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• Discussions for the fifth review under the PRGF arrangement took place during      
June 21-July 5 and September 3-10, 2004, in Antananarivo. The principal Malagasy 
representatives included Mr. Radavidson, the Minister of Economy, Finance, and 
Budget, and Mr. Ravelojaona, Governor of the Central Bank of Madagascar (BCM). 
The mission was received by the President, Mr. Ravalomanana. The mission also met 
with the President of the Senate, representatives of trade unions, and the business and 
donor communities.  

• The staff team comprised Mr. Fayolle (head), Mr. Nassar, Ms. Allain (all AFR), 
Ms. Khemani (PDR), Mr. Jahjah (Resident Representative), and Mrs. Ng Choy Hing 
(Assistant-AFR). Mr. Ismael (Senior Advisor to the Executive Director for 
Madagascar) attended the June/July discussions. The mission worked closely with the 
World Bank staff based in Madagascar. 

• This report covers the fifth PRGF review; it will be accompanied by a Joint Staff 
Assessment of the Poverty Reduction Strategy Paper annual progress report and the 
HIPC completion point document. 

• Four quantitative performance criteria for end-March have been missed (Appendix II, 
Tables 1 and 2), but deviations were generally small—with the notable exception of 
the floor on net foreign assets—and were largely related to the impact of two cyclones. 
At end-June, two out of ten quantitative indicative targets were missed, but measures 
have been taken to bring tax revenue back on track in July, and the level of 
international reserves has significantly increased since July. Progress was made in 
public enterprise reform, although with some delays. The privatization of the cotton 
company, a structural performance criterion at end-March, is expected by end-
September 2004, and the performance criterion on the selection of the private company 
to manage the sugar company at end-June was met. 
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Executive Summary 

Recent developments and performance under the program in the first half of 2004 

• Macroeconomic performance in the first half of 2004 has been impacted by two 
major cyclones, but also by policy slippages that contributed to a depreciation of the 
currency by about 50 percent against the euro and two major cyclones. Real GDP 
growth has been revised downward slightly and inflation has begun to rise sharply.  

• Madagascar’s performance under the program was broadly satisfactory, taking into 
account the impact of the exogenous shocks and corrective actions taken by the 
authorities. Moreover, efforts to bring tax revenue and net foreign assets—the two 
indicative targets missed at end-June—back on track over the summer were 
successful. Progress was also made in structural reform, although with some delays. 
The privatization of the cotton company was delayed, but the company that will 
manage the sugar company was selected in June, and petroleum prices were fully 
liberalized in July.  

Economic policies in the period ahead 

• Given the inflationary pressures, weakening external trade position, and low 
international reserves, the key objectives of the program are to safeguard 
macroeconomic stability. This would require limiting the second-round effects of the 
temporary supply-side and exchange rate shocks, reducing volatility on the foreign 
exchange market, and securing a gradual build-up in official reserves.  

• To achieve these objectives, the authorities have adopted a broad-based policy 
package, including (i) fiscal measures, in order to broadly maintain the domestic 
fiscal balance target for 2004; (ii) monetary tightening, with a view to containing 
inflationary pressures; and (iii) acceleration of the pace of structural reforms. 

• On fiscal policy, the authorities are determined to pursue the implementation of 
corrective actions—especially at customs—to ensure that the revenue target for 2004, 
set at 11.2 percent of GDP, can be met. For 2005, the domestic balance is to be 
reduced by 1 percent of GDP relative to the 2004 outcome.  

• The authorities are committed to improving the effectiveness of monetary policy as 
an anti-inflationary instrument. To this end, they intend in particular to continue to 
strengthen liquidity management.  

• Staff supports the authorities’ request for completion of the fifth review and waivers 
of nonobservance of four quantitative and one structural performance criteria. 
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I.   INTRODUCTION 

1.      On March 17, 2004, the Executive Board completed the fourth review and extended 
the PRGF arrangement until March 1, 2005. It also approved the authorities’ request for an 
augmentation of access from the equivalent of SDR 79.43 million to SDR 91.65 million 
(75 percent of quota; IMF Country Report No. 04/91) with the additional access constituting 
immediate balance of payments support linked to the expected impact of Cyclone Gafilo, 
which hit Madagascar in early March 2004. Executive Directors welcomed Madagascar’s 
strong growth performance in 2003, but expressed concern that fiscal slippages had emerged 
in the second half of the year and that progress in implementing structural reforms had been 
slower than expected. They called on the authorities to implement vigorously the fiscal 
measures outlined in the 2004 budget, and ensure that all social expenditures are carried out 
consistent with the HIPC Initiative’s targets.  

2.      In the attached letter of intent (LOI) dated September 29, 2004 (Appendix II), the 
Minister of Economy, Finance, and Budget and the Governor of the BCM review progress 
under the 2004 program, outline the government’s economic and reform program for 
2004-05, and request waivers for the performance criteria missed at end-March 2004. The 
schedule of future disbursements and program reviews is presented in Table 1. 

II.   RECENT DEVELOPMENTS AND PERFORMANCE UNDER THE PROGRAM 

3.      Two developments were critical in shaping the macroeconomic performance in 
2004—cyclones and a sharp 
depreciation of the exchange rate. 
After declining in 2003, consumer 
price inflation (CPI) has begun to rise 
sharply in 2004, reaching 17.7 percent 
(on a year-on-year basis) in July, 
mainly on account of soaring 
petroleum and rice prices, reflecting 
increases in international prices and a 
partial pass through of the 
depreciation of the exchange rate 
(Figure 1 and Text Box 1 below). Real 
GDP growth in 2004 has been revised 
downward by 0.7 percentage point from the initial program objective to 5.3 percent, still 
consistent with PRSP objectives. Despite the impact of two major cyclones that hit 
Madagascar in early 2004 and a sharp increase in the cost of inputs, growth was supported by 
increased demand for public investment (mainly infrastructure) and strong activities in the 
tourism sector and export processing zones (EPZs).  
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Text Box 1. Rice Price Developments in 2004 

 

Rice is the most important staple food in Madagascar and its price has risen 
sharply in 2004. Rice accounts for about 15 percent of the CPI basket and its price 
increased by 45 percent (year-on-year) in July (up from –6 percent in December 2003). 
This reflected foremost higher international prices and the sharp depreciation of the 
Malagasy franc. Domestic supply conditions remained broadly in line with those in 
2003, notwithstanding the effects of two cyclones that hit the country in January and 
March. As a result, Madagascar is expected to import about 200,000 tons of rice in 
2004, broadly similar to 2003. 

