expansion of
on—lending to state enterprises of foreign loans and by a decline in the
net surplus on other Treasury operations. The carry-over of deferred
payments remained virtually unchanged.

1/ Budgetary allocations for long—term projects which are not fully
utilized by the end of the fiscal year are normally transferred to the
reserved funds.
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Table 10. Madagascar. Overall Covarnment Operations, 1979-82
(In billions of Malagaey france)
Ravised
Provisional budget Provisionsl Rstimats
Current budgetary revenue 90.7 100.4 122.4 104.1 127.6
Current budgetary axpenditure -97.7 =-112.9 ~114.6 ~112.2 =-134.1
0f which wages and salaries {~50 8) (-69.9) (=73 &) (~68.6) (=17 &)
Current budgetary surplus or deficit(-) =70 =-12.5% 7.8 =79 -6.5
Budgetary capital expenditure -56 & =74 & ~40.3 -62.1 ~70.8 1/
0f which reserved funds (~10.5) (=17.4) (-5%.0) (=15.7) (~15.0)
Deferred payments ~12.7 -12.9 -8.0 =-14.6 ~-16.8 2/
FNUP recaipts 19.3 15.6 25.4 15.2 26.6
FNUP expe-2icures ~10.0 -30.3 ~16.6 -18.0 -%.9
Capital expenditure -5.7 -18,1 -3.0 -7.0 —
Other -4 3 -12 2 ~13.6 -11.0 -.9
0f which rice subsidies (=2 &) (-5.0) (~8.0) (~5.1) (-1,3)
Central bank expanditure for
rice imports (net) -7.5 4.1 —_— -5 0 o8
Special Treasury accounts (net) -4,9 -79 -39 1 =22 6 =30 O
Of which on-lending (-9 )) (=15 2) (-35.8) (=22 0) (-29.0)
Grants and commodity aid
(net) 3/ -0,7 -0 3 _— -0 3 3.3
Total receipts 110.0 116.0 147.8 119.5 157 5
Total expenditure ~-189 9 -242 8 -218 6 -234.8 -257 8
Current -118.5 -135 1 -139 5 -143.7 -158.0
Capital (including on-lending) -71 4 -107 7 =79.1 -91.1 -99 8
Overall government deficit -79 9 -126 8 -70 8 =115 3 ~100.3
Finaocing 79.9 126 8 70 8 115.3 100.3
Foreign (net) 35 3 7.9 38.0 55 6 60.4
Drawings 36.8 50 4 47 6 64.3 75.1
Amortization -1.5 -25 -9 6 -8 7 -l4 7
Domestic (net) Y Y 78 9 32.8 59 7 39 9
Banking syscem 41.9 78 2 28 2 57 8 35 0
Central Bank 421 8% 6 19 8 46 3
Advances 51 8 737 Jjo 1 58 3 .
Deposite -9 7 11 9 -106 3 -12 0
National banks 4/ -0 2 -7 64 5.4 115
Tanbank sector 19 2.2 75 2.7 49
Ot her o8 -15 0.1 -0.8 -—
Addendum
Overall deficit as per cent
of GDP 13 4 18 & 9 2 14 7 96
Bank financing as per cent of
increasgse in domestic credir 718 72 1 57 9 A1 & 4 8

Sources

1/ 1Includes the optional tranche

2/ Includes FMG 8 O billiom of budgetary allocatfon earmarked to paymant of arrears to state enterprises

Data provided by the Malagasy authovrities, and staff eatimates

3/ Includes net receipts of grants and commodity atd, excluding rice, and local expenditures financed

by this aid

g/ Differs from data in Monetary Survey in that advances to contractors in connection with governmenc

projects are not included
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Therefore, while total revenues rose by only 5.5 per cent in 1980,
total expenditures increased by around 28 per cent from FMG 189.9 billion
to FMG 242.8 billion. Capital expenditures, including on-lending, rose
by some 50 per cent despite attempts by the Treasury to keep down expendi-
tures of certain key spending ministries. Capital expenditures represented
12.0 per cent and 15.6 per cent of GDP in 1979 and 1980, respectively.
Total current expenditures grew by 14 per cent, with three fifths of this
expansion attributable to increases in the Government's wage bill.

As a result of the continued rapid growth in expenditure, the overall
government deficit increased by some 60 per cent to FMG 126.8 billion.
Net foreign financing also grew, but the bulk of the deficit was financed
by recourse to the banking system. Bank financing of the deficit almost
doubled to FMG 78.2 billion in 1980, when it accounted for over 70 per
cent of the increase in domestic credit.

2. Developments in 1981

Government finances showed a modest improvement in 1981, although
there were substantial shortfalls from the targets of the revised 1981
budget, with regard to both revenues and expenditures. Provisional fiscal
data for 1981 show that the growth of current revenue was limited to less
than 4 per cent as compared to a projected growth of 22 per cent. The
fall in the level of economic activity and the reduction in Madagascar's
international trade accounted for most of the revenue shortfall. At the
same time, current budgetary expenditures fell to FMG 112.2 billion,
slightly below the authorities' revised budgetary projections. As com-
pared to the previous year, expenditures on salaries and wages and on
interest on public debt were larger, while other current outlays were
substantially reduced. Salary expenditures, however, were still almost
10 per cent lower than anticipated, partly due to the decision to limit
recruitment during August-December to students graduating from rovernment
professional schools.

Budgetary capital expenditures although declining as compared to
1980, were still some 54 per cent higher than in the authorities' revised
budgetarv projections. A large proportion of the higher outlays took
place in the last quarter of the year, to accommodate higher-than-budgeted
commitments of the ministries, in particular those of Rural Development,
Public Works, and Defense. In addition, project implementation under the
reserved funds was more than three times larger than forecast.
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The receipts of the FNUP declined slightly, representing a substan-
tial deviation from the authorities' target. Most of the shortfall was
due to the unexpected deterioration in export earnings from coffee. 1In
addition, the new collection system of FNUP receipts, whereby transfers
to the FNUP were postponed until the moment when the counterpart of export
receipts in national currency was available to exporters-—-instead of, as
previously established, at the moment of the embarkation of the com-
modities—-contributed to the shortfall. On the other hand, FNUP expendi-
tures, although declining substantially to FMG 18.0 billion, still remained
above the authorities' forecasts. Rice subsidies were kept well below
target, but unanticipated payments of subsidy arrears related to meat and
chrome exports amounted to FMG 3.3 billion. Capital expenditures under
the FNUP of FMG 7.0 billion were related mostly to the Government's
transfers to rural development agencies at the end of the year to redress
their financial situation, as required by foreign lenders.

Central bank expenditures in connection with imported rice rose to
FMG 5.0 billion, largely due to an increased volume of imports to supple-
ment the unanticipated low domestic production. In addition, repayments
by marketing enterpr.ses, related to proceeds from the sale of rice 1in
both 1981 and previous years, remained below projections. The deficit on
special Treasury accounts, at FMG 22.6 billion, was much lower than
expected, as a result of a slower-than—anticipated rate of implementation
of projects financed from abrocad, through on-lending to state enterprises.
Deferred payments of FMG 14.6 billion were much larger than expected.

The overall deficit of FMG 115.3 billion, while an improvement over
1980, was almost two thirds above the authorities' revised projections.
Although forei1gn financing increased by more than 16 per cent, partly as
a result of substantial bilateral assistance received toward the end of
the year, more than half of the deficit was financed by recourse to the
domestic banking system. Nonbank financing increased only marginally,
and credit to the Government represented over 80 per cent of the total
increase in domestic credat.

3. The 1982 fiscal year

In 1982 the Malagasy Government intends to undertake a major effort
to lessen fiscal imbalances, with the aim of reducing the overall deficit
as a percentage of GDP to 9.4 per cent. Consequently, the 1982 budget
approved in December 198] has been revised to incorporate new revenue and
exnenditure reduction measures. After adjusting the new budgetary esti-
mates to make them comparable with the presentation of overall operatiouns
of the Government, total recelpts are projected to 1ncrease by nearly
32 per cent, while growth of expenditures will be limited to less than
10 per cent. As a proportion of GDP, revenue and expenditure are expected
to decline to l4.7 per cent and 24.1 per cent, respectively.
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Current budgetary revenue 1s anticipated to increase by some 22 per
cent, largely due to the impact of the recent devaluation and the adop-
tion of new tax measures, including an increase in the rate of the value
added tax from 10 to 15 per cent. Current budgetary expenditure will
increase by 19.5 per cent. The Government nas decided to hold salary
outlays to a maximum of FMG 77.4 billion, by limiting new recruitment
to 4 per cent of the 1981 personnel. To achieve this, the revised 1982
budget eliminated 6,000 positions as compared to the number opened in
the original budget. Salary increases will be limited to 4.5 per cent,
although the increase in the official price index is expected to reach
some 50 per cent in 1982,

Budgetary caplital expenditures are projected to increase by 14 per
cent to FMG 70.8 billion. This includes* cost increases attributed to
the devaluation of the Malagasy franc} expenditures under the reserved
funds estimated at FMG 15.0 billion, and an optional tranche of
FMG 11.3 billion instituted under the revised budget and consisting of
projects to be implemented only if additional foreign financing becomes
available. Foreign financing of budgetary capital expenditure will
represent over 60 per cent of the total, as compared to some 40 per cent
in 1981.

FNUP receipts are projected to grow by 75 per cent. Because exports
in the second half of the year will be entirely from stocks or products
already at the processing stage, this increase includes the windfall
1impact of the devaluation on the surplus from exports of coffee, vanilla,
and c¢loves estimated at FMG 4.0 billion. In addition, a new system of
autocmatic withholding of FNUP receipts before the payment of the counter-
part of export receipts has been established to speed up transfers from
exporters to the Government. FNUP expenditures are expected to drop by
more than 60 per cent, wit no extra budgetary investment outlays being
charged to the account. Subsidies will be reduced to FMG 3.7 billion, of
which FMG 1.5 billion represents subsidies to local rice, in respect of
past operations only. As a consequerice of the new price policy, subsi-
dies on both local and imported rice have beer eliminated. 1In addition,
delayed payments of subsidies in connection with 1981 meat exports are
expected to amount to FMG 1.8 billion, and payments of FMG 0.4 billion
are anticipated because of losses on coffee operations toward the end of
1981.

A small surplus is projected for central bank operations in connec-
tion with imported rice in 1982, largely due to pruceeds from the sale
of luxury rice at a price of FMG 300 per kilo and to an increase in
recelpts derived from repayments of arrears by marketing firms, which
will amount to FMG 11.2 billion. The deficit on the special Treasury



- 28 =

accounts is projected to rise to FMG 30.0 billion, with government
lending to and capital participation in public enterprises reaching
FMG 9.0 billion (up from FMG 6.1 billion in 1981) due to a high level
of capital subscription related to a number of new industrial units.
On-lending will amount to FMG 29.0 billion, of which FMG 20.3 billion
will be shared equally between agricultural and industrial projects
(Appendix Table XI). Deferred payments are estimated at FMG 16.8 bil-
lion and include FMG 8.0 billion of internal arrears the authorities
have undertaken to pay in 1982 under the revised budget, with priority
being given to debts toward public enterprises. Grants and commodity
ald, which acquired some importance as compared to previous years follow-
ing the natural disasters affecting Madagascar in earlyv 1982, are
expected to contribute FMG 3.3 billion on a net basis to government
receipts.

The overall deficit {s projected to decrease by 13 per cent to
FMGC 100.3 billion, with foreign financing of FMG 60.4 billion. The
introductiocn of a special nation wide government loan with interest
rates between 15 per cent and 18 per cent, together with normal Treasury
bond 1ssues, 1s expected to raise FMG 4.9 billion. Bank financing of the
deficit will be reduced by almost 40 per cent to FMG 35 billion.

4. Budgetary revenues

The structure of government revenue, as defined in Table 11, is
dominated by i1ndirect taxes, particularly taxes on international trade
and taxes on goods and services. During the period 1979-81, however, the
contribution of direct taxes to total revenue vrose steadily from around
16 per cent to 22 per cent, due to a sustained effort to enforce tax laws
and to collect direct tax arrears.

The contribution of taxes on goods and services to total revenue
fluctuated with the level of economic activity during the period 1979-80.
In 1981, however, taxes on goods and services, despite contributing a
record 40 per cent of total revenue, showed onlvy a modest rise of 8 per
cent as compared to a nominal increase in GDP of 14 per cent. The
receilpts from the value—added tax fell by over 15 per cent, reflecting
an increase 1r transactions with exempted goods and the official price
controls on a wide range of goods. The effects c¢f the decline 1n economic



Table 11. Madagascar: Budgetary Revenue, 1979-82 1/

(In billions of Malagasy francs)

Provisional Estimate
1979 1980 1981 1982

Direct taxes 15.4 19.9 23.5 24,2

Income tax on salaries 7.1 8.1 8.4 7.8

Other, including arrears 8.3 11.8 15.1 16.4
Taxes on goods and services 34.2 39.4 42,7 59.5

Value added tax 17.6 20.2 17.1 23.4

Turnover tax - - 1.9 2.1

Consumption tax 11.0 12.5 11.8 13.5

Taxes on petroleum products - -- 1.2 4.7

Profits of fiscal monopolies 5.6 6.7 10.7 15.8
Taxes on international trade 37.8 39.7 32.2 36.7

Import duties and taxes 28.3 30.6 21.5 22.9

Export duties and taxes 8.9 8.4 10.1 13.1

ottt r 0.6 0.7 0.6 0.7
Other taxes 3.4 3.7 4.3 4,1

Total tax revenue 90.8 102.7 102.7 124.5
Nontax revenue 4.8 3.2 4.1 3.1

Total revenue 95.6 105.9 106.8 127.6
Addendum:
Total revenue as per cent

of GDP 16.1 15.4 13.6 11.9
Total tax revenue as per

cent of GDP 15.3 14.9 13.1 11.6
Direct taxes as per cent

of GDP 2.6 209 3.0 2.3
Taxes on goods and services

as per cent of GDP 5.7 5.7 5.4 5.6
Import duties and taxes as

per cent of imports, c.i.f. 15.8 14.9 12.1 9.8
Export dutles and taxes as per

cent of exports f.o.b. 10.1 9.1 11.1 11.0

Sources: Data provided by the Malagasvy suthorities; and staff
estimates.

_l/ Revenues in this table are shown on the basis of assessments and
differ from actual cash receipts.
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activity during 1981 on taxes on goods and services were only partially
attenuated by a 60 per cent increase in the profits of the fiscal
monopolies and the additional receipts from newly created taxes. In
addition to the increase in the prices charged by the fiscal monopolies
for flour (87.5 per cent) and tobacco (16.5 per cent), a turnover tax of
1l per cent and large specific consumption taxes on petroleum products
were adopted in 1981.

The relative share of taxes on international trade in total revenue
declined throughout the period, from almost 40 per cent in 1979 to
30 per cent in 1981. Import taxes accounted for about 30 per cent of
total revenue in 1979 but fell to around 20 per cent of total revenue by
1981, due to the increasing proportion of exempt and lightly taxed goods
in total imports and a significant reduction in import volumes in 1981.
The ratio of import taxes to total imports fell steadily from 15.8 per
cent in 1979 to 12.1 per cent in 1981. This decline occurred despite
substantial tariff increases on a broad range of investment and inter-—
mediate products durirng 1981.