To limit the potential impact of the rice price increases on the poor, the 
government appealed to rice growing countries to facilitate the import of cheap 
rice by Malagasy importers. As a result, private importers secured a deal with 
Thailand to import 100,000 tons. Similar agreements are expected to be reached with 
other countries. Thailand and Japan also committed more than 10,000 tons of rice in 
the form of grants. Importers and distributors in Madagascar are committed to  
pre-financing the imports and reducing their margins. With the imminent arrival of 
these imports, prices of domestic rice started to drop in September, which should help 
rein in overall inflation. 
 

 

 
4.      The balance of payments weakened and the Malagasy franc (FMG) depreciated 
sharply in the first five months of 2004, with supply-side shocks, unfavorable 
international prices developments, as well as some policy slippages—tax and tariff 
exemptions1—contributing to the depreciation. The FMG depreciated by about 50 percent 
against the euro (Figure 2 below), owing notably to (i) strong imports as a result of an 
acceleration of private imports in response to the tax and tariff exemptions, higher petroleum 
prices, and increased government capital expenditures; and (ii) weak exports, owing to the 
impact of the cyclones on the vanilla and shellfish sectors. Exchange rate volatility was 
exacerbated by erratic liquidity management in domestic money markets and structural 
weaknesses in the foreign exchange market (see below). The real exchange rate depreciated 
sharply over the same period (Figure 3 below). The performance criterion on the floor of net 
foreign assets at end-March was missed, as the central bank was unable to accumulate 
sufficient foreign exchange in the context of the sharp depreciation.  

                                                 
1 In September 2003, the government granted tax and tariff exemptions for imports of capital 
goods and selected other commodities, including luxury goods. 
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Figure 2. Net Purchase of Foreign Exchange by the Central Bank, 
January 2 - September 14, 2004 (in Euros)
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5.      The exchange rate stabilized over the summer and the level of foreign reserves 
increased, following fiscal and monetary policy adjustment measures. The foreign 
exchange market appears to have reached a turning point in early June 2004, as the 
government announced important adjustment measures (see below). Furthermore, the foreign 
exchange auction system was replaced by an electronic trading system in July 2004 (a 
structural benchmark under the program for end-March). Although implementation is at an 
early stage, the new system has so far led to lower exchange rate volatility.  

2004
Jun. Jul. Dec. Jun. July Aug. July

Prel. Percent change
since December 03

Total loans 2,492.5 2,538.0 3,005.7 3,646.4 3,749.0 3,482.3 24.7
          Short-term loans 1,820.8 1,838.7 2,185.9 2,535.0 2,568.7 2,325.0 17.5

   Of which:  overdrafts 1,013.2 1,054.4 1,071.5 1,479.7 1,528.7 ... 42.7

   Of which:  oil companies 8.0 9.9 64.0 215.4 248.6 ... 288.4
          Medium-term loans 484.1 503.1 618.5 836.1 879.8 879.1 42.2
          Long-term loans 195.5 196.3 201.4 275.1 280.7 278.2 39.4
     Total loans denominated in foreign exchange  108.4 123.1 177.4 364.2 324.8 ... 83.1
          (in millions of Euros) 15.5 17.7 23.3 29.0 26.2 ... 12.7

    Total loans excluding the effect of exchange        rate depreciations in 2004 2,492.5 2,538.0 3,005.7 3,502.9 3,624.1 ... 20.6

  Amount guaranteed  1/ 112.4 149.9 92.9 254.0 396.3 ... 326.6

  Memorandum items:             Overdrafts/total credit (in percent) 40.6 41.5 35.6 40.6 40.8 ... 
     Amounts guaranteed/total credit (in percent) 4.5 5.9 3.1 7.0 10.6 ... 
     Credit to oil companies/overdrafts (in percent) 0.8 0.9 6.0 14.6 16.3 ... 
     Exchange rate FMG per 1 Euro (end of period) 6,967.0 6,957.0 7,622.0 12,576.0 12,385.0 ... 

     Source: Banking and Financial Supervision Commission (CSBF), Central Bank of Madagascar.
1/ These are guarantees provided for local subsidiary banks by their headquarters abroad. It excludes one local bank
whose parent bank (abroad) guarantees all loans exceeding the single borrower exposure limit.

Text Table 1: Credit to Private Sector, 2003-04

2003

(In billions of Malagasy francs, unless otherwise indicated)

2004
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6.      The foreign exchange market developments also had a significant impact on 
monetary aggregates during the first 
half of 2004 (Figure 4). Broad money 
(M3, including foreign currency deposits) 
grew by 12.6 percent, reflecting the effect 
of the depreciation on the domestic 
currency value of foreign exchange 
deposits. Reserve money declined by 
3.9 percent, owing to foreign exchange 
interventions by the central bank (net sales 
amounted to € 58 million). Credit to the 
private sector increased by over 
17 percent at end-June, 2004, mainly due 
to overdrafts granted to oil companies (Text Table 1 above and Table 6). 

7.      Inconsistent implementation of monetary policy and inadequate coordination 
between the Ministry of Finance and 
the BCM sometime led to erratic 
liquidity management, but the situation 
has recently improved. On the one hand, 
the BCM raised its base rate on two 
occasions in April and early June, 
increased reserve requirements on demand 
deposits, and reduced banks’ maximum 
net open foreign exchange positions. On 
the other hand, it accommodated banks’ 
requests for additional liquidity by 
purchasing treasury bills from them. 
Liquidity was also expanded following the decision by the Treasury to retire maturing 
treasury bills by drawing on its deposits at the central bank. Given the inflationary 
environment, the BCM discontinued the practice of outright purchase of treasury bills from 
banks in early July and further tightened monetary policy by (i) widening the reserve 
requirement base; (ii) conducting a reverse auction in August for the first time since 2002 
and another one in mid-September; and (iii) increasing the base rate for a third time on 
September 16 (LOI, ¶9-11). These measures seem to have had an impact, as evidenced by the 
drop in excess liquidity in the banking system and an increase in interest rates (Figure 5). 

8.      The overall health of the banking sector has improved in recent years (Text 
Table 2 below), owing in large part to the arrival and dominance of foreign banks and 
strengthened banking supervision. The exposure of some banks to a few “niche” borrowers 
increased substantially in recent months (LOI, ¶12). Nevertheless, regulatory capital to risk-
weighted assets of the banking system remains fairly high. Banking supervision needs to be 
further strengthened, given that nonperforming loans (NPL) for the banking system as a 
whole remain high, even if they continued to decline, as medium-sized and large enterprises 
recovered from the 2002 economic crisis.  
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9.      Revenue performance during the first half of the year remained slightly below 
program objectives, mainly reflecting the impact of the cyclones and the tax exemptions 
granted in 2003, but have improved recently. Tax revenues were 0.03 percent of GDP 
below the performance criterion at end-March and about 0.1 of GDP below the program 
indicative target at end-June. These revenue shortfalls stem largely from the impact of the 
cyclones, estimated at about 0.1 percent of GDP, during the first six months of the year. At 
the same time, the expected increase in customs revenue following the sharp depreciation of 
the currency did not materialize, as revenue performance at customs continued to be affected 
by the tax exemptions and persisting weaknesses in customs administration. In view of these 
developments, the authorities implemented corrective actions in July 2004, notably by 
intensifying the fight against fraud at customs, tightening eligibility to customs duties 
advances, and rescinding the tax exemptions on non-capital goods (LOI, ¶16-17). Following 
implementation of these measures, fiscal revenue was brought back on track. 

10.      The widening of the domestic balance led to higher than anticipated domestic 
financing at end-March but performance was back on track at end-June, following 
the reining in of noninterest current expenditures. The deviation from the end-March 
performance criterion on domestic financing of the government was 0.2 percent of GDP, 
and reflected both the shortfall in revenue and the acceleration of the execution rate of 
domestically-financed investment, as the authorities strove to repair the cyclone-related 
damages to public infrastructure, particularly in priority sectors (LOI, ¶6). The indicative 
target on domestic financing at end-June was met, reflecting efforts made during the second 
quarter to contain noninterest current expenditures. 

1998 1999 2000 2001 2002 2003 2004

  Jun.
Prov.

Capital adequacy 
Regulatory capital to risk-weighted assets 
     Lowest ratio 8.6 9.7 10.1 12.0 11.4 10.7 9.4
     Highest ratio 30.5 28.7 32.2 34.1 38.7 38.5 49.1

Asset quality 
     Nonperforming loans to total gross loans 21.1 8.4 8.4 10.3 19.5 16.5 16.3

Earnings and profitability 
     Return on assets 3.2 4.3 4.0 2.8 1.1 3.2 5.2
     Return on equity 91.0 53.0 47.0 39.0 16.0 45.6 33.4
     Noninterest expenses to gross income 46.5 42.9 45.4 48.9 52.2 46.9 42.4
     Personnel expenses to noninterest expenses 44.6 36.7 38.4 35.3 38.3 38.8 36.1

Liquidity 
     Liquid assets to total assets 35.9 37.0 36.9 44.2 52.1 50.5 49.4
     Liquid assets to short-term liabilities 61.9 61.2 62.2 70.0 77.8 74.5 74.5

Memorandum items: 
     Total assets 4,222.0 4,931.0 5,668.0 6,723.0 6,965.2 7,635.9 7,635.9
     Total profits before tax 137.2 214 226.5 186.6 79.7 242.4 199.5

     Source: Banking and Financial Supervision Commission (CSBF), Central Bank of Madagascar (BCM).

Text Table 2. Bank Soundness Indicators, December 1998 to June 2004

(In billions of Malagasy francs)

(Ratio; in percent)
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11.      Implementation of the structural reform program was mixed. The completion 
of the bidding process for the purchase of the cotton company, HASYMA (a structural 
performance criterion for end-March 2004) was delayed (LOI, ¶6). On the positive side, the 
end-June performance criterion on the completion of the bidding process for the selection of 
the company that will manage the sugar company, SIRAMA, has been met, and petroleum 
prices were fully liberalized in July 2004. 

12.      A number of measures were introduced in 2004 to enhance governance and 
improve the efficiency of the public sector (LOI, ¶14). Progress has been made in 
implementing the government’s priority action plan, which aims at operationalizing the 
public finance reform program, including an overhaul of the procurement system. The joint 
private-public sector committee overseeing the efforts toward combating fraud and 
corruption in the tax and customs department continues to meet on regular basis.  

III.   POLICY DISCUSSIONS 

13.      Given the inflationary pressures, weakening external trade position, and low 
international reserves, the policy discussions focused on measures to safeguard 
macroeconomic stability. This would require limiting the second-round effects (for 
example, wage increases, or price increases in services) of the temporary supply-side and 
exchange rate shocks, reducing volatility on the inter-bank foreign exchange market, and 
securing a gradual build-up in official reserves. To achieve these objectives, the authorities 
have adopted a broad-based policy package, including (i) fiscal measures, in order to broadly 
maintain the domestic fiscal balance target for 2004; (ii) monetary tightening, with a view to 
containing inflationary pressures; and (iii) acceleration of the pace of structural reforms, 
especially in the areas of fiscal management, public enterprise reform, and credit and money 
market development. The program for the remainder of 2004 and 2005 sets out the main 
policies in these areas. 

A.   The Macroeconomic Framework for 2004-05 

14.      The revised macroeconomic program seeks to (i) achieve real GDP growth of 
5.3 percent in 2004 and 7 percent in 2005; (ii) contain inflation to about 15 percent (on a 
year-on-year basis) at end-December 2004, but close to the original target of 5 percent by the 
end of 2005; and (iii) secure a gradual build-up in official reserves to three months of imports 
by end 2004 and a further increase in the coming years.  

15.      The authorities noted that these objectives were subject to considerable risks, 
even if policies were fully implemented as outlined below. As demonstrated in 2004, the 
Malagasy economy remains vulnerable to weather and commodity price shocks. Moreover, 
the government would be under pressure to increase further civil service wages in 2005 if the 
minimum wage in the private sector, already increased by 16 percent in March 2004, were to 
be further increased in the fall. 
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B.   Fiscal Policy 

16.      The authorities remain committed to implementing a fiscal policy aimed at 
limiting the second round effects of 
rising inflation. They are determined to 
pursue the implementation of corrective 
actions to ensure that the revenue target 
for 2004, set at 11.2 percent of GDP, can 
be met. In particular, as noted above, 
customs revenue collection is expected to 
strongly increase over the second half of 
the year. Noninterest current expenditures 
will also be reduced by 0.6 percent of 
GDP, as the authorities have cut non-wage 
current expenditures in non-priority 
sectors by 10 percent, and will maintain a 
prudent wage policy during the remainder 
of the year in order to avoid a wage-
inflation spiral (LOI, ¶16).2 However, the 
domestic balance is expected to worsen 
slightly, mainly reflecting the increase in 
interest rate charges and in domestically 
financed capital expenditures, as the 
execution rate of investment expenditures 
accelerated. Combined with the increase 
in the domestic value of external support, 
this would allow for an increase in 
government repayment of its domestic debt of 1 percent of GDP, compared to the program 
(Figures 6 and 7). 