The total revenue tr GDP ratio has declined steadily from 16.1 to
13.6 per cent during the period under review, despite the strengthening
of the tax system. The decline was due entirely to a fall in the share
of indirect taxes, since direct taxes as a proportion of GDP have in-
creased steadily, to reach 3 per cent by 1981, as a result of an increase
in the tax on profits of commercial enterprises from 36 to 45 per cent
and greater efforts to collect tax arrears. Taxes on goods and services
as a proportion of GDP declined in 1981, despite the introduction, in
May of that year, of the major new specific taxes on petroleum products.

The structure of government revenue in 1982 is expected to reflect
the adoption of new tax measures. Indirect taxes are projected to con-
tribute almost 79 per cent of total revenues, as compared to slightly
over 74 per cent in 1981. Notwithstanding continued efforts to collect
arrears, the contribution of direct taxes to total revenue 1s expected
to fall to 19 per cent, following changes in the income tax on individ-
uals meant to reduce the tax burden and to make the system more equi-
table. The relative share of taxes on goods and services will rise to
almost 47 per cent of total revenue, reflecting the anticipated results
of the following new measures: (a) increase in the rate of the value-
added tax from 10 to 15 per cent. The additional receipts derived
from this adjustment are estimated at FMG 9.4 billion and will be divided
equally between the Central and local governments; (b) taxation of a



variety of products previously exempted under the consumption tax, in-
cluding a new 10 per cent tax on pharmaceutical products, and increases

in the rates applicable to selected consumption and intermediate goods;
(c) increases in prices charged by the fiscal monopoly for alcochol,
tobacco, matches, and flour; the price of the latte:- has been doubled

to FMG 300 per kilo. The additional profits resulting from these price

ad justments are estimated at FMG 4.0 billion; and (d) increases in the
prices of petroleum products by an average of 1B per cent to maintain

the level of traxation introduced in 1981. In addition, arrears of

FMG 3.0 billion on petroleum taxes are expected to be collected in 1982.
The relative share of taxes on international trade is expected to decrease
further by less than 29 per cent, with import taxes representing less than
18 per cent. The contribution of export duties to total revenue, however,
will rise to over 10 per cent, reflecting anticipated increases in export
earnings from coffee, vanilla, and cloves.

Total revenue and tax revenue to GDP ratios are expected to con-—
tinue their downward trend, and the ratio of direct taxes to GDP is
also expected to decline, reversing the trend shown in previous years.
Taxes on goods and services as a per cent of GDP should increase
moderately from 1981, as a result of the new discretionary tax measures.
The ratio of import taxes to total imports is expected to continue to
fall, reflecting a further i1ncrease in the proportion of exempt and
lightly taxed goods in the 1982 import program.

5. Government budgetary expenditures

During the period 1979-81 current expenditures accounted for an
average of 63 per cent of total budgetary outlays. From an economic
classification point of view, salaries represented a growing portion of
current expenditure, rising from 52 per cent in 1979 to over 61 per
cent in 1981 (Appendix Table IX). Salary expenditures rose by nearly
20 per cent 1in 1980, of which some 8 per cent is estimated to have been
due to the public sector wage Iincreases adopted in August 1979 and the
remainder due to personnel growth. During 1981 an average 3.4 per cent
cost-of-1living ad justment, combined with a 10.3 per cent growth in the
number of personnel resulted in a 12.6 per cent rise in salary expendi-
tures. The share of interest payments in current budgetary expenditure
has Iincreased steadily from less than 2 per cent in 1979 to around 5 ver
cent in 1981, reflecting the shift in government policy vis—-3a-vis foreign
borrowing, the rise in interest rates abroad, and the recent efforts to
mobilize domestic nonbank financing. Outlays on materials and supplies
represented an average 15.5 per cent of current expenditures through the
period 1979-81, and their share declined moderately in 1981 (Table 12).
The share of other types of expenditures has declined steadily from around
34 per cent in 1979 to some 21 per cent in 198l.
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Table 12. Madagascar: Current Budgatary Expenditure, 1979-82 1/
(In billions of Malagasy francs)

Provisional Budget 2/ Estimate
1979 1980 1981 1982
Functional classification
Public administration 40.6 47.3 46.9 45.1 .
Economic services 15.0 12.4 8.6 10.2 ce
Of which: agricultuyre (8.4) (6.0) (4.4) (5.1) (o)
public works (3.3) (2.6) (1.9) (2.3) (o)
Social services 34.1 43.3 41.3 46.4 .o
0f which: national education (25.8) (31.4) (33.1) (33.6) (...)
health services (7.1) (10.3) (6.8) (10.3) (eed)
Interest payments 2.2 2.1 2.5 6.2 9.7
Other 9-9 6.6 12-1 22.6 T
Total 101.8 111.7 111.4 130.5 134.1
Economic classification
Salaries and wages 50.4 59.5 68.0 77.2 77.4
Materials and supplies l4.4 18.6 17 .4 11.0 e
Interest payments 2.2 2.1 2.5 6.2 9.7
Other 34.8 31.5 23.5 36.1 o
Total 101.8 111.7 111.4 130.5 134.1
Addendum:
Economic services as per cent
of total current expenditures 14,7 11.1 7.7 7.8 ‘e
Soclial services as per cent of
total current exmenditures 33.5 38.8 37.1 35.6 e
Administrative services as per
cent of total current expendi-
tures 39.9 42.3 42.1 34.6 e

Sourcer Data provided by the Malagasy authoritles.

1/ Expenditures are shown on the basis of commitments and differ from
payments in the Treasury records.

2/ As originally approved in December 1981.



The functional classification of current expenditures reveals that,
while administrative and social services saw their combined share rise
from around 73 per cent in 1979 to an average of 80 per cent in 1980-81,
the relative share of economic services has shown a saharp downward trend
over the period; by 1981 its share was little more than half that of

1979.

A complete functional breakdown of proposed current expenditures
under the revised 1982 budget is not yet available. With respect to
personnel policy, however, recruitment will be limitea to graduates
from government professional schools. Salaries and wages are estimated
to reach FMG 77.4 billion, equivalent to 57.7 per cent of current
budgetary expenditures (Table 13).

Budgetary capital expenditures, including expenditures under the
reserved funds, represented 9.5 per cent of GDP in 1979; they rose to
10.8 per cent in 1980 before declining to 7.9 per cent in 198l1. The pro-—-
portion of these expenditures sustained by foreign financing has declined
sharply from around 49 per cent in 1979 to an average ~f some 40 per
cent in 1980-81 (Table 13 and Appendix Table IX). The structure of
capital expenditures has also changed, with outlays on economic services
graduallv reduced in favor of increased spending on administrative and
soclal services. The share of economic services decreased from some 63
per cent in 1979 to 50 per cent in 1981, reflecting a parallel trend in
current expenditures.

Although the original 1982 budget projected a share of economic
services roughly the same as in 1981, the revised budget has altered
dramatically the composition of capital expenditures, raising the
projected share of economic services to over 90 per cent of the total
(excluding outlays from the reserved funds)(Appendix Table X). A signif-
icant improvement is also expected regarding the financing of government
investment. While according to the original budget foreign loans would
finance less han one fourth of capital expenditures, the changes in the
structure of the investment program and the institution of an optional
tranche to be committed only 1if additional concessionary external assistance
becomes available are expected to enable the authorities to obtain
foreign financing equivalent to 73 per cent of total budgetary capital
expenditures, When these estimates are ad justed to take into account
capital expenditures under the reserved funds, this ratioc falls to 61
per cent.
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Table 13. Madagescar: Budgetary Capital Expenditure, 1979-82 1/

Revised Estimate
Provisional Budget 2/3/ budget 3/4/ 3/4/
o TS89 1982

(In billions of Malagasy francs)

Public administration 10.9 13.4 9.2 11.1 2.3 2.5

Economic services 32.0 28.0 11.5 21.3 45.0 (50.5)

0f which: agriculture (14.0) (13.2) (5.6) (7.3) (18.1) (20.3)

public works (9.7) (11.6) (5.7) (10.5) (17.5) (19.6)

Social services 8.3 6.7 2.4 8.6 2.5 2.8
Of which: national

education (6.6) (46.8) (1.3) (4.5) (1.2) (1.4)

health (0.3) (0.4) (0.3) (3.2) (0.6) (0.6)

Total 51.2 48.1 23.1 41.0 49.8 55.8

(In _per cent)

Public administration 21.3 27.9 39.8 27.1 4.6 4.5

Economic services 62.5 58.2 49.8 51.9 90.4 90.5

0f which: agriculture (27.3) (27.4) (24.2) (17.8) (36.4) (36.4)

public works (18.9) (24.1) (24.6) (25.6) (35.1) (35.1)

Social services 16.2 13.9 10.4 21.0 5.0 5.0
0f which: national

education (12.9) (10.0) (5.6) (11.0) (2.4) (2.5)

health (0.6) (0.8) (1.3) (7.8) (1.2) (1.1)

Total 100.0 100.0 100.0 100.0 100.0 100.0

Sources: Data provided by the Malagasy authorities; and Appendix Table X.

1/ Expenditures are shown on the basis of commitments and differ from actual
payments.

2/ As originally approved in December 1981.

3/ Does not include reserved funds.

z/ Incorporates changes in the 1982 investment program and includes the optional
tranche.
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V. Money and Banking

1. Structure of the financial system and instruments
of credit control

The present structure of Madagascar's banking system was established
in 1977, vhen the existing commercial banks and development banks (all of
which had been nationalized in 1975) were reorganized into three new banks,
each specializing in a particular type of credit activity. The National
Bank for Rural Development (BTM) and the National Bank for Industrial
Development (BNI) provide credit for agricultural and industrial purposes,
respectively, while credit for internal and external commerce is provided
by the National Bank of Commerce (BFV). Apart from these banks and the
Central Bank there is also a postal checking system, under the financial
control of the Treasury, and the Madagascar Savings Fund (Caisse d'Epargne
de Madagascar), which operates under the Ministry of Posts and Telecommuni-
cations and i8 concerned with the promotion of small savings. A National
Investment Fund (FNI) l/ was established in October 1979 to mobilize
domestic savings for the financing of long-term development projects
which were beyond the range of the traditicnal short- and mediva-term
financing functions of the commercial banks. One of the purposes of
the FNI 1{s to tap domestic savings such as the resources of the Madagascar
Savings Fund and the social security system, but the major part of its
resources consists of transfers from Government, including the allocation
of part of the proceeds of some taxes (including one third of the pro-
ceeds of the one per cent turnover tax, TASCAF). However, the FNI has
not yet begun active operations and has not provided any credit. 1lizre
are also two state-owned insurance companies, "NY Havana" and "ARO."

The policy instruments currently available to the Central Bank for
the control of credit activities of the commercial banks are: global
credit ceilings for each bank; the requirement of prior authorization
for credit extended by banks to an enterprise whose total outstanding
bank credit exceede FMG 100 million; and monthly ceilings on individual
bank's access to the Central Bank's rediscount window. Until 1981 all
short-term credit was divided into two catesories for the purpose of
establishing the global credit ceilings: overdrafts, import credit,
consumer loans, and normal commercial credit ("Masse A"), which were
regarded as of lower priority; and crop financing, export credit, and
credit to certain enterprises involved in industrial development
("Masse B"), which were granted a higher priority. In order to promote
production, certain enterprises engaged in the development of domestic
industry were moved from the first category ("Masse A") to the second
category ("Masse B"). Initially credit under Masse A was allowed to

1/ Fonds National d'Investissement.
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increase annually up to 3 per cent compared to 7 per cent for credit
classified in "Masse B." However, in 1973 the limit on expansion for
"Masse B" was abolished, but "Masse A" continued to be subject to celil-
ings. 1In 1981 the Central Bank abandoned the concept of "Magse A" and
"Magse B,"” and the atructure of the global credit ceilings was altered.
Separate limits were established for three types of credit: {import

credit and overdrafts; consumer loans and normal commercial credit; and
advances to contractors in connection with government projects. Crop
financing and export credit remain free from any ceilings. The cellings
are established for each bank on a quarterly, cumulative basis. Penalties
for exceeding the ceilings consist of a warning for the first infraction;
a reduction in access to the central bank rediscount window or the require-
ment to make noninterest—-bearing special deposits at the Central Bank
equivalent to 50 per cent of the excess credit for the second {nfrac-
tion; and for any further breaking of the ceilings the bank concerned is
required to make special deposits at the Central B-nk, equal to one half
of the excess of actual credit over the ceiling, .n which a negative in-
terest rate of 3 per cent is charged. The limit on commercial banks'
access to the Central Bank's rediscounting facilities has, in practice,
only affected the National Bank for Rural Development (BTM), since the
other two banks have been fairly liquid. In September 1981 the ceiliing
on the BTM's access to the rediscount window was reduced from FMG 4.6 bil-
lion to FMG 2.1 billion, to accompany a reorganization of the interbank
money market.

2, Interbank money market

Since June 1975 an interbank money market has been in operation,
whereby the excess resources of some banks (in practice the BNI and the
BFV) are channeled through the Central Bank to other national banks (in
practice the BTM). The money market offers two-, five-, and ten-day
credit, with the two—-day type being the most ponular. After the general
increase in interest rates of February 1981, offer and demand rates for
two-day credits were 5.5 per cent and 9.25 per cent, respectively. Since
its introduction the money market has been generally in a state of
imbalance, with funds supplied exceeding demand. This was partly due to
seasonal factors, but also to the fact that the interest rate paid by
the BTM for use of funds from the money market was higher than the Central
Bank's rediscount rate (B per cent). Therefore, the BTM preferred to use
the Central Bdank's rediscount facilities and only went to the money
market as a last resort. In September 1981 the money market was replaced
by a “"face-to-face™ market, and the limits on rediscounts of short- and
medium-term credits were lowered. The borrowing interest rate was reduced
to 6.5 per cent, resulting in an increased use of the money market and a
sharp reduction in BM™'s recourse to the rediscount facilities of the
Central Bank. At the time of the general increase in interest rates on
June 1, 1982 the offer- and demand- rates for two—day credits were



- 37 -

raised to 12.5 and 13.5, respectively. Furthermore, the liquidity of
the national banks has been reduced since their reserves no longer
include the outstanding balances on the "face-to-face"” market, as was
the case under the former interbank market.

3. Overall monetary and credit developments

Overall monetary and credit developments since December 1977 are
summarized in Table 14. During the four years ended December 1981
total domestic credit increased at a very rapld pace, the net external
position of Madagascar deteriorated sharply, and money supply rose at a
faster pace than nominal GDP. These trends have persisted during the
first few months of 1982.