17.      The authorities explained to staff that some reallocation of non priority spending 
within the revised budgetary envelope, amounting to about 0.25 percent of GDP, will be 
necessary. Initial allocations for certain line items (notably military wages and payments to 
the pre-shipment inspection company) proved insufficient to cover actual expenditures for 
the year as a whole. In order to avoid the recurrence of this problem in 2005, the authorities 
agreed to improve the budget preparation process with a view to minimizing mid-year 
changes to the budget, and to strengthen budget execution, notably by ensuring that military 

                                                 
2 Nominal wages will increase by 6 percent in 2004, following a large increase in 2003. This 
will imply a decline in the wage bill-to-GDP ratio to 4.9 percent in 2004, only partially 
reversing the sharp increase observed in 2003 (to 5.6 percent, from 4.6 percent in 2002). 
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wage bill expenditures follow the same budgetary procedures as all other wage-related 
spending (LOI, ¶18).3 

18.      Understandings were reached on the main aggregates of the 2005 fiscal 
framework (LOI, ¶20). The main objectives of the 2005 budget will be to improve the 
domestic balance by 1 percent of GDP relative to the 2004 outcome. This reflects the 
strengthening of public finances following the full implementation of the revenue enhancing 
measures as well as the phasing-out of cyclone-related expenditures. The 2005 fiscal 
framework foresees, inter alia, an increase in Madagascar’s comparatively low revenue-to-
GDP ratio to 11.8 percent, from 11.2 percent in 2004 (LOI, ¶20). The continuation of a 
prudent wage policy will be crucial to contain inflation, while allowing for significant 
recruitments in some key priority sectors. Total wage bill expenditure will slightly increase to 
5 percent of GDP in 2005. The framework also allows for a robust increase in non-wage 
priority sector spending, which will be derived for the first time from the program budgets 
prepared by the priority ministries, with a view to improving the alignment between the 
budget and PSRP objectives, and an increase in capital expenditures. 

C.   Monetary Policy and Financial Sector Reforms 

19.      The authorities developed their monetary program with a view to achieving a 
monetary-fiscal policy mix aimed at reining in inflation. Accordingly, broad money (M3) 
is programmed to increase by 12.6 percent during the year. Given the targeted increase in net 
official external reserves and the government’s plans to avoid recourse to bank financing, the 
monetary program allows credit to the private sector to grow by about 22 percent, similar to 
2003. The pick-up in crop financing during the second half of the year should limit the 
decrease in base money to 1.4 percent by end-December, up from a 3.9 percent drop at end-
June.  

20.      The main challenges in the area of monetary policy are to improve its 
effectiveness as an anti-inflationary instrument. Until recently, the only effective tools 
available to the BCM to manage liquidity were the sale of foreign exchange and the use of 
reserve requirements.4 The authorities intend to continue to strengthen liquidity management 
and avoid inconsistency in the use of monetary policy instruments, including through more 
frequent use of reverse auctions and the development of the money market (LOI, ¶23). 
The authorities stressed that building capacity will be crucial to achieve these objectives. 

21.      Progress has been made in implementing the main recommendations of the 
safeguards assessment report (LOI, ¶24). The audit of reserve money management and 
                                                 
3 Currently, the Ministry of Finance does not have any oversight over military wages, with 
the Minister of Defense being solely responsible for the execution of these expenditures. 

4 For the purpose of the program, the technical memorandum of understanding has been 
modified in order to adjust for changes in the reserve requirement ratio. 
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foreign exchange activities is being implemented with assistance of the Fund’s Monetary and 
Financial Systems Department (MFD). The BCM’s new accounting framework is to be 
approved by its Executive Board in October 2004, and the new accounting framework for 
banking institutions to be submitted to the High Court of Accounts for approval shortly 
thereafter. 

D.   External Sector Issues 

22.      The outlook for the balance of payments for 2004 calls for a substantive 
widening of the current account deficit (excluding official transfers). The trade balance 
will deteriorate substantially in 2004, compared with the program, reflecting higher imports 
driven by tax exemptions as well as the immediate effect of the negative terms of trade shock 
as the price of vanilla fell and that of oil increased. Growth in the EPZs and tourism sector, a 
slowdown in imports, and the increase in external assistance are expected to increase 
international reserves to 3 months of imports by year-end. Partly reflecting the effects of the 
large depreciation, the current account is expected to improve in 2005, but international 
commodity prices present important risks.  

23.      The authorities are committed to implementing prudent macroeconomic 
policies, with a view to preserving recent gains in competitiveness while maintaining a 
flexible exchange rate policy. The authorities and staff agreed that the current level of price 
competitiveness was broadly adequate and that maintaining competitiveness would be 
essential, especially given that a large share of exports is in the textile sector, which can 
relocate quickly depending on competitive conditions. The authorities are also aware that 
structural reforms and strategies to diversify exports are critical. The extension of AGOA to 
2015, and particularly AGOA III for four years, will allow Madagascar some time to deal 
with the upcoming shocks resulting from the expiry of the WTO Agreement on Textiles and 
Clothing in January 2005. The authorities are also exploring ways to reverse the recent 
decline in agro-based exports. Moreover, Madagascar has been selected among countries that 
could benefit from the newly created US Millennium Challenge Corporation (MCC), which 
may help attracting more foreign direct investments. 

24.      The central bank will continue to monitor developments on the new interbank 
foreign exchange market. Staff agreed that the new system represented a significant change 
for the central bank, which needed to ensure it received all the information required to carry 
out its foreign exchange policy. The central bank will also prepare guidelines for its 
interventions on the foreign exchange market by end-2004.  

E.   Structural and Governance Issues 

25.      The authorities intend to intensify their efforts to deepen structural reforms and 
improve governance further. In particular, the completion of the bidding process for the 
privatization of the cotton company, HASYMA, is expected by end-September 2004 (this 
constitutes a prior action under the program) and the utility company, JIRAMA, will be 
placed under private management contract by end-October. Progress is also expected in 
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modernizing the financial sector and rehabilitating the port infrastructure and rail network. 
Moreover, new anti-corruption legislation has been promulgated on September 9, 2004, 
allowing for the creation and staffing of an independent anti-corruption bureau. With 
governance issues viewed as hindering more dynamic economic development, the 
establishment of the bureau, expected in September 2004, is a prior action under the 
program.  

F.   PRSP and Medium-Term Framework 

26.      The sources of growth in the medium term are similar under the PRSP and the 
PRGF-supported program.5 Growth during 2005-09 is expected to be broad-based and 
average about 6 percent per year. Boosted by trade liberalization and investment stimuli, both 
private and public investment are expected to increase relative to GDP (Table 9), assuming 
foreign direct investment and donor assistance materialize as envisaged. 

27.      The authorities’ strategy for achieving sustained economic growth and poverty 
reduction rests on the pursuit of prudent macroeconomic policies and reforms aimed at 
removing supply-side constraints. In this regard, they intend to enhance transparency and 
efficiency in public resource management, reorient their investment effort toward the priority 
sectors to strengthen the impact on poverty reduction, and increase the role of the private 
sector in the economy. They also plan to accelerate the pace of structural reforms, especially 
in the areas of fiscal management, public enterprise reform, credit and money market 
development, and the legal framework affecting the business environment.  

28.      The budgetary framework for the medium term aims at reducing the overall 
deficit (on a commitment basis and excluding grants) to about 7 percent of GDP in 2009 
from 9.3 percent of GDP in 2003. Staff agreed that this should be consistent with growth, 
inflation, and balance of payments objectives over the medium term. Achieving this target 
would require additional revenue efforts, including steps to remove remaining tax 
exemptions and tax expenditures.  

29.      The value of exports and imports are to grow by an annual average rate of 
12 and 9 percent respectively over the medium term, spurred in part by trade 
liberalization and regional integration (Table 2). Export growth is to be fueled by 
diversification, both within and outside the EPZs, the improved quality of cotton, and a 
rebound in the volume of vanilla exports as measures are implemented to curb theft. Import 
growth is also to be strong despite an assumed decline in rice imports, with an expected 
strong growth and investment. This evolution will be supported by the implementation of the 

                                                 
5 The first progress report of the PRSP was submitted to the Fund and the World Bank in 
mid-July, 2004. The report and the joint staff assessment (www.imf.org) are to be discussed 
jointly with this staff report.  
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Integrated Framework (IF) program and the recommendations of the Diagnosis Trade 
Integration Study (DTIS).6 

30.      All but two of the conditions pertaining to the HIPC completion point structural 
triggers have been met, but progress toward achieving the Millennium Development 
Goals (MDGs) has been mixed (Table 10). A recent debt sustainability analysis (DSA), 
conducted by the staffs of the Bank and the Fund together with the Malagasy authorities, 
finds that after the provision of enhanced HIPC assistance and additional bilateral assistance, 
the NPV of debt-to-export ratio will come down below HIPC thresholds and, with 
appropriate policies implemented, the ratio will continue to trend down.7 An increase in 
resources, better policies, and improved effectiveness of institutions could reduce the 
likelihood that some of the MDG targets would not be met. In particular, reaching the target 
to halve the proportion of people suffering hunger requires a comprehensive strategy to boost 
growth and productivity in the agricultural sector.  

IV.   PROGRAM MONITORING 

31.      Implementation of the program will be monitored through quantitative and 
structural performance criteria and benchmarks (see LOI, Tables 1 and 3). The original 
quantitative performance criteria and benchmarks for end-September have been revised to 
reflect the depreciation of the exchange rate (the program exchange rate has been changed 
from FMG 8,904.7 per SDR to FMG 13,739.3 per SDR), the sale of foreign exchange by the 
central bank during the first half of 2004 (which impacts significantly the reserve money 
target and the floor on net foreign assets), the difference between actual and projected end-
December 2003 data, and measures taken to increase tax revenue in the second half of 2004. 
These changes reflect the somewhat tighter monetary stance the authorities have adopted in 
response to inflationary pressures in early 2004. The structural measures focus on securing 
the installation of the most recent ASYCUDA software at customs and preparing guidelines 
for the central bank’s interventions on the foreign exchange market. These measures and 
targets are complemented by structural measures monitored by the World Bank under the 
PRSC (Appendix IV). A revised technical memorandum of understanding (Appendix II, 
Attachment IV) updates definitions and reporting requirements. The sixth and last review of 
the three-year arrangement is expected to be completed in February 2005. 

                                                 
6 The Integrated Framework was established at a high-level WTO Meeting in October 1997 
to facilitate coordination of trade-related technical assistance and promote an integrated 
approach for enhancing the trade opportunities of the least developed countries. The World 
Bank is the lead agency on the DTIS. Further details on the authorities’ trade strategy are 
described in the joint staff assessment of the first progress report of implementation of the 
PRSP (¶19). 

7 See the Completion Point Document for the Enhanced Heavily Indebted Poor Countries 
(HIPC) Initiative. 
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Text Box 2. Structural Conditionality 

 
Coverage of structural conditionality in the program for 2004 
Structural performance criteria and benchmarks cover efficiency in revenue 
administration and financial management, including (i) no granting of tax and tariff 
exemptions beyond those specified in the 2004 budget law; (ii) testing the newly 
installed ASYCUDA system at customs. In additional, preparation of guidelines for the 
central bank’s intervention in the interbank foreign exchange market and publication of 
the BCM’s audited financial statements constitute benchmarks. Furthermore, prior 
actions for Board consideration of the document include: (i) hiring of staff and 
beginning of operations of the independent anticorruption bureau; and (ii) completion 
of the bidding process for the privatization of the cotton company. 
 
Status of structural conditionality in earlier years 
Structural conditionality in earlier programs covered efficiency and transparency in the 
public sector, including completion of the bidding process for the purchase of the 
cotton company; completion of the bidding process for the selection of the company 
that will manage the sugar company; publication of the central bank’s 2001, 2002, and 
subsequent financial statements and attendant audit opinions; and replacement of the 
current system of foreign exchange auctions with an interbank foreign exchange 
trading system.  
 
Structural areas covered by World Bank conditionality 
The World Bank is providing assistance to implement several structural reforms 
relevant to the Fund-supported program, including (i) assistance in strengthening the 
management of the electricity and water company; (ii) reforms and capacity building at 
the land registry; (iii) the strengthening of judicial procedures, and reform of the 
business law; (iv) budget, treasury, and tax administration reforms; and (v) 
strengthening of the monitoring of social expenditures. World Bank assistance has 
gradually started to shift from investments to programmatic lending, requiring several 
policy actions fundamental to their success. A technical assistance project on 
governance to support the necessary structural reforms is ongoing. 
 
Structural areas covered by the African Development Bank and the European 
Union 
The African Development Bank is implementing a new structural adjustment credit 
aimed at enhancing institutional capacity in the transport sector and supporting the 
fight against HIV/AIDS. The European Union’s emergency budgetary assistance 
focuses on public expenditure management and social sector reforms. 

 

 
V.   DATA ISSUES AND TECHNICAL ASSISTANCE 

32.      Madagascar’s economic and financial statistics are comprehensive, but exhibit 
weaknesses for several sectors (Appendix V). Madagascar has received extensive technical 
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assistance in the statistics area from multilateral and bilateral donors over the past several 
years, and has formally begun participation in the General Data Dissemination System 
(GDDS) in July 2004. A summary of the Fund’s most recent technical assistance provision to 
Madagascar is presented in Appendix III, Section XI. This included, in September 2004, 
assistance for the development of the foreign exchange market. 