Total domestic credit of the banking system, which rose in 1977 by
11 per cent, increased in the following two years at an average annual
rate of some 48 per cent. In 1981 the rate of credit expansion moderated
somewhat to about 22 per cent. Overall, during the last four years total
domestic credit rose at an average annual rate of 32 per cent. In re-
lation to broacd money (My) at the beginning of each of the four years,
the increase in domestic credit averaged some 41 per cent per annum.
More than three fourths of the total expansion in domestic credit was
directed to the government sector, reflecting the rapidly widening fiscal
deficit, a large part of which was financed by recourse to the banking
system. Starting from a low base, pret credit to the Government, which
represented 23 per cent of total domestic credit at the end of 1977, in-
creasea during the four-year period at an averge annual rate of 72 per
cent, or at much faster pace than the increase 1in total dowmestic credit,
and at the end of 1981 accounted for about 59 per cent of the total.
Nearly 93 per cent of the Increase in net credit to the Government was
provided by the Central Bank, mainly in the form of increases in ordinary
advances, as well as advances related to the marketing of imported rice.
Credit to the private sector and state enterprises increased during the
last four years at an average annual rate of less than 15 per cent,
which 1s well below the rate of increase in total domestic credit, and
in relation to the total fell from 77 per cent in 1977 to 41 per cent
in 19810

Parallel with the rapld expansion in domestic credit, Madagascar's
net external position deteriorated sharply. The net foreign assets of
the bhanking system, which amounted to FMG 14.0 billion at the end of
Deceuber 1977, turned negative in 1979, with net foreign liabilitles
reaching FMG 94.4 billion at the end of 1980. The net external posi-
tion of Madagascar continued to deteriorate further in 1981, and the
net foreign liabilities of the barnking system at the end of thils year
amounted to FMG 125.8 billion, reflecting, in part, the outstanding
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Monetary Survey, 1977-82

(1a.biilioss of Melageey rauce; sad of period)

1977 1978 197 1980 1
March June sept. Deec. March
Ot.i'ﬂ assets (ﬂ.t) 13-” 7.82 *0.7‘ -94.26 =91.54 <~104,18 =116.56 =125.80 =-131.97
Central Bank 8.%9 8.58 -34.50 -86.68 ~89,31 =104.25 -112.05 ~123.92 =138.12
National banks 5.36 -0.76 -45.28 -7.68 -2.23 0.07 =6.49 =-1.88 0.15
omestic credit 124,32 149,51 219.98 326.08 361.67 346,32 363.35 398.78 a12.57
Claims on Governsent (net) 28.21 48.46 99.07 175.717 186.08 196.90 203.74 234.93  248.98
Central Bank (27.99) (45.88) (88.56) (174.16) (177.70) (184.20) (189.35) (220.49) (233.%9)
National baoks (=4.33) (=4.70) (=2.47) (=11.56) (=5.70) (~2.09) (0.17) (=0.50) (~0.48)
Other claims (4,57) (7.28) (12.98) (13.1%) (14.08) (16.79) (14.21) (14.96) (15.87)
Claims on state enterpriscs
and the private sector 96.12 101.05 120.91 150.31 155,39 149.42 159.61 163.83 163.60
)n-lending l.00 1.00 12,13 11.21 11.21 11.21 11.21 11.10 11.10
To Governm«rt -— - 2.38 2.62 2.62 2.62 2.62 2.50 2,50
To atate entetprises 1.00 1.00 9.75 8.59 8.59 8.59 8.59 8.59 8.59
jroad money 120,28 140.77 172.91  205.81 212,95 211.13 219.10 263.55 246.61
Money 99.62 112.83 137.71  164.74 173.02 168.99 178.27 200.84 201,24
Currency outside banks (41.64) (48.18) (53.55) (70.23) (67.1) (71.47) (77.63) (B83.10) (B4.4S)
Demand depoaits (57.98) (64.65) (84.16) (946.51) (105.31) (97.51) (100.64) (117.74) (l16.79)
Qulli-loney 20.66 27 .94 35.20 41,07 39.93 62.14 40,83 42,71 45,37
Long—-term foreign liabilities 3.1 2,98 14.55 31.79 42.36 42.8) 49.66 51.90 51.54
Central Bank 1.00 1.00 11.61 20.65 30,22 28.36 37.19 19.70 19.70
National banks 2.31 1.98 2.9 11,14 12.14 14,47 12.47 14.70 14,56
Rescheduling arrangemants - - - - vee cas ces 17.50 17.28
Counterpart funds 0.14 0.36 0.02 0.20 0.26 0.34 0.14 0.66 0.05
Other items (net) 15.5¢6 16,22 3.85 5.13 5.37 -0.95 -12.88 =12.04 —6.50

Sources Data supplied by the Malagasy asuthorities, foraign assets and liabilities
staff to reflact prevailing exchange rates.

have bsen ravaluad by the
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balance of consoldiated arrears. 1In addition, medium- and long-term
foreign liabilities of Madagascar continued to increase, and rose 1in 1981
by more than 60 per cent to FMG 51.9 billion.

Reflecting credit developments as well as the deterforation in the
external financial position of the banking system, money supply, broadly
defined, rose in the last four years at an average annual rate of 19 per
cent, which was above the rate of increase in nominal GDP estimated at
about 14 per cent. During this period the currency in circulation repre-
sented, on average, about 42 per cent of money supply, narrowly defined
(My). Meanwhile, quasi-money, after increasing at the same pace as M;
during the period 1977-80, virtually stagnated in 1981 notwithstanding
the increase in interest rates beginning 1n February of this year.

Monetary and credit developments in the first three months of 1982
indicate a continuation of the trend which characterized the preceding
four years. Total domestic credit rose from FMG 398.8 billion at the
end of December 1981 to FMG 412.6 billion at the end of March 1982,
with the entire increase accounted for by expansion in net credit to
the Government. Meanwhile, credit to the private sector and state enter-—
prises stagnated, reflecting the low level of economic activity brought
about, in part, by acute shortages of foreign exchange to finance imports
of spare parts and raw materials for the manufacturing sector. With the
continued weakness in the balance of payments and a depreclation of the
Malagasy franc vis-3-vis the U.S. dollar, the net foreign liabilities of
the banking system increased by FMG 6.2 billion. During the first
quarter of 1982 the net foreign liabilities of the Central Bank rose by
FMG 14.2 billion, wiile the national banks improved their net external
position, ard their net foreign liabilicies of FMG 1.9 billion at the end
of December 1981 was reversed to a positive balance of FMG 6.2 billion at
the end of March 1982. Broad money rose by MG 3 billion in the first
quarter of 1982 to FMG 246.6 billion with most of the increase in
quasi-money.

4. Operations of the Cent 1 Bank

Appendix Table XIIT summarizes the operations of the Central Banrk
during the period December 1977-March 1982. During the four-year period
ended in December 1981 the Central Bank accounted for about 72 per cent
of the increase in total domestic credit provided by the bankling system,
net of government deposits. Net credit to Government from the Central
Bank slightly exceeded the increase in total domestic credit provided by
the bank, as credit to national banks declined sharply, reflecting their
highly liquid position.

The central bank credit to the national banks, which amounted to
FMG 12.4 billion at the end of 1977, declined to FMG 1.5 billion at the
end of 1981, and, in relation to total credit provided by these banks,
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fell from 14.3 per cent to less than 1 per cent. During the first

three months of 1982 net credit from the Central Bank (i.e., net of
government deposits) rose by FMG 12 billion to FMG 245 billion as net
credit to the Government rose by about FMG 13 billion, while credit to
national banks declined by FMG 1 billion. As indicated earlier, the net
foreign position of the Central Bank continued to deteriorate in the
early months of 1982, and the net foreign liabilities rose by 11.5 per
cent to FMG 138 billion. During the four-year period 1977-81 reserve
money rose at an average annual rate of 23 per cent, or higher than the
average rate of 1increase in broad money.

5. Operations of the national banksg

Appendix Table XIV summarizes the operations of the national banks
during the period December 1977-March 1982. During the four years 1977-81
net domestic credit provided by the national banks increased at an average
annual rate of 16.7 per cent, which was less than the average rate of in-
crease Iin credit provided by the whole banking system. While credit to
state enterprises and the private sector rose steadily, the Government
maintained a net deposit balance with the national banks, but the amount
declined from FMG 4.4 billion at the end of 1977 to FMG 0.5 billion at
the end of 1981. Also, during this period the banks improved signifi-
cantly their liquidity position in two ways. First, their cash holdings
and deposits with the Central Bank rose from FMG 2.3 billion at the end
of 1977 to FMG 7.3 hillion at the end of 1980 and to FMG 1l4.3 billion at
the end of 1981. 1In the first three months of 1982 their reserves con-
tinued to increase and reached FMG 18.7 billion, or the equivalent of
14 per cent of their demand and time deposits. Second, their recourse
to central bank credit declined from FMG 12.4 billion at the end of 1977
to FMG 1.5 billion at the end of 1981, and declined further to FMG 0.4
billion at the end of March 1982. During the period 1977-81 the national
banks had recourge to foreign borrowing. Their net external position
deteriorated from a positive balance of FMG 5.4 billion at the end of
December 1977 to a negative balance of FMG 1.9 billion at the end of 1981.
In the first three months of 1982 the national banks' foreign assets
rose and thelr foreign liabilities fell, resulting in a positive bal-
ance of FMG 6.2 billion. In addition, long~-term foreign borrowings
(which are not netted against the foreign assets) rose from FMG 2.3 bil-
lion in 1977 to FMG 14.7 billion in 198)1, and stabilized in 1982 at this
level.

6. Interest rate structure

Effective February 1, 1981, a new interest rate structure was adopt-
ed (Appendix Table XV). Generally speaking, the rates applied by the
Central Bank for rediscounts and advances were raised by 2,5~3.25 percen-
tage points. While the basic rediscount rate was fixed at 8 per cent,



- 41 -

other rates charged by the Central Bank ranged between 7 per cent for
rediscounts of export bills and 11 per cent for certain types of advances.
Rates charged by the national banks were also raised and ranged between

9 per cent for the financing of coffee stocks and 13 per cent for over-
drafts. Deposit rates paid by the national banks were also raised; for
time deposits of one-to-two years' maturity the rate was 6.75 per cent and
went as high as 8.5 per cent for certificates of deposit of five-to-six
years' maturity.

A further increase in interest rates was introduced on June 1, 1982.
The basic central bank rediscount rate was increased to 12.5 per cent,
and borrowing and lending rates were raised correspondingly. The rates
charged by the national banks now range between 12.5 per cent for the
financing of coffee stocks and 17 per cent for overdrafts. The average
lending rate, weighted by the stocks of credit outstanding, is now
15.1 per cent, as compared to 10.6 per cent before the latest increase.
Rates paid by the national banks on time deposits now range from 9 to
12.5 per cent, with a rate of 10.5 per cent for deposits of one-to-two
years' maturity. On June 1, 1982 tne Government also introduced a special
national loan, to help finance the Covernment's investment program, with
maturities of five and ten years and interest rates of 15 and 18 per cent,
respectively.

VI. Balance of Payments

1. Overall developments

Madagascar's overall balance of payments deteriorated sharply in
1979 and 1980, largely as a result of highly expansicnary fiscal
policies exacerbated by adverse terms of trade (Table 15 and Appendix
Table XVI). A rapld expamnsion in aggregate domestic demand led to a
drastic widening of the external current account deficit, which went
from around 5 per cent of GDP in 1978 to over 17 per cent in 1979 and
1980. The deficit was financed by a rundown of foreign reserves, a
ma jor increase in foreign borrowing, on increasingly onerous terms,
and, since 1980, an accumulation of external arrears.

The deficits on the current account and the overall balance decreased
in 1981, as a result of a sharp reduction in the level of imports, which
fell by over 30 per cent in volume terms. However, the external ilmbalance
remained large, with a current account deficit of SDR 334 million, equi-
valent to 13.6 per cent of GDP. This was partly as a result of a sharp
fall in export receipts, due mairly to lower earnings from coffee. The
terms of trade are estimated to have deteriorated by over 20 per cent.
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Table 15. Madagascar: Balance of Payments, 1978-82

(In millions of SDRs)

1978 1979 1980 1381 1982
Est. Proj.
A. Current account -91.0 =374.0 -463.6 =334.1 =377.7
Trade balance 14.8 -222.3 -284.7 -170.2 =205.0
Exports, foOobo 32305 32002 335-6 285-5 314'3
Imports, f.o.b. -308.7 -542.5 -620.3 -455.7 -519.3
Net services and transfers -105.8 -151.7 -178.9 ~163.9 =172.7
B. Capital account 90.4 211.5 276.9 256.1 236.5
Private capital 1/ 61.5 83.1 102.1 65.7 70.1
Official capital_&/ 28.9 128.4 174.8 190.4 166.4
C- SDR allocation ._- 3-5 3.5 3-5 :
D. Overall balance (A + B + C) -0.6 -159.0 -183.2 -74.5 -141.2
E. Changes in net official inter-
national reserves (increase -) 0.6 159.0 183.2 74,5 141.2
Memorandum item:
Gross official reserves at
end of period
In millions of SDRs 44.5 1.0 15.7 27.5 27.5
In months of imports 1.7 0.0 0.3 0.7 0.6

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

1/ Including state enterprises, short-term capital, net errors and omissions,
and valuation changes.

2/ Including debt rescheduling already obtained.
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A large increase in interest payments on the rapidly growing external
debt offset most of the reduction in freight and insurance payments on
the lower level of imports, so there was little improvement in the
services account.

The net inflow of nonmonetary capital was about the same as in 1980,
as gross capital Inflow remained virtually unchanged and the increase in
amortization payments due was attenuated by the reschedulings with public
creditors within the framework of the Paris Club, and with a number of
private creditors. The overall balance of payments deficit was less
than half that of the two preceding years, but remained substantial at
SDR 74.5 million. It was financed by purchases from the Fund, excep-
tional balance of payments support from bilateral sources, and a further
accunulation of arrears on a net cash basis, although the actual stock
of arrears declined because of success in negotiating consolidation
agreements.

In 1982 the authorities aim to limit the overall balance of payments
deficit to some SDR 141 million. This will permit the volume of imports
to grow by around 9 per cent from the depressed level of 1981. The
increase will be more than accounted for by the volume of rice imports,
which is expected to grow by over 50 per cent as a result of heavy
cyclone damage to the domestic crop. Export receipts are also projected
to Iincrease, by around 10 per cent, so that the current account deficit
as a proportion of GDP should decline slightly to around 13.4 per cent.
Gross caplital flows are expected to increase, partly as a result of
concessional foreign loans linked to the emergency rice imports, but
net capital flows will decline because of heavy repayments of principal
before any further debt rescheduling beyond the one already obtained
through June 1982 during the 1981 Paris Club renegotiation. 1In addition
to the overall balance of payments deficit, Madagascar also has payments
obligations amounting to SDR 46.7 million with respect to previous
arrangements for the consolidation of arrears. Together with a net cash
repayment of SDR 7.6 million of still outstanding arrears, this {fmplies
a total financing need of SDR 195.5 million. Net purchases from the
Fund and already identified exceptional balance of payments financing
amount to SDR 79.7 million, which leaves a gap of SDR 115.8 million to
be filled by debt rescheduling and additional external assistance, of
which an estimated SDR 54.2 million would represent new external
resources and SDR 61.6 million debt relief.