VI.   STAFF APPRAISAL 

33.      Staff considers that the performance under the program is broadly satisfactory, 
taking into account the impact of the exogenous shocks and corrective actions taken by 
the authorities. The growth, fiscal, inflation, and balance of payments performance in 2004 
has been adversely affected, but strong measures were taken to secure a tight fiscal and 
monetary stance. Moreover, efforts to bring tax revenue and net foreign assets—the two 
indicative targets missed at end-June—back on track over the summer were successful, and 
progress has been made in structural reforms, albeit sometimes with delay. Economic 
developments in 2004 highlight the extent to which Madagascar remains vulnerable to 
external shocks, including cyclones and terms of trade, reinforcing the need for economic 
diversification and for a flexible policy response.  

34.      Inflation has become a key concern for the rest of 2004 and 2005, but the policy 
adjustments taken should limit second round effects. The precise evolution of inflation is 
subject to considerable uncertainties and will depend notably on developments in the 
international prices of oil and rice—but also on policy responses. In this context, staff 
welcomes in particular the measures taken to tighten fiscal and monetary policy.  

35.      The authorities’ fiscal program for 2004 should be consistent with the objective 
of containing inflation. Even though revenue performance was disappointing in the first half 
of 2004, especially at customs, the corrective measures taken by the authorities since July 
should allow the original program target of 11.2 percent of tax revenue-to-GDP to be met. 
The prudent current expenditures stance is also welcome, while allowing capital expenditures 
to increase with cyclone-related rebuilding needs. However, social and political tensions 
could increase and challenge the determination of the authorities to keep this fiscal stance for 
the remainder of 2004 and 2005—but perseverance in this area will be critical for 
macroeconomic stability and a reduction in inflation.  

36.      The authorities’ fiscal targets for 2005 facilitate a significant decline in inflation 
while safeguarding spending in priority areas. Achieving the 2005 objective of reducing 
the domestic balance by 1 percent of GDP requires a further strengthening of customs 
administration and rescinding the remaining tax exemptions granted in September 2003. As 
noted in the PRSP, further improvement in domestic revenue mobilization over the medium 
term will be crucial for improving the delivery of social services and reducing dependence on 
foreign aid. 

37.       Progress has been made in strengthening the conduct of monetary policy. 
Improving liquidity forecasting and management at the central bank is key for the efficient 
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implementation of the monetary policy. In this regard, particularly welcome is recent 
progress toward better coordination between the central bank and the ministry of finance, as 
well as the expansion of monetary policy instruments. Further improvements will be needed 
to facilitate the conduct of monetary policy at the central bank, including the development of 
the money market. 

38.      Stabilization of the exchange rate over the summer and the introduction of an 
electronic trading system coincided with a significant drop in interventions by the 
central bank. Long-term success of the new system will depend notably on the ability of the 
central bank to clarify its interventions policy; in this context, the central bank’s decision to 
prepare guidelines for its interventions on the foreign exchange market by end-2004 is 
welcome. 

39.      Maintaining export competitiveness over the medium term is crucial to reach 
Madagascar’s development goals. To capitalize on improved competitiveness gained with 
the depreciation of the exchange rate, the authorities will need to improve the functioning of 
customs, and accelerate the pace of structural reforms, aimed at maintaining low production 
costs and promoting export diversification. 

40.      Madagascar is expected to reach the completion point under the enhanced HIPC 
Initiative in October 2004. Good progress has been made in the implementation of the 
country’s poverty reduction strategy, and the strengthening of expenditures tracking 
mechanism currently underway should help ensure that additional resources freed by debt 
relief be used with the aim of reaching the MDGs. 

41.      Implementation of structural reforms has improved, albeit sometimes with 
delays. Progress has been made in enhancing public expenditure management and fight 
against corruption, although an unfinished agenda remains. Staff also welcomes progress in 
privatization and the liberalization of petroleum prices. These efforts need to be accelerated, 
with World Bank support, including improving the efficiency of the utility company.  

42.      A major challenge facing the authorities is to strengthen capacity. Limited 
capacity continues to jeopardize the government’s ambitious reform program. Madagascar’s 
development partners have an essential role to play to help in the capacity-building efforts. 

43.      Significant short-term risks to program implementation remain, but these 
should be set against the broadly satisfactory implementation of the program in 2004 
and the authorities’ strong ownership of the program targets. In particular, if inflation is 
not contained in the coming months, it may trigger political and social instability and prove 
difficult to contain pressures for further increases of the civil service wages. The balance of 
payments objectives are also subject to significant risks, including from adverse terms of 
trade shocks. Overall, staff recommends Executive Board approval of Madagascar’s request 
for waivers for the missed performance criteria at end-March 2004, and the completion of the 
fifth review under the PRGF-supported program.  
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Table 1. Madagascar: Tentative Work Program Under the Proposed Revised 
PRGF Arrangement, 2004–05 

 

Date Action Disbursement 

August 2004 Mission to continue the discussions for the 
fifth review under the PRGF arrangement. 

 

October 2004 Executive Board consideration of the fifth 
review under the PRGF arrangement and 
HIPC completion point document.  

SDR 11.347 million 

December 2004 Mission to conduct the sixth review under 
the PRGF arrangement and discussions for 
Article IV consultation. 

 

February 2005 Executive Board consideration of sixth 
review under PRGF arrangement, and 
conclusion of the Article IV consultation. 
Arrangement expires.  

SDR 11.348 million 
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 2001 2002 2005 2006 2007 2008 2009

10:14 AM   Prog. 2 Est. Prog. 2 Proj.
30-Sep-04     

 
National income and prices
     Nominal GDP growth 13.7 0.7 13.1 12.8 11.2 16.4 16.2 12.3 11.5 11.5 11.2
     Real GDP growth 6.0 -12.7 6.0 9.8 6.0 5.3 7.0 7.0 6.3 6.3 6.0
     GDP deflator 7.3 15.3 6.6 2.8 4.9 10.5 8.6 4.9 4.9 4.9 4.9
     Consumer price index (period average) 7.0 16.3 8.0 -1.7 5.0 10.1 7.6 5.0 5.0 5.0 5.0
     Consumer price index (end of period) 4.8 13.9 7.0 -0.8 5.0 14.9 5.0 5.0 5.0 5.0 5.0

           
External sector            
     Export, f.o.b 20.6 -50.5 56.0 63.0 8.4 -2.4 23.7 9.7 9.4 8.2 7.8
     Imports, c.i.f. 5.5 -37.6 45.0 70.3 16.3 8.5 8.3 5.4 6.2 5.1 6.0
     Export volume 4.4 -51.2 47.9 51.8 3.4 -1.2 18.1 8.8 8.0 7.2 6.7
     Import volume 6.6 -45.3 38.4 70.4 19.7 -5.3 7.6 7.3 6.5 6.7 6.3
     Terms of trade (deterioration -)     3 16.6 -11.0 0.7 7.4 7.8 -13.9 4.1 2.6 1.5 2.4 1.3