2. Merchandise trade

a. ExEorts

The value of total exports in terms of Malagasy francs has been
stationary in recent years and in 1981 amounted to FMG 91.4 billion,
the same as in 1978 (Table 16). The principal characteristic of export
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Exports, 1978-82

(Valus {n billions of FMG:

volums in thousands of
metric tous; and unit prices in FMG/kilo)

1978 1979 1980 1981 1982
Prov. Prov.
Coffee, value 36.6 3s.1 45.1 31.8 42.6
Volume 55-2 53.1 6’05 60-5 60-0
Unit prica 663 604 649 524 710
Cloves, value 17.2 15.0 6.6 21.1 28.4
Volume 14.8 1.3-5 4.4 9.3 10.1
Unit price 1,166 1,111 1,510 2,271 2,818
v.nill‘. value '.6 3-1 3:9 801 12.7
Volumas 1.5 0.4 0.4 0.7 0.8
Unit price 5,928 7.126 9,621 12,162 15,875
Shellfish, value 3.1 3.7 i.9 4.6 5.4
Volume 3-5 3.6 3.4 3.2 3-2
Unit price 893 1,034 1,139 1,418 1,678
Petroleum products, valua l.6 2.2 l.4 3.0 4,7
Volume 73.9 94.9 40.5 59.9 76.5
Unit price 19 24 34 51 61
Sugar, value 1.4 1.4 2.5 2.3 l.4
Volume 23.2 19.6 24.0 15.0 10.1
Unit price 62 70 103 153 138
Meat, value 1.5 2.9 3.8 1.3 1.6
Volume 3.3 5.3 6.5 2.1 2.1
Unit price 464 555 57 640 73
Cotton fabric, value 1.5 l.9 1.8 1.9 3.5%
Volume 2.9 3.4 3.4 3.1 cne
Unit price 5lo 542 51 61 ere
Sisal, value 1.2 1.8 1.7 1.6 veu
vol‘-l. 15.2 15-“ 13-5 12-6 2ea
Chroma, valus 3.1 1.8 2.0 1.3 1.7
Volume 144.7 109.1 134.5 67.2 70.0
Unitc price 22 17 15 19 25
Graphite, value 1.3 1.3 1.4 2.2 2.4
Volume 16.9 14.6 11.5 16.4 15.0
Unit price 76 88 1258 135 160
Mica, value 0.2 0.3 0.1 0.2 .
Volume 1.3 1.2 1.1 0.9 ces
Unit price 153 213 296 259 cae
Other, value 14.3 14.5 17.9 12.0 15.0
Total (f.0.b.) 91.4 88.0 92.3 91.4 119.4

Sources:
estimates.

Data provided by the Malsgasy authorities, and scaff
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performance in recent years has been the stagnation or decline in volume
coupled with a lack of export diversification. 1In 1981 export volume
was 24 per cent below the level of 1978 (Table 17). In 1981 volume

rose somewhat compared with 1980, but this was due in part to exports

of cloves, which had recovered from the 1980 trough to the first peak
year of thelr three-to-four-year cycle. In terms of Malagasy francs,
the decline 1n export volume was balanced by the increase in average
unit prices, so that the value was virtually unchanged.

The unsatisfactory export performance reflected in large measure
the stagnation or decline of agricultural production in recent years,
which was linked to the serious neglect of the agricultural sector.
This resulted from the sharp deterioration of the basic infrastructure,
such as Iinadequate transportation facilities, including poor conditions
at ports, inadequate extension services and distribution networks, and
insufficient replanting of export-crop—bearing trees and plants.
Scarcity of agricultural credit contributed in large part to the above
problems. Moreover, the shortages of imported spare parts required
to renew old equipment, including in the m.ning and small manufacturing
sectors, and the lack of profitability at prevailing prices and exchange
rates were hindrances to production and export.

Table 17. Madagascar Foreign Trade Indices, 1977-82

(1981 = 100)

1977 1978 1979 1380 1981 1982

Proj.
Export volume 101 131 117 91 100 103
Export prices 1/ 98 84 91 119 100 111
Import volume 87 921 147 146 100 109
Import prices 1/ 66 74 81 93 100 105
Terms of trade 148 114 112 128 100 106

Sources* Data provided by the Malagasy authorities, and staff estimates.
1/ In terms of SDRs.
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Examining more closely the developments in 1981, the principal changes,
in absolute terms, occurred in the two major export crops, coffee and
cloves. Earnings from coffee exports declined by FMG 13.3 billion due
to both lower shipments (-13 per cent) and lower average unit prices,
which fell by 19 per cent in terms of Malagasy francs. Madagascar
exported the full quota of 50,000 tons under the International Coffee
Agreement (ICA) and 10,500 tons to non-1CA members. In addition to
the weakening of international prices for Robusta, prices for Madagascar's
coffee exports to non—-ICA member countries were also affected adversely
by the country's serious financial constraints, which left the authori-
ties in a poor bargaining position. By contrast, export earnings from
cloves increased by FMG 14.5 billion, or more than threefold, in response
to higher volume, which more than doubled from the preceding trough
year of the clove cycle, and to higher average unit prices, which rose
by one half. Unit prices rose for the second consecutive year, but
the volume was still significantly below that in the previous peak
years of 1978-79. Increases were also recorded in earnings (in terms
of Malagasy francs) from vauailla exports and, to a lesser degree, in
earnings from petroleum products, graphite, shellfish. and cotton
fabrics. The growth in vanilla exports followed two sears of stagnation
in export volume; shipments in 1981 rose by 75 per cent, while average
unit prices continued their upward trend of recent years, increasing
by 26 per cent. Export volume, however, was still below the levels
attained in 1977-78.

Earnings from all other exports declined, notably meat, chrome,
sugar, and sisal. The volume of meat exports fell by 68 per cent, due
mainly to lack of competitiveness in world markets. Meat exports have
been subsidized since 1979 by way of bank credits. 1In 1981 the Treasury
reimbursed these credits in an amount of FMG 2.8 billion relating to
exports in 1979 and 1980. 1In the case of chrome, export volume was
adversely affected in part by uncompetitive costs due to outmoded
equipment as well as by transportation difficulties and the depressed
world demand. Subsidy payments of FMG 0.5 billion were made in 1981,
in part to finance stocks which could not be exported. The volume of
sugar exports declined by 38 per cent and more thanm offset an jincrease
in prices. The decline in volume was partly due to smaller output
from obsolescent equipment and to poor iriigation facilities. In
addition, increasing domestic consumption, despirc a sharp increase 1in
the consumer price in 1981, reduced the exportable surplus. In summary,
with the notable exceptions of cloves, vanilla, petroleum products,
and graphite, the volume of all other exports recorded significant
declines in 1981.

In 1982 export earnings are projected to increase by FMG 28 billion
(31 per cent) to FMG 119.4 billion, after taking account of the deprecia-
tion of the Malagasy franc in May 1981. Overall export volume 1s ex-

pected to increase by about 3 per cent. The most important gains, 1in



absolute terms, are to come from coffee, cloves, vanilla, and petroleum
products. The volume of coffee exports is projected to decline mar-
ginally in 1982, but this is expected to be more than offset by a re-
covery in average unit prices (up 35 per cent), reflecting the stabfli-
zation measures under the International Coffee Agreement and a lower
Brazilian output following the 1981 frost. The increase by FMG 11 bil-
lion (34 per cent) in receipts from coffee exports is to account for

two fifths of the total projected gain in 1982. The next most important
growth in export receipts is expected to come from cloves, volume is
projected to increase by 9 per cent in the second year of the peak

cycle, and, coupled with a 24 per cent increase in average unit prices,
earnings are to increase by FMG 7.3 billion (35 per cent), representing
over one fourth of the total export increase. Exports of vanilla are
expected to benefit from a 14 per cent increase in volume and a 31 per cent
increase in average unit prices to reach a record gain of FMG 4.6 billion
(57 per cent), accounting for 16 per cent of the total growth in exports.
Increases are also expected from exports of petroleum products, where

the extension and modernization of the refinery is expected to facilitate
an increase in export volume (28 per cent) for the second consecutive
year; together with a projected rise in unit prices by 20 per cent,

total earnings from petroleum products are to go up by FMG 1.7 billion
(57 per cent). Less important gains are forecast for exports of shell-
fish, meat, and graphite, ir all cases as a result of more favorable

unit prices, while volume is projected to either st. .ate or decline.

b. Imports

Following an increase by nearly 70 per cent .n terms of Malagasy
francs in 1979, the rate of increase decelerated to 15 per cent in
1980, and in 1981 imports declined by 14 per cent to FMG 177.9 billion
(Table 18). These developments reflected an increase in volume by over
60 per cent in 1979, an unchanged level in 1980, and a reduction by
over 30 per cent in 1981. The latter outcome resulted from the country's
severe foreign exchange constraint.

Of the total decline by FMG 28 billion in 1981, about one half wu.s
accounted for by the category "other,” which compris. v temporary imports,
mainly heavy equipment goods for the execution of investment projects.
The decline reflected the sharp drop in investment activity under the
impact of the foreign exchange shortage. The next most important
reduction occurred in imports of raw materials and intermediary goods,
which made up nearly two fifths of the total decline, followed by
consumer goods other than foodstuffs and capital goods, which each
represented around 30 per cent of the overall reduction in the import
bill. By contrast, imports of foodstuffs rose by FMG 9 billion (48 per
cent), almost entirely because of rice. The volume of rice imports
rose to 192,000 tons (B per cent), as domestic production was adversely
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affected by drought; in addition, average unit prices were 46 per cent
higher than in 1980. Following a 60 per cent increase in energy imports
in 1980, they rose by only 6 per cent in 1981; the volume of crude oil
imports declined by 6 per cent.

In 1982 imports are projected to grow by FMG 55 billion (30 per
cent, after allowing for the depreciation of the Malagasy franc in May
1982), with the volume of imports forecast to grow by 9 per cent from
the depressed level of 1981. However, in real terms tnis level would
still be 20 per cent higher than in 1978, representing an annual average
increase of around 5 per cent. Two fifths of the total expansion in
1982 1is to be due to foodstuffs, mainly rice, the volume of which is
expected to increase by over 50 per cent. Imports of raw materials and
{intermediate goods are projected to recover from their decline in 1981
and to increase by 50 per cent, accounting for about one third of the
import expansion. This reflects the authorities' emphasis in the 1982-84
investment program on the rehabilitation of existing capacity rather
than the launching of new investment projects. 1In line with this
policy, imports of capital goods are projected to decline by 5 per cent.

In terms of the composition of imports, capital goods, despite
their projected continued decrease in 1982, would still account for the
most i{mportant share, representing one fourth of total imports. The
proportion of food imports in the total has fluctuated, mainly in re-
sponse to the demand for imported rice. Reflecting the projected
sharp increase in rice imports in 1982, food import-, together with
imports of raw materials and intermediate goods, are expected to have
the second largest share in the import bill, each accounting for just
over one fifth of the total. The relative position of consumer goods
other than food 1s projected to continue the declining trend of recent
years and to make up less than 9 per cent of the total in 1982.

¢+ Direction of trade

The relative importance of Madagascar's various export markets has
not undergone any significant change in recent years (Table 19). The
notable exception is France, whose share as an outlet for Madagascar's
exports has declined almost without interruption from 26.5 per cen
in 1976 to 19.6 per cent in 1980. 1In 1978 France was replaced by the
United States as the most important market for Madagascar's exports,
although in 1980 France and the United States held equal shares. The
next most Important single market has been the Federal Re,ublic of
Germany, whose relative share ranged above 8 per cent during 1977-80.
The importance of Indonesia as an export market varies significantly,
depending on whether {t is a trough or a peak year for the production
and export of cloves,which are sold principally to Indonesia. During
19/7-80 Indonesia's share in total exports averaged 7.7 per cent, but
in 1978 and 1979 it was 13.6 per cent and 12.9 per cent, respectively.
The share of Japan fluctuated in recent years from a high of 8.4 per
cent in 1977 to a low of 3.7 per cent {in 1978. 1In 1980, however, the
relative importance of the Japanese market increased to 10.4 per cent,
the second largest share.



-8 -

Table 19. Madagascar: Direction of Trada, 1977-80 }/

1 1978 1979 1380 mw” 1978 1979 1960
(In biliions of FMG) (In _per cemt)

Expores, f.0.b. 82.9 87.2 83.8 84.4 100.0 100.9 100.0 100.0
France 22.0 20.1 21.7 16.6 26.5 23.0 25.9 19.6
EC (other then Prance) 14.5 9.8 1.7 17.3 17.% 11.2 1¢.3 20.4

Gerasny, Ped. Rep. of (7.0) (6.5) (6.4) (7.98) (8.4) (7.%) (7.6) (9.2)
Italy (1.9) (1.2) (2.8) (2.3) (2.3 (1l.4) (3.)) (2.7)
Netherlands (2.6) (1.1) (2.%) (3.4) (3.1) (1.3) (3.0) (4.0)
United Kingdom (2.1) (0.2) (1.2) (2.9) (2.6) (0.3) (1.4) (3.4)
Belgium-Luxembourg €0.7) 0.7 0.7 (0.6) (0.8) (0.8) (0.8) 0.7
Danmark {0.2) (0.1) (0.1) 0.3 (0.3) (0.1) (0.2) (0.4)
United States 18.5 2.9 12.3 16.6 22.3 25.1 14.7 19.6
Réunion 2.4 2.4 2-7 2.6 2-9 2.8 3.2 3.1
Japan 7.0 3.2 b4 8.8 8.4 3.7 5.2 10.4
Malaysia 0.8 — 0.4 0.4 1.0 -— 0.5 0.5
Indonestia 1.0 11.9 10.8 2.5 1.2 13.6 12.9 .9
Algeris 3.7 1.9 4.5 2.9 4.8 2.2 S.4 3.4
Other 13.0 16.0 13-3 17-1 15.7 18.4 15.9 20-1

Imports, ¢ {.C. 85.2 99.6 135.3 126.8 100.0 100.0 100.0 100.0
France 33.5 34,7 43.6 32.5 39.3 34.8 32.2 4l.4
EC (other than Prarce) 16 8 22.2 25.8 8.6 19.7 22.3 19.1 22.6
Geraany, Fed. Rep. of (7.1) (13.9) (12.%) (13.0) 1 8.3) (13.9) (9.2) (10.2)
Italy (4.1) (3.0) (5.2) (4.8) (46.R) (3.0) (3.9) (3.8)
Netherlands (2.1) (2.1) (2.9) (2.5) (2.5) (2.2) (2.2) (2.0)
Unitecd Xingdom (1.9 (l.4) (2.7) (4.0) (2.2) (1.4) (2.0) (3.2)
Belgium=Luxeabourg (1.5) (1.7) (2.2) (4.0) (1.8) (1.7) (1.6) 3 2)
Denmark ~ (0.1) (0.1) (C.3) (0.3) (0.1) (0.1) (0.2 (0.2)
United States 2.8 3.4 14,5 4.5 3.3 3.4 10.7 3,6
Qatar 2.6 1.1 _— -— 3.0 1.1 _— -
Japan 9 3 4,7 7.7 6.9 5.2 4,7 5.7 5.4
Saudi Arabia - 1.0 -— 0.4 _— 1.0 -— 0.3
China, Pecple's Republic of 3.4 6.2 6.5 1.9 4.0 6.2 4.8 1.5
Other 21.7 26.3 37.2 32.0 25.9% 26.95 7.5 25.2

Source Data prov.ded by the Malagasy authoritiaes.

l/ Figures do not corraspond to those included in the balsnce of paymsats or in Tables 16 and 18.



On the import side, France continues to be the largest asource of
supply for Madagascar. Although its share in Madagascar's imports de-
clined in both 1978 and 1979 to 35 per cent and 32 per cent, respectively,
this trend was reversed in 1980, when France's share grew to over two
fifths of total imports. Imports from other EC countries have tended
to increase, reaching a high of 22.6 per cent of the total in 1980; this
reflected mainly the rising relative position of the Federal Republic of
Germany, which has remained the second largest supplier. Imports from
Japan averaged 5.3 per cent of the total during 1977-80, while those
from the United States were around 3.5 per cent, except in 1979, when
large imports of equipment goods associated with the expansionary
investment program pushed the United States' share to 10.7 per cent of
the total. Prior to 1977 Madagascar's main scurces of oil imports
were Qatar and Saudi Arabia. Since 1977-78, however, Madagascar has
shifted 1ts oil purchases toward Libya and Iraq and various spot markets,
which are included under the category "other."”

3. Services

Madagascar has substantial deficits on the servirc account.
Between 1977 and 1980 the net outflow on services rose by 60 per cent
to SDR 179.6 million. The deterioration was due primarily to sharp
increases in payments for freight and insurance associated with the
steep rise in imports, especially in 1979, and the increase in interest
payments because of the rapidly growing external debt and higher interest
rates. The deficit on the services account decreased somewhat in 1981,
as a result of the reduction in payments for freight and merchandise
insurance associated with the decline in the volume of imports. However,
payments in respoct of investuent income continued to rise, recording
their sharpest increase (71 per cent) in recent years. Dui.ng 1981
Interest payments amounting to SDR 17.5 million were rescheduled within
the framework of the Paris Club renegotiation and under agreements
reached with private creditors. However, the moratorium intrerest
charged on the rescheduling of principal and interest as well as on
the consolidation of ocutstanding arrears amounted to SDR 10.6 million,
so that the net decrease in interest payments amounted to only SDR 6.9
million. 1In 1982 the net outflow on services is projected to increase
by 6 per cent, associated mainly with a further increase (28 per cent)
in interest payments on external debt. The latter take account of
the debt rescheduling obtained through June 1982 within the framework
of the Paris Club renegotiation. Before any further rescheduling, the
moratorium Interest to ve pald on the rescheduling of principal and
interest and on the consolidation of arrears thus far obtained exceeds
the Iinterest payments rescheduled during the first hal® of 1982 by
SDR 3.4 million. )



4. Capital movements

Following a more than fivefold expansion in the net inflow of non-
monetary capital in 1979, the increase decelerated in 1980 to 57 per
cent, and in 1981 net capital inflow was virtually unchanged. The 1979-80
increases were associated with the expansionary investment policy and the
sharp rise in imports in that period, although the capital inflows, as

noted above, were not sufficient to cover the financing needs, and sub-
stantial overall deficits were recorded in both years, including the
accumulation of arrears beginning in 1980. The 1981 outcome reflected

a virtually unchanged level of capital inflows, as the increase to the
public sector was offset by a decline in private sector capital inflow.
Amortization payments originally due were reduced through the resched-
ulings obtained in 1981, which are discussed in greater detail in subsec-
tion 5 on the external debt. The total amount of principal payments that
were rescheduled amounted to SDR 31.5 million in 198l. Other capital
flows, comprising short~-term capital, errors and omissions, and valuation
changes, moved from a net outflow of SDR 0.8 million in 1980 to a net
inflow of SDR 20.7 million in 1981 and counterbalanced the remaining
small Iincrease in amortization payments after rescheduling and the
absence of a Trust Fund loan in 1981.

In 1982 net capital inflows are projected to decline by SDR 44 mil-
lion. Gross capital inflows are expected to increase, partly as a
result of the concessional foreign loans linked to the emergency rice
imports, but amortization payments, after taking account of debt reschedul-
ing amounting to SDR 23.7 million obtained from the Paris Club through
end=-June 1982, are projected to rise more than threefold. Repayments
of principal would decline, however, to the extent that Madagascar is
successful in negotiating further debt rescheduling for 1982,

5. External debt

The legal provisions for controlling the contracting of foreign
debt are stipulated in the Exchange Control Regulations of November 25,
1972 (Decree 72-446), which specify, inter alia, that borrowing abroad
required the prior approval of the Minister of Finance. The control
mechanism worked smoothly during the period until about mid-1978;
fereign borrowing was held to low levels and was confined mainly to
project loans on contessionary terms. Thereafter, however, with the
ma jor expansion o2f public seccor investment and the associated dramatic
increase in external borrowing, the control and monitoring system de facto
ceased to function. The problem was compounded by the emergence in
1980 of arrears on external debt service payments. The subsequent
attempt by the Government to cope with the serious foreign indebtedness,
1ncluding the requirement to monitor the limits imposed ca new foreign
loans under the 1980 and 1981 stand-by arrangements with the Fund, led
the authorities gradually to re-establish controls over foreign borrowing.



Moreover, a comprehensive inventory of the existing foreign indebtedness
was undertaken, inter alia, to prepare for the renegotiation of
Madagascar's foreign obligations to public creditors within the framework
of the Paris Club (June 198l) as well as to a number of private credlitors,
including banks. As a result, considerable progress has since been

made in {dentifying outstanding foreign obligations, with the exception

of arrears and consolidated arrears, where a breakdown by creditors is
not yet available. The 1972 Exchange Control Regulations have been de
facto reinstituted and reinforced. The reorientation of Madagascar's
investment policy (see Section III above) led to the strengthening

of the powers and responsibilities of the Directorate of Planning to
ensure adherence to the 1982-84 investment program. In that context,

a special technical committee has been established within the Directorate
of Planning, which will be responsible for approving the terms and con-
ditions of all external borrowing.

From relatively low levels in past years, Madagascar's outstanding
external debt rose sharply in the period 1979-81 (Table 20). Between
end-1979 and end-1981 it increased more than threefold in local currency
terms to FMG 417.6 billion (or two and one half times in SDR terms to
SDR 1,248.4 million), and on the latter date it was equivalent to 53.3 per
cent of GDP. 1In addition, outstanding payments arrears amounted to
FMG 34.6 billion (SDR 103.3 million) at the end of 1981, equivalenrt
to 4.4 per cent of GDP and 33 per cent of exports of goods and services.
An unidentified portion of these arrears related to medium- and long-
term debt service payments, 1ncluding about SDR ¥ million on previously
rescheduled debt.

The steep rise in Madagascar's foreign borrowing was accompanied by
a sharp deterioration in the country's external debt prcfile. The
maturlty structure and i1nterest rate of new loans contracted worsened
significantly between 1977 and 1980 (Table 21). While in 1977 nearly
90 per cent of new borrowing had maturities over 10 years, with no
borrowing taking place in the 1-5 year maturity range, by 1979 over
16 per cent of naw foreign loans contracted had maturities of 1-5 years
or less. The overall maturity structure improved only slightly in 1980
and more significantly 1n 1981, reflecting the adherence, in the latter
year, to the limits established under the stand-by arrangement with the
Fund on the contracting of new loans 1n the 1-10 years maturity range.
The average interest rate on new loans increased from 4.6 per cent in
1977 to 7.5 per cent in 1980 but declined to 2.8 per cent in 1981.
The average number of years of maturity declined from 23.0 years 1n
1977 to 15.2 vears in 1979 but increased subsequently to 17.1 years
and 24.7 years Iin 1980 and 1981, respectively. Reflecting the above
developments, Madagascar's service payments on 1ts external debt rose
dramatically. The ratio of such payments to receipts from exports of
goods and services increased from about /& per cent 1n 1978 to 9.8 per
cent in 1979 and to 14.5 per cent and 42 per cent 1n 1980 and 1981,
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Tables 20. Madagascar External Debt, 1979-81, and Projected Debt Service Payments, 1982-8, v

Outstanding Service Payments on Ounumu:_\g D- Y%
197y | 1 1

Ead of period Amott. Int. Total 4Amort. Iat. Total

(In billious of Halagasy frence) 2/

CECD countries 63.6 120.7 164.8 31.5 13.1 48.6 38.3 13.4 51.9
Loans from goveraments and public agencias can . . . .7 . . 3.0 6.7
Loans from financial {nstitucions e 78.0 99,7 25.4 11.7 37.1 33.5 9.9 43.4
Suppliers' credics e 5.2 7.8 3.3 o7 4.0 1.3 0.5 1.8

Other countries )}/ (loans from governments and
public agenciles) 14.3 3.3 58.1 6.2 1.8 8.0 7.5 2.0 9.3

International organizations 36.3 63.5 105.0 3.1 (Y] 7.6 J.4 €8 10.2
Of which use of IMF resources (2.6) (12.:) (2;.0) (2.1) (2.6) (5-’) (1.3) (A.§) (6.4)

Subtoral 114.2 214.% 327.9 40.% 2l.4 62.2 9.4 22.2 71.6

Central govermment exceptional borrowing to

finance the halance of paywsncts deficit 14.0 J1.4 46.6 = 1.0 1.0 1.6 1.6 9.2
Consolidated arrears - = 32.0 17.7 3.2 20.9 9.4 3.4 12.8
Total (before debc relief) 128.2 245.9 406.5 38.3 25.6 84.1 66.4 27.2 93.6
Debt rescheduling (sther than arresrs) - - 11.1 9.0 &/ 4.3 4/13.3 4/ ... oee “ee
Moratorium intecesc - - -— -_ 2.4 2.4 cas .3 2.5
Total (a“ter debt reliel) 128.2 245.9 417.6 49.5 23.7 73.2 66.4 29.7 96.1

Memo”an.um items

Intzrest reschedule. .n 1981 5.6
Muratorium incerest in 1981 3.4

/

(In millions of SDRs) 2/

Total (berore debt relief) 484.2 853.8 .,218.2 154.0 67.4 221.4 166 .2 68.1 234.3
Tocal (after dab: relief) 484.2 85).8 1,248.4 130.2 62.4 192.6 166.2 J4.3 240.5

(Continued)
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————gg—Sarvics Paymence
1

8 Outstanding Debt

1986

Int

Total Amort.

Int.

Totasl

OECD countries
Loans from governments and public agencies
Loans from financial {nstftutlions
Suppliers' credits
Other countries 3}/ (loans from governments and
public agencies)
International organizations
Of which use of IMF resourcss
Subtotal

Central government exceptional bdorrowing to
finance the balance of payments deficit

Consolidatad arrears
Total (before debt relief)
Debt rescheaduling (other than arreers)
Moratorium {(nterest
Total (after debt relief?
Memoranduo itens

Interest rescheduled in 1981
Moratoriua interest {1 1981

Total (bafore debt relief)

Total (sfter debt relief)

w

~J
.

”

~
[ B L
-~ 8|~

(%]
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Q Q refr—-
o b-ul

. e s

w N O

(1a_billione of Malagasy francs) 2/
.9

4.0

~

O MW
.
N W
3

”lo
°

Gl
2

»
~
~

-
-0

.
— =

~4
.
~

[
(=]
»

[ X

40.7

55.5

54.3

(In mtllions of SDRe) 2/

101.9

30.8

132.7

60 6 237 1

101 9

370

118.9

Soutces Dnta provided by the Malagssy suthorities; and staff eetimates.
1/ Data cover loans contracted through ead-1981, including consolidated srreers but excluding outstanding paymants

arrears

2/ Convected at end-of-period exchange rates for 1979-81, {.a , SDR 1 = PMG 264 8 (1979), PMG 288 0 (1980), FMG 3134 5
(1981), 2nd at the following assumed rates for subsequent years, {.e , SDR L = FMG 380.0 (1982) and MG 199 5 (1983-86)

3/ Inrludes Argbh and Esetern block countries.

4/ Drbt rescheduling obtained through June 1982 within the framevork of the Jyne 1981 Paris Club renegotiation

E/ includes interest on consolidated arrears
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respectively. The 198l ratio was before debt reschedulings that Madapascar
negotiated in that year. After such reschedulings, the debt

service ratio for 1981 was still 30 per cent, or twice as high as in
1980. However, the 1980 and 1981 figures are an underestimation, as
they do not include the cost of borrowing which would have been required
to avoid the accumulation of external payments arrears. In 1982 the
debt service ratio is projected to continue to rise steeply. Before

the impact of any debt rescheduling, the ratio would amount to about

63 per cent; if the debt rescheduling already obtained from the Paris
Club through June 1982 1is taken into account, the debt service ratio
would still amount to some 54 per cent. Based on loans contracted as

at the end of 1981, and before any further debt rescheduling but
inclusive of the moratorium Iinterest to be paid on debt rescheduled

thus far, Madagascar's debt service payments are projected to reach a
high level of FMG 96 billion (SDR 240.5 million) in 1983, and thereafter
decrease only gradually to about FMG 55 billion (SDR 139 million) by
1986.

As noted above, the dramatic deterioration in Madagascar's foreign
exchange position necessitated in 1981 the renegotiation of external
debt service payments to Iits public creditors within the framework of
the Parls Club, as well as to a number of private creditors, including
several banks. The June 1981 Paris Club renegotiation provided for the
rescheduling of 95 per cent of principal and interest due between
January 1, 1981 and June 30, 1982, for 85 per cent of the obligations,
the grace period was 5.3 years and the repayment period 9.8 years.
Shorter grace and repayment periods were applied to the remaining 10 per
cent of obligations. In addition, arrears, 1ncluding short—-term arrears,
outstanding in respect of debt service pavments on January 1, 1981 were
also rescheduled, with the provision that 25 per cent of such arrears
be paid by the end of 1981 and the remainder in 8 equal semiannual
instalments beginning March 31, 1982. The total amount of obligations
falling due in 1981 which was rescheduled within the framework of the
Paris Club 1s estimated at about FMG lo.7 billion (about SDR 50 million)
at the end of 1981. 1In addition, an estimat=ad FMG 8 billion (about
SDR 25 million) of arrears, including short-term arrears, were reschedul-
ed at the Paris Club. The total amount of arrears {1including those to
private creditors) that was consolidated 1n 1981--net of repayments on
such consolidated arrears—~—amounted to FMG 32.0 billion at the end of
1981 (SDR 95.5 million). The moratorium 1nterest on the above reschedul-
1ngs and consolidations amounted to FMG 3.4 billion (SDR 10.6 million).
Thus the net debt relief obtained 1n 1981, consisting of the reschedul-
ing of principal and interest due in 1981 and the consolidation of
arrears, but deducting the moratorium 1nterest, amounted to FMG 45.3 bil-
lion (about SDR 135 million). During the first half of 1982, the
amount of net debt relief obtained thus far from the 1981 Paris Club
renegotiation amounted tc FMG 10.9 billion (SDR 28.7 million).



VIi. Exchange and Trade System 1/

Madagascar has continued to apply comprehensive and restrictive
exchange and trade restrictions. Since the previous Article IV consul-
tation and the modifications reported in the "Extension of Approval
of Exchange Restrictions™ (EBS/81/85, 4/7/81), the principal develop-
ments related to the change in the exchange arrangement and the exchange
rate, the persistence of external payments arrears, and the intensifica-
tion of import restrictions.