           
Public finance            
     Revenue (excluding grants) -1.3 -20.7 50.5 45.4 28.4 35.0 20.4 14.7 15.4 14.5 14.2
     Total expenditure  4 26.2 -10.5 31.4 40.6 19.9 37.9 12.6 10.8 9.2 7.7 10.3
     Current expenditure 28.3 0.9 14.0 24.1 6.6 18.6 11.4 9.3 11.7 12.7 12.8
     Investment expenditure and net lending 23.5 -26.6 65.1 72.7 45.4 64.7 13.8 12.4 6.9 2.7 7.5

           
Money and credit   5            
     Broad money 24.4 7.1 13.4 8.2 12.0 12.6 13.0 14.0 14.5 14.2 14.2
     Net foreign assets 29.8 -6.4 26.0 14.9 35.1 59.3 17.7 16.4 24.1 21.0 16.4
     Net domestic assets 22.0 13.2 8.6 5.7 2.9 -6.6 9.7 12.1 7.1 8.1 12.0
     Credit to government   6 31.0 32.2 17.0 13.7 -4.7 -34.7 -4.8 -5.8 -7.7 -5.5 -10.7
     Credit to the private sector 8.6 -2.6 17.6 22.2 20.7 22.2 22.2 23.0 23.3 23.0 24.0
     Velocity of money (M3; average) 4.1 3.8 3.8 4.0 3.8 4.1 4.2 4.2 4.1 4.0 3.9
     TB weighted-average auction rates (in percent; end of period) 10.0 12.1 ... 10.8 ... ... ... ... ... ... ...

    

Public finance
     Total revenue (excluding grants) 10.1 8.0 10.6 10.3 11.9 12.0 12.4 12.7 13.1 13.5 13.8
          Of which : tax revenue 9.7 7.7 10.3 10.0 11.2 11.2 11.8 12.1 12.6 13.0 13.4
     Total grants 3.9 2.2 4.3 5.1 5.0 7.9 5.9 5.8 5.6 5.4 5.2
     Capital expenditure 7.3 4.8 7.3 7.8 8.2 11.5 11.3 11.3 10.8 10.0 9.7
     Total expenditure 17.6 15.7 18.2 19.5 19.6 23.1 22.4 22.1 21.7 21.0 20.8
     Overall balance (commitment basis, incl. grants) -4.3 -5.5 -3.3 -4.2 -2.8 -3.4 -4.1 -3.7 -3.0 -2.1 -1.7
     Overall balance (commitment basis, excl. grants) -8.2 -7.7 -7.6 -9.3 -7.8 -11.3 -10.0 -9.5 -8.6 -7.5 -7.0
     Domestic financing 1.9 2.4 0.4 1.8 -0.1 -1.1 0.0 0.0 -0.1 0.1 -0.1

0     
Money and credit    5 0     
     Broad money 24.7 26.2 26.5 25.1 26.2 24.3 23.7 24.0 24.7 25.3 25.9
     Net foreign assets 7.7 7.2 8.1 7.3 9.0 10.0 10.1 10.5 11.7 12.7 13.3
     Net domestic assets 16.9 19.0 18.4 17.8 17.3 14.3 13.5 13.5 13.0 12.6 12.7
     Credit to government    6 6.9 9.0 9.3 9.1 8.3 5.1 4.2 3.5 2.9 2.5 2.0
     Credit to the private sector 8.4 8.1 8.4 8.8 9.2 9.2 9.7 10.6 11.7 12.9 14.4

0           
Savings and investment 0           
     Resource gap -3.2 -6.6 -7.6 -10.1 -8.5 -15.2 -11.7 -10.1 -9.2 -8.2 -7.5
     Investment 18.5 14.3 17.5 17.9 19.4 23.7 25.3 24.8 24.2 23.3 23.0
          Government 7.3 4.8 7.3 7.8 8.2 11.5 11.3 11.3 10.8 10.0 9.7
          Nongovernment 11.2 9.5 10.2 10.1 11.2 12.2 14.0 13.5 13.4 13.3 13.3
     Gross domestic savings 15.3 7.7 9.9 7.8 10.9 8.6 13.6 14.7 15.0 15.1 15.4
     Gross national savings 17.2 8.3 12.9 11.9 13.9 14.6 17.5 18.5 18.6 18.5 18.6
          Public 3.0 -0.7 -3.3 3.7 5.4 8.1 7.2 7.7 7.9 7.9 7.9
          Private 14.2 9.0 16.2 8.2 8.6 6.4 10.3 10.8 10.7 10.6 10.7
            
External sector, public debt, and debt service            
     Export, f.o.b 21.3 11.0 16.0 15.6 14.5 19.7 23.7 24.0 24.4 24.5 24.6
     Imports, c.i.f. 24.7 16.0 23.6 23.9 22.8 33.5 35.2 34.3 33.8 33.0 32.5
     Current account balance (excluding grants) -2.0 -6.1 -7.3 -8.6 -7.6 -13.2 -10.1 -8.6 -7.8 -6.8 -6.3
     Current account balance (including grants) -1.3 -6.0 -4.6 -6.0 -5.4 -9.2 -7.8 -6.3 -5.7 -4.9 -4.3
     Net present value (NPV) of external debt     7 

          After traditional debt relief ... ... ... ... ... 71.1 71.7 67.7 64.4 60.8 57.4
          After enhanced HIPC Initiative debt relief ... ... ... ... ... 50.6 52.4 50.7 49.1 46.9 44.9

   
 

   
Gross official reserves (in millions of SDRs) 317.5 266.6 324.0 284.7 400.6 327.5 368.8 421.1 474.3 517.9 564.5
     In months of imports of goods and nonfactor services 3.3 4.1 3.5 2.8 3.8 3.0 3.2 3.4 3.7 3.8 3.9
Exchange rate: Malagasy francs per SDR (period average) 8,391.0 8,774.3 ... 8,646.0 ... ... ... ... ... ... ...
Exchange rate: Malagasy francs per U.S. dollar (period average) 6,591.5 6,592.3 ... 6,203.4 ... ... ... ... ... ... ...
GDP per capita (in U.S. dollars) 285 278 298 324 339 255 254 269 281 295 307
Nominal GDP (billions of Malagasy francs) 29,843 30,042 33,978 33,893 37,651 39,446 45,822 51,440 57,369 63,982 71,156

   Sources:  Malagasy authorities; and Fund staff estimates and projections.

   1 Data may not add up due to rounding.
   2 IMF Country Report No. 04/91 (3/30/04).
   3 Based on 1993 trade weights.
   4 2003 includes extrabudgetary expenditure.
   5 The composition of monetary growth in 2003 reflects reclassification of a public enterprise, SOLIMA, debt (FMG 350.4 billion) by the government.
   6 For 2003, include the takeover of SOLIMA debt by the government.
   7 NPV based on stock-of-debt operation at end-2003.