1. Exchange rate system

Prior to April 2, 1982 the Malagasy franc had been pegged to the
French franc at FMG 50 = F 1. The official buying and selling rates for
the French franc were FMG 49.75 and FMG 50.25, respectively, per F 1.
Effective April 2, 1982 the Malagasy franc has been pegged to a basket
of several currencies. The weight assigned to each currency in the
basket 1s based on the distribution of Madagascar's trade during 1973-80.
There 1s no single intervention currency, although the majority of trans-
actions take place 1n French francs and U.S. dollars. In accordance
with the movement in the basket, the Central Bank of Madagascar adjusts
the Malagasy franc exchange rates on a daily basis against eight currencies
which 1t quotes, viz., the Belgian franc, the deutsche mark, the French
franc, the Italian lira, the Netherlands guilder, the pound sterling, the
Swiss franc, and the U.S. dollar. The spread between the official buying
and selling rates for the eight currencies quoted by the Central Bank,
vis—3-vis the Malagasy franc, is 1.0 per cent.

On May 15, 1982 the Malagasy authorities announced a devaluation of
the Malagasy franc, effective May 17, 1982, by 13.0 per cent in terms of
the currency composite to which it 1is pegged; the devaluation amounted to
15 per cent in local currency terms. The middle rate against the U.S.
dollar on May 17, 1982 was FMG 350.92 = US$1.00, as compared with a middle
rate of FMG 303.21 = US$1.00 on May 14, 1982. The rate of May 17, 1982
represented a devaluation of 13.6 per cent 1n U.S. dollar terms and of
15.7 per cent in terms of local currency.

With the first quarter of 1978 as a base, the nominal trade-~weighted
effective exchange rate appreciated somewhat through the third quarter
of 1980 (Table 22). Thereafter, 1t depreciated, almost without inter-—
ruption, reflecting the weakening of the French franc. At the end of
1981 the nominal trade-weighted effective exchange rate was nearly 10 per
cent below the 1978 base date level. This trend continued during
1982. By May 18, 1982, following the 13.0 per cent devaluation of the
Malagasy franc in terms of the currency composite, the nominal depreciation
amounted to 22.7 per cent compared to the base date. Because exports
are largely denominated in U.S. dollars, the depreciation in the nominal
export rate has been much greater than in the import rate.

1/ A description of Madagascar's exchange and trade system as of Decem-
ber 31, 1980 is also 1ncluded in the Annual Report on Exchange Arrangements

and Exchange Restrictions, 1981.




In real terms, however (after adjustment for relative price changes),
the index implies an appreciation of the Malagasy franc bv the end of
1981 of about 19.0 per cent above the 1978 base level, and of 4.7 per
cent during 1981. It must be noted, though, that Madagascar's consumer
price index used to calculate the real effective exchange rate is not
fully representative of price movements in Madagascar, since it 1is
based mainly on controlled prices and covers only the capital city of
Antananarivo.

2. External payments arrears

Madagascar has incurred external payments arrears (other than those
related to dividend transfers, which are discussed below) since the begin-
ning of 1980. Such arrears emerged first in respect of payments for
imports and miscellaneous services, and subsequently In respect of service
payments on Madagascar's external debt. By the end of 1980 external
payments arrears amounted to SDR 174.5 million, equivalent to almost one
half of exports of goods and services in that year. During 1981 the
stock of external arrears was reduced by SDR 71.2 million to SDR 103.3
million at the end of the vear. The reduction was more than accounted
for by consolidations of arrears into medium=-term obligations, at the
expense of increasing the future debt service burden. If net cash
payments only are considered (l.e., cash payments and new accruals of
arrears) and the effects of reschedul.ngs are not, outstanding external
payments arrears other than those relaring to dividends increased by
SDR 38.6 million. Under the impact of the persistent foreign exchange
difficulties, the outstanding stock of external payments arrears 1in-—-
creased further during the first quarter of 1982 by SDR 41.5 million
to SDR 144.8 million, of which SDR 21.0 million represented arrears
relating to payments on previously consolidated arrears.

In addition, arrears in respect of dividend transfers have existed
since about 1973. As at the end of 1980 arrears relating to dividend
transfers amounted to FMG 3.35 billion (SDR 11.6 million). During 1681
rransfers of dividends amounted to FMG 0.7 billion. However, since about
the beginning of 1981 the Central Bank has discontinued processing
applications for the transfer of dividends submitted to it, 1n the
knowledge that the shortage of foreign exchange would, in any event,
prevent the remittance of such dividends. As a result, it has not been
possible to determine the amount of bona fide dividends outstanding for
which the transfer of foireign exchange is in arrears. During 1981
unprocessed applications (not ali of which necessarily constitute bona

fide dividends eligible for transfer) accumulated in the Central Bank
increased by FMG 2.3 billion.

3. Imports and 1mport pavments

Importers require the approval of the Ministry of Economy and C.wwerce
before being permitted to engage 1n import activities. There are three
categories of 1mporters- (i) state enterprises and enterprises 1n which

1/ Since January 1982 Ministry of Industry and Commerce.



Table 22.

Madagascar:

Indices of Effective Exchange Rates,

1976-82

(In foreign currency terms, {i.e., units of foreign currency per FMG) 1/

Nominal Real 2/
Import Export Trade Import Export Trade
1976 Q4 101.7 98.7 100./¢ 106.6 102.3 104.7
1977 qQl 101.4 98.5 100.1 105.6 101.4 103.7
Q2 101.3 98.6 100.1 100.9 97.6 99.4
Q3 101.1 98.5 100.0 98.3 95.6 97.1
Q4 100.2 99.1 99.7 100.2 99.2 99.8
1978 Q1 100.0 100.0 100.0 100.0 100.0 100.0
Q2 100.3 101.2 100.7 98.5 99.4 98.9
Q3 99.7 102.3 100.8 96.5 99,1 97.6
Q4 10C.6 104.3 102.2 101.9 105.7 103.6
1979 Ql 100.5 102.9 101.6 102.8 105.3 103.9
Q2 100.5 103.0 101.6 101.8 104.1 102.8
Q3 101.5 105.7 103.4 105.9 110.1 107.8
Q4 102.8 107.7 105.0 107.0 112.1 109.3
1980 Q1 101.1 101.7 101.4 106.6 107.5 107.0
Q2 101.5 105.9 103.4 105.6 110.1 107.6
Q3 100.6 104.1 102.1 108.3 112.6 110.2
o} 98.6 99.7 99.1 112.9 114.9 113.8
1981 Q1 97.0 94.8 96.0 116.2 114.3 115.4
Q2 94.9 87.8 91.5 121.8 114.1 118.0
Q3 96.1 §8.8 93.1 121.6 113.9 118.5
Q4 93.6 86.5 90.4 122.3 115.2 119.1
1982 3/31 93.0 83.1 88.2
4/30 87.5
Source: Calculations made by the staff.

1/ Decline indicates depreciation and increase indicates appreciation.

2/ Nominal effective exchange rate adjusted by relative CPIL, using official

Cﬁf index for Antananarivo.
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the state holds a majority parricipation, (ii) industrial, agricultural,
and miring enterprises importing spare parts, Intermediate goods, and
machinery for their own production, and (iii) specialized enterprises
(eizver public o. private) which import for resale in the domestic market.

lmports are grouped into those authorized within the framework of
the annual import program and thoce which are prohibited. The latter are
listed under some 545 t.riff headings or sections thereof; the {tems
consist mainly of foodstuffs, prepared food, and other consumer goods.
The overall value of the import program is determined between the Ministry
of Economy and Commerce, the Ministry of Finance, and the Central Bank,
so as to take into account the domestic needs of the economy and the
balance of payments considerations. Quotas are then allocated to importers
within the overall limit of the import program.

Due to the severe foreign exchange constraints, {t had not been
possible in 1981 to adhere to the system of an annual import program.
Beginning in August 1981 an ad hoc committee consisting of representatives
of the Ministry of Economy and Commerce, the Ministry of Finance, the
Central Bank, and the commercial banks has been meeting on a weekly basis,
{ts task is to administer the limited available foreign exchange through
monthly foreign exchange "budgets.” Essential imports are being authorized
within the limits of these budgets. During the first half of 1982
imports continued to be licensed in this manner. For the year as a
whole, an import program has been prepared within the overall financial
stabilization program to provide for an 1ncrease in the volume of around
9 per cent, so as to permit an improvement In the level of economic
activity in the second half of the year. As noted above, since 19E&0
arrears in respect of payments for imports have emerged and have persisted
since then.

4. Exports

No changes have taken place in the regulations governing exports
since the previous Article IV consultation. All exports require an
export permit issued by the Directorate of External Trade. For the main
export crops, the export permit is issued by the appropriate commodity
stabilization office. Foreign exchange proceeds from exports must be
surrendered not later than one month after arrival of the goods at their
destina.ion. The government-owned trading firms (ROSO, SICE, SINPaA,
SONACO, SOMACODIS) have a oonopoly over exports of certain important
~xport crops, such as coffee, cloves, pepper, and butter beans.

S. Invisibles

Most pavments for i1invisibles require tne prior approval of the Ministry
of F.nance and Planning. For certaln rransdctiovas, the approval authority
n1as been delegated to authorized banks. Spzacified limits apply on the
sale or foreign exchange for a number of categories of current .nvisibles.



The annual limit on tourist travel by residents is equivalent to FMG 100,000
per traveler (FMG 50,000 for a child under ten years of age). For business
travel, foreign exchange may be purchased up to a daily limit of FMG 10,000
per person, subject to a maximum of FMG 300,000 per annum. Authorized

banks may not sell foreign banknotes in excess of the equivalent of FMG
20,000 per person per trip for tourist or business travel. There are also
basic limits for educational expenses and certain other current invisibles.
Applications for the sale of foreign exchange for other categories of
invisibles are considered by the Ministry of Finance and Planning at {ts
discretion,

Foreigners working in Madagascar are allowed to transfer the savings
from wages and salaries earned, upon presentation of the work contract
and employment permit, provided the transfer takes place within three
months of the pay period. The amounts allowed are up to 25 per cent of
the net salary for bachelors and persons who have their families with
them, and up to 45 per cent for those whose families live outside
Madagascar, subject to a maximum of FMG 300,000 per person per month.

Foreigners of a nonresident status are entitled to receive dividends
in full when distributed by industrial enterprises and up to 75 per cent
when distributed by other firms. Administrative procedures governing the
approval and transfer of dividends require that applications for such
transfers be presented through commercial banks to the Central Bank.
Applications which have been approved by the Central Bank are forwarded
to the Ministry of Finance for approval of the remittance of the cor-
responding foreign exchange. The application is then returned to the
Central Bank for remittance of foreign exchange. Applications are veri-
fied to determine whether the amounts constitute bona fide dividends;
this requires the presentation of proof that amounts to be transferred
are compatible with the cash flow requirements of the company and
that tax obligations have been met.

As described above, arrears on payments for invisibles other than
dividends have emerged since 1980 and have persisted since then, while
arrears in respect of dividend transfers have existed for almost a decade.
Moreover, while there have been no legal changes in the regulations
governing the sale of foreign exchange for payments for invisibles,
de facto delays have developed in approving sales for virtually all
invisible payments, in particular for tourist travel abroad.
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Table 1. Madagascar: Gross Domestic Product and
Use of Resources, 1978-82

(In billions of Malagasy francs at 1970 prices)

1978 1979 1980 1981 1982
Est. PrOJt

Agriculture 71 76 78 77 76
Industry 50 57 55 42 44
Services 119 130 132 124 125
0f which: public sector (37 (40) (42) (42) (43)
Import taxes 9 10 10 7 7
Gross domestic product 249 273 275 250 252
Rate of increase
(in per cent) -2.6 9.8 0.8 -9.2 0.9
Net imports of goods and
nonfactor services -10 7 8 -3 -2
Total resources 239 280 283 247 250
Rate of increase
(in per cent) -2.4 17.2 1.1 -12.7 1.2
Private consumption 161 177 179 164 166
Public consumption 50 57 60 51 53
Gross investment 28 46 44 32 31

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

Production and Area Cultivated

of Principal Crope,

1978=-81

(Production in thousands of matric tous;
ares in thousands of hesctares, vield in tons per hectare)

1978 1979 1980 1981 1/
Food crope

Paddy

Produr ticon 1,922 2,139 2,110 1,999

Area 1,133 1,163 1,199 1,163

Yield 1.70 1.84 1.81 1.72
Manfioc

Production 1,594 1,569 1,692 1,745

Area 273 266 277 297

Yield 5.83 5.89 6.11 5.87
Maize

Production 115 116 127 126

Area 122 116 128 126

Yield 0.94 1.00 0.99 1.00

Cash crops

Coffee

Production (green) 78.2 8l1.6 79.9 79.3

Area 226 215 217 219

Yield 0.35 Q.38 Q.37 Q.36
Cloves

Production 12.8 4.2 12.3 11.1

ArTea 69-0 69.9 72-0 73'9

Yield 0.19 0.06 0.17 0.15
Vanilla

Production (green) 4.8 2.3 2.6 3.1

Area 22.6 23.1 25.7 28.6

Yield 0.21 0.10 0.10 0.11
Sugarcane

Production 1,375 1,444 1,441 1,427

Area 33.6 316.4 40.2 4l.4

Yield 40.9 39.7 35.9 34,4
Sisal

Production 15.9 18.0 13.7 13.7

Area e awe ense “en

Yield cae ces e .
Pepper

Production 2.5 2.5 2.8 2.8

Area S.3 5.4 5.9 5.9

Yield 0.47 0. 46 0.47 0.47
Cotton

Production 33.1 30.5 23.2 30.1

Area 22.2 17.9 17.0 18.7

YTield 1.49 1.70 1.37 1.61
Groundnuts

Production 34.0 40 2 i8 9 30.5

Area 38.3 40,2 41.9 33.5

Yield 0.89 1.00 0.93 0.91
Source Data provided by the Malagasy authorities.

1/ Proviasional
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Table IV. Madagascar: Livestock Population and Slaughterings, 1977-81

(In thousands)

Cattle Pigs Sheep Goats
Livestock population
1977 6,539 515 512 1,008
1978 6,797 656 488 1,089
1979 6,793 558 530 1,161
1980 7,217 597 598 1,342
1981 estimate 7,300 610 610 1,420
Slaughterings 1/
1977 235 S0 7 10
1978 267 83 8 16
1979 260 75 7 18
1980 261 63 .e- .o
1981 estimate 180 49 vos ves

Source Data provided by the Malagasy authorities (Ministry of Rural
Development and Agrarian Reform).

1/ Excludes slaughterings nct subject to official health controls.
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Table V. Madagascar: Fish Catch Marketed, 1977-81
(In tons)

1977 1978 1979 1980 1981

Prov. Est.

Salt water fish 8,460 9,780 10, 400 11,000 e
Shrimp 5,860 5,050 4,375 5,365 5,500
Crabs 620 750 330 485 530
Fresh water fish 36,135 33,000 35,000 40,000 41,000

Source* Data provided by the Malagasy authorities (Ministry of

Rural Development and Agrarian Reform).
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Table VI. Madagascar: Production and Export of Minerals, 1977-81
(In metric tons)
1977 1978 1979 1980 1981
Est.
Production
Chromite 164,781 119,283 121,594 171,273 91,051
Graphite 15,706 16,036 12,242 12,243 13,335
Mica 1,498 1,566 1,168 1,642 610
Exports
Chromite 119,069 144,700 109,100 134,500 67,200
Graphite 16,072 16,900 14,600 11,500 16, 400
Mica 1,661 1,300 1,205 1,148 909
Source: Data provided by the Malagasy authorities.
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Table VII. Madagascar: Production and Consumption of Electric Power, 1/ 1977-81

(In millions of kwh)

1977 1978 1979 1980 1981

Est.

Production 271 283 313 336 337
Hydroelectric 181 116 118 148 154
Thermal 90 167 195 188 183
Consumption 236 245 279 296 307
Public lighting 9 10 10 10 9
Households 58 62 68 74 81
Other 169 173 201 212 217

Source. Data provided by the Malagasy authorities.

1l/ Electric power generated by JIRAMA, i.e., excluding electricity
generated for self-consumption.
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Table VI1I. Madagascar: Production of Selected
Manufactured Goods, 1978-81
1978 1979 1980 1981
Unit Est.
Food processing
Cattle slaughtered for
processing Thousand head 90.1 101.9 75.3 71.5
Pigs slaughtered for
processing Thousand head 17.0 15.4 11.2 11.5
Sugar Thousand tons 115.6 109.3 109.0 107.0
Edible oils Thousand tons 4.4 .8 4.0 2.7
Beer Thousand hl. 257.0 283.8 318.2 210.5
Textiles and clothing
Cotton fabric Thousand meters 78.2 83.3 79.2 714.0
Sacks Thousand tons 2.8 3.3 3.4 2.4
Blankets Thousand tons 1.8 2.0 2.1 1.9
Construction materials
Cement Thousand tons 66.0 63.1 60.1 38.5
Chemicals
Soap Thousand tons 16.6 19.3 18.0 10.7
Matches Million boxes 68.9 53.7 46.0 19.7
Candles Thousand tons 4.3 4.6 4.6 4.9
Metal working
Corrugated sheet metal Thousand tons 9.3 15.4 11.5 1.6
Nails Thousand tons 0.8 0.8 0.9 0.5
Paper
Paper pulp Thousand tons 12.7 13.1 12.1 9.3
Paper Thousand tons 8.9 9.1 8.4 8.4
Leather
Shoes Thousand pairs 2.6 3.2 3.0 ese
Source: Data provided by the Malagasy authorities (National Institute

of Statlstics and Economic Research).
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Table IX. Madagascar: Overall Goverument Operations, 1979-82

(lo billions of Malagmey francs)

Provisional Estimate
1979 1980 1981 1
Current budgetary revenue 90.7 100. 4 104.3 127.6
Tax revenuas 86.0 97.2 100.2 124.5
Nontax revenues 4.7 3.2 4.1 3.1
Current budgetary expendicure -97.7 -112.9 -112.2 -134.1
Salaries and wages -50.8 -60.9 ~68.6 -77.4
Interest on public debt -1.9 -4.0 -6.7 -9.7
Of which external debt {(-1.5) (-2.8) (-4.3) (-9.3)
Other -465.0 -48.0 -36.9 -47.0
Current budgetary deficit -7.0 -12.5 -7.9 -6.5
Bydgetary capital ezxpanditurse -36.4 -74.4 -62.1 70.8 1/
0f which. reserved funds (=10.3) (=17.4) (-15.7) ({-15.90)
Defarred paymants ~-12.7 -12.9 ~1l4.5 -16.8 2/
FNUP receipts 19.3 15.6 15.2 26.6
FNUP aerpenditures -10.0 -30.3 -18.0 -6.9
Capital expanditure -5.7 -18.1 -7.0 —_—
Subsidies -2.4 -5.0 -8.4 -3.7
Of which rice subeidies (=2.4) {(-5.0) (-5.1) (-1.5)
Other current -1.9 -7.2 -2.6 -3.2
Central bank expenditure for
rice imports (net) =745 -%.1 -5.0 0.8
Receliprs 6.5 8.3 11.6 30.3
Expenditures -14.0 -12.4 -16.6 -29.93
Special Treasury accounts (net) 4.9 -7.9 -22.6 -30.0
Advances, participations -11.9 -4 .3 -6.1 -9.0
On—lendin~ -9.3 -15.2 -22.0 -29.0
Other 16.3 11.6 5.5 8.0
Grants and commodity aid (net) 3/ -0.7 -0.3 -0.3 3.3
Total receipts 110.0 116.0 119.5 157.5
Total expenditure -189.9 -242.8 -234.8 -257.8
Current -118.5 -135.1 -143.7 -158.0
Of which rice subsidies (-9.9) (-9.1) (-10.1) (=0.7)
Capital (including on—lending) -71.4 -107.7 -91.1 -99.8
Overall govermmeunt deficit -79.9 -126.8 -115.3 -100.3
Financing 79.9 126.8 115.3 100.3
Foreign (net) 3s5.23 47.9 55.6 60.4
Drawings J6.8 50.4 64.3 75.1
Of which
foreign financing of budget-
ary capital expenditure (27 .4) (29.9) (25.2) (43.1)
Amortization -1.5 -2.5 -8.7 -1l4.7
Domestic (net) 44 .6 78.9 59.7 19.9
Banking system 41 9 78.2 57.8 35.0
Cenctral Bank 42.1 85.6 46 1 eee
Advances 51.8 73.7 58.3 -
Deposits -9.7 11.9 -12 0 ces
Nacional banks 4/ -0.2 ~-7.4 11.5 .
Nonbank sector 19 2 2 2.7 4.9
Ocher 0.8 -1.5 -0.8 -

(Continued)
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Table IX. Madagascar: Overall Government Operations, 1979-82 (concluded)

(In billions of Malagasy francs)

__ Provisional Estimate
1979 1580 1981 1982
Addendum:
Overall deficit as per cent
of GDP 13.4 18.4 14.7 9.4
Budgetary capital expenditure
as per cent of GDP 9.5 10.8 7.9 6.6
Total capital expenditure as
per cent of GDP 12.0 15.6 11.6 9.3
Wages and salaries as per cent
of current budgetary expendi-
ture 52-0 5309 6101 57.7
Foreign financing as per cent of
budgetary capital expenditure 48.6 40.2 40.6 60.9
Total recelpts as per cent of GDP 18.5 16.8 15.2 14.7
Total expenditures as per cent

Source Data provided by the Malagasy authorities.

1/ 1Includes the optional tranche.

2/ 1Includes FMG 8.0 billion of budgetary allocation earmarked to payment
of arrears to state enterprises.

2/ Includes net receipts of grants and commodity aid, excluding rice, and
local expenditures financed by this aid.

4/ Differs from data in monetary survey in that advances to contractors in
connection with government projects are not included.
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Table X. Madagascar: Budgetary Capital Expenditure, 1982 1/

Revised
Budget 2/ budget 3/ Estimate 3/

(In billions of Malagasy francs)

Public administration 11.1 2.3 2.>
Economic services 21.3 45.0 50.5
Of which: agriculture (7.1) (18.1) (20.3)
public construction (10.5) (17.5) (19.6)

Sacial services 8.6 2.5 2.8
Of which: national education (4.5) (1.2) 71.4)
health services (3.2) (0.6) (0.6)

Total 41.0 49.8 55.8
Financing 41.0 49.8 55.8
Domestic 31.5 14.3 15.0
Foreign 9.5 35.5 40.8

Public administration 27.1 4.6 4.5
Economic services 51.9 90.4 90.5
Of which agriculture (17.8) (36.4) (36.4)
public construction (25.6) (35.1) (35.1)
Social services 21.0 5.0 5.0
Of which: national educatiaon (11.0) (2.4) (2.5)
health services (7.8) (1.2) (1.1)
Total 100.0 100.0 100.0
Financing 100.0 100.0 100.0
Domestic 76.8 28.7 26.9
Foreign 23.2 71.3 73.1
Sources. Data provided by the Malagasy authorities; and staff estimates.

1/ Does not include reserved funds.

2/ As originally approved in December 1981.

3/ 1Incorporates changes in the 1982 1investment program and includes the
optional tranche.
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Table XI. Madagascar: On-lending, 1979-82

(In billions of Malagasy francs)

Estimates

1979 1980 1981 1982

Economic services 8.6 15.2 22.0 29.0
Agriculture 0.7 2.9 3.7 10.1
Electricity and water 6.1 7.4 9.6 7.4
Transport 0.6 2.5 3.3 1.3
Industry 1.2 2.4 S.4 10.2
Other 0.7 - -— -
Total 9.3 15.2 22.0 29.0

Source: Data provided by the Malagasy authorities.
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Table X111.

Madagascar:
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(In billions of Malagasy francs; end of period)

summary Accounts of the Caentral Bank, 1977-62

PENULX

AP

1977 1974 1979 1960 1981 1982
March June Sept. Dec. March
Foreign assets 16.33 12.11 0.26 4,53 8,23 8.74 7.64 9.20 12.73
Claims on Government 46.89 79.89 131.68 208.42 212.96 219.24 228.10 263.77 279.93
0f whichi
financing related to
aarketing of rice (18.57) (23.38) (30.89) (34.93) (35.91) (36.59) (37.26) (39.95) (42.20)
ordinary advances (23.,95) (51.61) (96.52) (165.40) (173.87) (178.68) (186.68) (220.11) (234.72)
On-lending 1.00 1.00 12.1) 11.21 11.21 11.21 11,21 11.10 11.10
To Government -— -— 2.38 2.62 2.62 2.62 2.6 2.5% 2.50
To state enterprises l.00 1.00 9.7% 8.59 8.59 8.59 8.59 8.59 8.59
Claias on benks 12.39 8.29 8.9¢ 2.32 0.97 5.48 0.47 1.54 Q.62
0f which:
short~tera rediscounts (8.55) (4.23) (3.96) (0.31) (0.15) (4.56) (2.67) (l.21) (0.42)
zedium-tern rediscounts (3.13) (4.06) (5.00) (2.01) {0.82) (0.92) (3.80) (0.33) (=)
Reserve money 43,91 58.99 57.37 77.50 81.62 73.93 85.02 97.38 103,11
Currency sutside banks 41,64 48,18 53.55 70,23 57,71 71,47 77.63 83.10 84,45
Currency in banks Q.66 0.92 lew2 1.53 1.18 1.69 1.22 1.09 1.22
Bankers' depostits 1.60 9.89 2.40 5.74 12,73 .76 6.77 12.58 17 .44
Government deposits 18.90 34.01 43,12 31.26 35.27 35.04 .74 43.28 406.33
Foreign Liabilities 7.713 3.53 34.75 91.21 97,5 112.99 119.69 133.12 150.85
Long-ters foreign liabilities 1.00 1.00 11.61 20.05 20.65 30.22 28.36 37.19 1/ 36,98
Counterpart funds 0,14 0.36 0.02 0.20 0.26 0.36 V.16 .66 0.05
Other f{tems (rnet) 4,93 3.40 6.16 2.66 -1.97 =-7.85 -19.13 -26.02 -33.14
Sources: Dacta supplied dy the Malagasy authorities; foreign assets and liabdilities have been revalued by the

staff to reflect prevailing exchange races.

1/ lIncluding the outstanding balance of resacneduled dedt.
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Tabie XIV. Madagascar: Suamary Accounts of the Nstional Banks, 1977-82

(1a billfons of Malagasy francs; end of period)

1977 1978 197y 1980 1981 1782
March June Sept. Dec. March
Reserves 7.2 10.81 3,82 1.27 13.91 2.45 7.99 14,27 18.67
Foreign assets 8.73 7.32 4.3) 6.34 11.19 14.04 12.13 13.21 17.93
Clatas on Government 9.92 9.99 13.15 12.37 15.73 15.96 18.41 17.01 16.82
Claims on state enterprises
and the Prlvl‘. sectort 91.2% 95093 116‘1’ 1“." 150.56 1‘502‘ 153.0. 159-90 160.32
Short-term (78.11) (81.72) (97.27) (116.55) (120.33) (113.39) (124,38) (125.86) (125.67)
Medium-tera (8.67) (9.69) (13.01) (22.52) (23.73) (25.1%) (23.62) (26.49) (25.08)
Long=tera (4.46) (4.52) (5.9 (3.727) (6.48) (6.70) (7.11) (9.55) (9.3
Demand deposits 51.82 55.96 70.71 81.07 91.77 83.89 87.15 104.12 103.10
Time deposits 14.72 21.24 28,03 31.47 30.15 31.58 30.53 32.52 35.14
Publ{c sector deposits 16,27 14.69 15.62 23.92 21.43 18.05 18,24 17.52 17.30
Foreign liabilities 3.37 8.09 10.61 14,02 13,42 13.97 18.62 15.09 11.78
Long-term foreign liabilities 2. 1.98 2.94 11.14 12.14 14.47 12.47 14.70 14.56
Credit from the Central Bank 12.39 8.29 8.96 2.32 1.00 5.48 6.47 1.54 0.42
Long-tern domestic borrowing 2.66 2.99 2.93 bobl 4,61 S.21 5.04 4.91 4,78
Other {tems (net) 15.63 10.81 =2.31 2.47 17.07 5.04 15.09 13.99 26.66
Related data:
Customs duty bills 4.87 5412 4,72 5,48 4.83 4.18 4,53 3.93 3.27
Post office checking deposits 2,37 3.04 3.80 3.84 3.9 l.88 3.75 3.88 3.96
Private sector demand deposits
with Treasury 3.79 5.65 9.60 9.60 9.60 9.74 9.74 9.74 9.74
Private sector savings
deposits with the National
Savings Fund 3.28 . 4.25 5.18 5.38 5.35 5,26 5.27 5.45

Source: Dara provided by the Malagasy authorities.
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APPENDIX
Table XV. Madagascar* Interest Rate Structure, 1969-82
(Ino per cent per annum)
Effective .
Now. 17, Oct. 1, Feb. 1, June 1,
1969 1974 1981 1982
Central bank rates
Rediscount of*
Short-tera paper 5.50 8.00 12.50
Export bills 4.00 7.00 11.00
Bills secured by products
under contract with
stabilization fund 4.75 8.00 12.5%0
Medium—terms paper 3.75 5.00 8.00 9.50-12.50
Long-term paper 1/ -_ 6.00 9.00 14.00
Advancas 6-50-3050 6.50-8.00 9.50—11.00 .ae
National bank rates on
credit operations 2/
Credit secured by
Commarcial paper 6.75~8.00 10.5-11.00 15.00
Government contract 6.75~8.50 10.5-11.00 13.50
Stocks of coffee 6.75~7.25 9.0-10.00 12.50
Stocks of other crops 7.125~9.25 )
Stocks of other merchandise 8.00~9.25 ) 11.5-13.00 13.50-16.00
Overdrafts 8.00~9.25 ) 17.00
National bank ractes on Minimum deposit
(thousands of FNG)
Sight deposite
Private sactor —_— 0.75 1.00 2.00
Publiec sector _— 3.00 3.50 4.00
Insurance companies _— 3.00 3.50 4.00
Time deposits
At least 2 months 75,000 4.90 $.75 9.00
At lesst 3 montha 50,000 &.75 5.50 8.50
Frcm 6 to 12 months 500 4.60 4.75 6.00 9.50
From 1 to 2 years 300 3.15 5.65 6.75 10.50
Fram 2 *o 2-~1/2 yeasrts 300 6.15 6.80 8.00 12.00
Certificates of deposit
From 6 aonths to 1 year 500 3.60 3.70 4.75 7.50
From 1 to 2 years 50 4.00 4.25 5.25 8.00
From 2 to ) years 50 4.75 5.30 6.25 9.75
From 3 to 4 yearts 50 5.10 5.80 6.7% 10.50
From 4 to 5 yvears 50 5.30 6.80 7.75 11.00
From 5 to 6 years 50 5.50 7.50 8.50 12.25
Rates on Treasury boonds
Catagory A 3/
l~year bond 3.50 5.75 .
Category B
l~yaar bond 4.00 6.25
2~year bond 4.75 7.25
J~year bond 475 7.50
4~year bdond 4.75 8.50
5~year bond 4.75 9.25
Source Central Bank of Madagascar.

1/ Rediscouncing of long-term paper was introduced in August 1974.

2/ Refers to credit that is rediscountable with the Central Barnk, nraure-
discountable credit bears, on the average, & rate that is 0.75 to 2.Q00 per—
centage poirts higher.

3/ Holders are also eligible to psrticipate in s special loctery.
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Table XVI Madagsecar Balance of Payssnts 1978-82
(ln wi1llions of SDRs) 1/
1978 1979 1980 1981 1982
Bet. Proj
Exports, f o b 321 5 320 2 335.6 285.5 3é )
Imports, f o.b. =308 7 ~-%42 3 -620.3 -45%.7 -319.)
Trade bslance 14.8 -222 3 -284 7 -170.2 -205.0
Service recelpts 31.5 2.2 43 6 40,0 40.9
Service paymants -143.7 -199 4 -223 2 -211 1 -222 6§
Freight and merchandise Lnsurance (=63 0) (-86.6) =101 5) (=78 7) (=73 2)
Other transportation (-18 8) (=26.0) (=24 7) (=-20.9) (-21 8)
Travel (=18 0) (=22 2) (=20 &) (-20.3) (-21.8)
Iovestment iacome (~10.6) (=19.3) (~29.8) (=%0.9) (=65 3)
Othar servicas (-33.3) (-47 3} (=46 8) {(~40.3) (=40 3)
Services (oet) -112 2 -157.2 -179 6 -171.1 -182.1
Private unrequited tranefers (net) 6.4 5.3 o7 7 2 9 &
Current bslance -91 -374 -463 6 =334 1 -3717 2
Official unrequited cransfers (net) 41.8 48 8 48.0 50.0 56.1
Nommonetary capital (net) 27 O 142 7 223 & 224 2 180.4 2/
Direct investment (net) -5 0 -5 1 -0 7 -0.6 -0 6
Public (nec) 18 1 128 4 160 3 190 4 166 &
Lredit (22 0) (133.9) (159 &) (204 2) (211.2)
Debit (-3 9 -5 5) (-9 1) (~32 2) (~59.8)
Debt relief obtained (==) (==) (==) (18.4) (15.0)
Private (net) 28 O 66,2 S0 S 13 7 14 6
Credict (31 5) (73 3 (64 7) (25.9) (48.0)
Debic (=3 %) (=7 3 (-14 2) (=2% ) (-42.1)
Debt relief obtained (-=) (=) (=) (13 1) 37
Trust Pund 10 8 - 16 S —_ -
Other, including errors and
omissions and valuation changes -24 9 46 8 ~ 8 20.7 -
Banks (net) 21 6 20 0 5 1 -18 1 -
Allocation of SDRe - .5 35 3.5 =
Overall balance -0 6 -159 0 -183 ~74 5 -161.2 2/
Fiaancing 3/ 6 159 Q 183 2 74 5 141 2
Central governmant excaptional bslance
of paywents financing (net) - 52 9 $6 1 3o 3 2 7
Drawings (-=) (sz 9) (36.1) (30.3) 3z n
Repsymants (—) (—) (—) (—) ¢ -
IMF (netc) -2 6 -3 35 3 0 1.9 47.0
Drawings (—) (—) (39 2) (39 o) (52.4)
Repurchases (=2 §) (-3 5) (=6 2) 4/ (=7 1) (=~S.4)
Changes in arrears (-decreass) - —_ 174,5 -7. 2 -7 6
Of which net cash basis =) (=) (174 5) (38 &) (=7 6)
Othar assets of tha Cencral Bamk (net) 32 109 & -80 4 83.5 -46 7
Assets (- increase) (14 9) (43 5) (=14 7) (-11 8) ( )
Liabilities related to
consolidation of arrears (—) (~=) (== (95 5) )
Nev consolidations [~=] [--) [—] [109 8] [ ]
Repayments of counscl arresrs [—=]) [-=] [~=1 [-l& 3] [-66.7]
Jther liabilicies (=11 7) (56 1) (-65 7) (=0.2) ( )

Expecred addicional rescheduling of debe

service due 1in

Expecred rescheduling of previously
rescheduled debt service and arrears

1982

Remaining financing gap

Sources

1:; Transactions
FMG 274.83 (1979),
2/ E=xcluding an
in ~“e second half
1/ Converted at
(1979), FMG 287 99

converted at the following annual average rates per SDR 1
FMG 120.20 (1981), and FMG J80.0 (1982)

FMG 275 01 (1980),

Deta provided by the Malagasy authoricies, and staff estimates

FMG 282 50 (1978),

estinpted amount of SDR 52 6 amillion of debt rellef expected to be obtatned

of 1982

the following end-of-pertiod rates par SDR 1
(1980), FMG 334.52 (1981),
4/ 1Includes reserves asset subscription

and FMC 180 0 (1982)

™G 272 28 (1978),

FMG 264 28
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Table XVI. Madagascar: Balance of Paymente, 1978-82

(In millions of SDRs) 1/

1978 1979 1980 1981 1982
Eot. Proy.
Eaports, f o b 323 s 320 2 135 & 285 5 314 3
laports, f o b. -308.7 -342 8% ~420.) -433,.7 -519.)
Trade balance 14.8 -222 3 -284.7 =170.2 -205.0
Service recelpts 31 3 “2.2 A 6 40,0 “0.5
Service paymants ~143.7 -199 & -22).2 =211 1 -222.6
Preight and serchandiee insurance (=63 0) (~86 6) (=101 $) (=78.7) (-73.2)
Other transportacion (-18.8) (=246.0) (=24 7) (=~20.,9) (=21 8)
Travel (=18.0) (=22.2) (=20.4) {(-20.)) (-21 8)
Iovestment income (~10.6) (=19 3) (=29 8) (%0 %) (-65.3)
Othar services (-33.3) (=47 2) (=46 8) (~40.3) (=40 5)
Services (uwet) -112.2 -157.2 -179.6 -171 1 -182.1
Private unrequitaed trunsters (net) 6.4 5.5 o7 7 2 9.4
Current bdalance -91.0 -374.0 —463.6 =334 1 -377.7
Official unrequited transfers (net) 41 8 4“8 8 “8.0 50.0 56 L1
Normonetary capital fnet) 27 O 142.7 223.8 224 2 180 4 z/
Direct investment {nect) ~-50 -5 1 -0 7 -0.6 =-0.6
Public (net) 81 128 & 160.3 190 4 166 &
Lredit (22.0) (133 9) (169 &) (204 2) (211 2)
Debit (-3 9) (=5 3) (-9 1) (=32 2) (-59 &)
Debt relief obratned (-=) (-=) (==) (1% &) (15.0)
Private (net) 28 0 66 2 50 3 13 ? 14 &
Credit (31 5) (73 5} (64 7) (25.9) (48 0)
Debit (=3.5) (-7 3 (=14 2) (=25 3) (-62.1)
Debt relief obtained (=) (—) (—) (13 1) (8.7
Trust Pund 10.8 - 14 5 —_ —_
Other, including erraors and
omissions and vaiuation changes -264.9 -46 8 -0 8 20.7 _—
Banks (net) 21 6 20 O 5 1 -18 1 -
Allocation of S$DRe = 35 H 35 =
Overall balance -0 6 =159 O -183 2 -74.5 -141.2 2/
Financing 3/ o6 159 0 183 2 T4 S 161.2
Central governmant exceptional bi.ance
of paymeatre financing {net) -_ 52 9 56 1 3o 3 327
Drawings (==) (52 9) (56 1) (30 3) (3az 7
Repaymente (=) (=) (—) (—) ( )
M™MF (net) -2.6 -3 5 33.0 3 9 47 0
Drawing~ (=) (=) (39 2) (39 O) (52.4)
Repurchases (-2.6) (-3 5) (=6 2) &/ (-7 1) (-5 4)
Changes in arrears (-decreass) _— _— 17« S -71 2 -7 6
Of which net cash basis (=) (==) (174 %) (38 6) (=7 6)
Qthar asesets of the Central Bamk (net) 3.2 109 &6 -80 4 83,5 —h6 7
Assecre (- [ncrease) (14 9) (43 5) (-16 7) (-11 &) ( )
Liabilities related to
consolidation of arrears (=) (== == (93 5) ( )
New consolidstions [=~) [-=]) [~} [109 8) [ ]
Repayments of coasol arrears (-1 (--) [==1 [-14 3] (=406 7]
Other liabilicies /=11 7) (A6 1) (-5 1) (-0 2) ( )
Expecred addicional rescheduling of debt
service due in 1982 52 6
Expected rescheduling of previously
reJdcneduled debt service and arrears 30
Remaining financing gap 54 2

Sources Data provided by the Malagasy authorities, and scaff essctinates

1/ Transactions converted at rhe following annual average rates pear SOR 1 FMC 282 50 (1978),
FMG 274,83 (1979), FPMG 275 0! (1980), FMG 320 20 (198l1), and FMG 180 0 (1982)

2/ Exzcluding an escimatred amount of SDR 52 6 million of debt relief expecred to be obrained
in cthe msecond half of 1982

3/ Converted at the following end-of-period rates per SDR 1 FMG 272 28 (1978), FMC 264 28
(1979), FMC 287 99 (1980), FMG 334 52 (1981), and FMG 180 0 (1982)

4/ Includes reserves asset subscription
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Table XVIIX Madagsecar

Salance of Paymants 19708-82

(In btllions of Malagasy francs)

APPENNIX

1978 1979 1980 1901 1982
Est Proj
Exports, f o b. 91.4 88 o 92.3 91 & 119.4
laports, f.0.b -87 2 ~149.1 -170.6 -145.9 197.3
Trade balance o 2 -1 1 -78 3 -5%,5 -77.9
Service receipts 89 11 6 12.0 12.8 18.4
Service paymsnts -40 6 -54.8 ~61 4 ~67.6 ~84.6
Freight and merchandise {nsurance (-17 8) (=23 8) (=27.9) (=-25.2) (~27 8)
Other transport (=5 1) (-6 6) (-6 8) (=-6.7) (-8.3)
Travel (=% 1) (-6 1) (=5.6) (=6.93) (-8 ))
Iavestmant income (=3.0) (-%.3 (-8 2) (~16.3) (=24.8)
Other services (-9.4) (=12 0) (=12 9) (-12.9) (=13 &)
Services (net) -31 7 -43 2 -49.4 -54 @8 -9 2
Private untequited transfers (net) 18 15 02 2.3 3.6
Current balanca -25 7 -102 8 -127.5% -107 O -143 S
Offictial unrequited transfers (net) 11 8 13.4 13.2 16,0 21.3
Nonmonetary capital (aet) 76 40.5 6.2 36.3 68.6 1/
Direct iaovestmant -1 4 -1 4 0.2 =0.2 ~0.2
Public (net) S1 35.3 46,1 61 0 63.3
Drawings (6.2) (36 8) (46.6) (653.4) (80 3)
Amorttieations (-1.1) (-1.5) (-2 % (~10 3) (=22.7)
Debt relief obrained (-=) (—) (-=) (3 9 (5.7)
Private (aet) 79 18 2 13 9 4ob 55
Drawings (8.9) (20 2) (17 &) (8.%) (18 2)
Amortizationas (-1 (-2 ) (-3 9) (-8 1) (-16 0)
Debt relief obtained (==) (==) (=) (& 2) (3 3
Trust Fund 30 _ 40 hd -_—
Other, 1acluding errors and omissioans =70 -11 6 -5 6 8 9 _—
Banks (nat) 6 1 5.3 1 4 -5.8 -
Allocation of SDRs = 10 140 1 -
Overall balance -0 2 -42. ~55 7 =-39.4 =33 6 1/
Financing 02 42 4 55 7 39 4 53 6
IMF (net) -0 7 -1 0 98 12 6 17 9
Central govermment exceptional
balance of paysaats fiosncing (net) _ la.0 17 4 15 2 12 &
Dravings (—) (14.0) (17 &) (15 2) (12,4)
Repaymants (—) (—) (=) (-=) (-=)
Changes in arrears (- decrease) - — 50 3 ~-15.7 -2 9
Of which Consolidations (-=) (=) (-=) (=36 7) (
Net cash basis (==) (==? (50 3) (21 0) (-2 9
Other assets of the Central Bank (net) o9 29 & -21 8 27 3 =177
Assetw (- Llncreasas) (4 ) (11.8) (=4 1) (=4 6) ( )
Liabiltities relacted ro consolidation
of arrears (—) (—) (-=) (31 9 . )
New consolidacions {-=1 [-=] [—) [36 7) { 1
Repayments of consol arreacs [-=] [—) [-~] (-4 8] (-17. 7)
Othaer liabilicies (-3 3) (17 6) (=17 5) (—) C +)
Expected addirional rescheduling of
debt servicre 1o 1982 20.0
Expected ras.heduling in 1982 of previously
reschaduled debt service and arrears 3 4
Remaining financing gap 20 S
Sources Data provided by the Malagasy aucthorities, and acaff escimaces
1/ Excluding an estimacted amount of FMG 20 billion of debt relief expected to be cbtained in the

second half of 1982
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Table XVII1. Madagascar: Central Bank Foreign Assets

and Liabilities, 1978-81

(In millions of SDRs; end of period) 1/

1978 1979 1980 1981
Assets 44.5 1.0 15.7 27.5
Reserve position in the Fund (-=) (-=) (-=) (0.3)
SDR holdings (8.7) (--) (-=) (0.3)
Foreign exchange (35.8) (1.0) (15.7) (26.9)
Liabilities 13.4 128.9 326.8 413.1
Use of Fund credit (13.4) (9.9) (42.9) (74.8)
Exceptional balance of
payments financing (-=) (52.9) (109.0) (139.3)
Arrears (--) r--) (174.5) (103.3)
Consolidation of arrears (--) (-=) (-=) (95.5)
Other (-=) (66.1) (0.4) (0.2)
Change in period -159.0 -183.2 -74.5
Sources: Data provided by the Malagasy authorities, and staff

estimates.

1/ Converted at end-of-period exchange rates.
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