Table 2. Madagascar: Selected Economic and Financial Indicators, 2001-09  1/

Projections

(In units indicated)

(In percent of GDP)

(Annual percentage change, unless otherwise indicated)

2003 2004
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10:14 AM
30-Sep-04 Prog. Act. Prog. Est. Prog. Rev. Prog. Proj.

 Prog.
  

Total revenue and grants 1,325.8 1,358.1 2,981.4 3,035.9 4,760.6 5,858.5 6,381.6 7,826.8
  Total revenue 1,090.5 1,077.3 2,309.7 2,283.3 3,326.9 3,420.6 4,491.6 4,717.3
        Of which: tax revenue 1,010.5 997.6 2,164.3 2,125.6 3,120.3 3,191.3 4,210.0 4,417.9
  Grants 235.3 280.9 671.7 752.6 1,433.7 2,437.9 1,890.0 3,109.5
    Current grants 69.0 61.4 228.2 258.5 602.1 1,206.1 781.2 1,450.0
        Of which:  HIPC assistance 53.3 56.1 92.3 90.8 137.3 138.9 177.2 180.8
                            counterpart funds 15.7 5.3 28.2 28.2 36.5 36.5 46.3 46.3
    Project grants 166.3 219.5 443.5 494.1 831.6 1,231.8 1,108.8 1,659.5

 
Total expenditure 1,417.6 1,790.7 3,285.3 4,076.6 5,595.9 6,817.4 7,391.7 9,130.4
  Current expenditure 957.6 959.6 2,100.4 2,248.8 3,323.0 3,467.7 4,316.0 4,577.2

Budgetary expenditure 914.2 887.0 1,949.5 2,056.6 3,097.9 3,233.2 4,153.9 4,410.9
  Personnel 1 482.8 433.9 965.7 905.4 1,463.4 1,448.5 1,931.3 1,931.3
      Of which: HIPC financed 29.9 29.9 59.9 47.5 104.7 89.8 119.7 119.7
  Other noninterest expenditure 216.6 193.6 552.9 553.8 1,025.4 944.2 1,344.3 1,277.1

      Of which: HIPC financed 13.7 13.7 28.8 16.0 63.0 63.0 84.0 101.8
   Foreign interest obligations 71.1 87.9 177.2 256.3 243.1 380.7 377.6 560.7
   Domestic interest obligations 143.7 171.6 253.8 341.1 366.0 459.8 500.7 641.8
Treasury operations (net) 2 41.8 71.3 147.7 190.3 220.6 230.3 156.3 160.5
Counterpart funds-financed operations 1.6 1.3 3.2 2.0 4.5 4.2 5.8 5.8

 
  Capital expenditure 460.0 831.1 1,184.9 1,827.8 2,272.9 3,349.7 3,075.7 4,553.2
    Domestically financed 126.7 224.6 309.5 515.7 644.3 870.0 914.4 1,200.0

     Of which:  cyclone related expenditures 0.0 100.0 0.0 100.0 0.0 100.0 0.0 100.0
    Foreign financed 333.3 606.6 875.4 1,312.1 1,628.6 2,479.7 2,161.3 3,353.2

     Of which:  HIPC financed 23.3 23.3 48.8 56.5 78.9 78.9 95.0 95.0

Government on-lending to public enterprises 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Net cost of structural reforms -8.1 -22.8 -26.3 -22.8 -38.9 -25.0 -42.7 -42.7

Overall balance (commitment basis)        
  Excluding grants -335.2 -736.3 -1,001.9 -1,816.1 -2,307.9 -3,421.8 -2,942.8 -4,455.8
  Including grants -99.8 -455.4 -330.2 -1,063.5 -874.1 -983.9 -1,052.8 -1,346.3

Domestic balance (commitment basis) 3 69.3 -41.8 50.6 -247.7 -436.2 -561.5 -403.9 -541.9

Change in arrears 4  -140.8 -230.0 -175.3 -271.6 -302.0 -287.0 -347.3 -347.3

Total overall balance (cash basis, excluding grants) -476.0 -966.3 -1,177.2 -2,087.7 -2,609.9 -3,708.8 -3,290.1 -4,803.1
Total overall balance (cash basis, including grants) -240.6 -685.4 -505.5 -1,335.1 -1,176.1 -1,270.9 -1,400.1 -1,693.6

 
Financing 240.6 685.4 505.5 1,335.1 1,176.1 1,270.9 1,400.1 1,693.6

       
  Foreign (net) 183.1 540.8 221.5 977.9 939.2 1,534.2 1,367.9 2,005.8
    Drawings 303.9 599.2 543.3 1,053.6 1,355.4 1,757.0 1,657.2 2,283.0
        Budget 160.3 235.5 160.3 235.6 637.3 588.1 699.7 684.2
        Projects 143.6 363.7 383.0 818.0 718.1 1,169.0 957.5 1,598.7
    Amortization due -120.8 -136.9 -321.8 -301.6 -416.2 -517.5 -634.4 -727.2
    Change in external arrears 5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
    Debt relief 65.9 78.5 185.2 225.9 226.5 294.7 345.1 450.0
        Current maturities 53.5 66.1 122.2 162.9 156.0 224.1 223.7 328.5
       HIPC assistance 12.4 12.4 63.0 63.0 70.5 70.6 121.5 121.5

  
  Domestic (net) 55.3 134.5 260.6 230.1 190.9 -390.4 -40.6 -448.3
    Banking system 6 -79.8 -76.3 175.2 -133.2 53.3 -953.9 -151.1 -1,013.4
    Nonbanking system 135.1 77.0 85.4 134.0 137.6 438.1 110.5 478.1
    Treasury correspondent accounts (net) 0.0 133.8 0.0 229.3 0.0 125.4 0.0 87.0

 
  Privatization receipts 7 2.2 10.1 23.4 127.1 46.0 127.1 72.8 136.1
 

 Sources:  Ministry of Economy, Finance, and Budget; and Fund staff estimates and projections.

1 Personnel expenditures in 2002 were much lower than in the budget as the payment of a number of indemnities and allowances was 
suspended because of the revenue shortfall.
2 Includes annexed budgets of quasi-public entities, including port authorities, the post office, government printing office, 
and civil service retirement funds. Beginning in 2002 net correspondent account balances are classified as domestic financing.
3 Overall balance, excluding grants, foreign-financed capital expenditures, and foreign interest payments.
4 Change in arrears consists of the amount to be recommitted and net payments delays. The latter includes expenditure committed but with no payment orders issued, an
not covered by the performance criterion on non-accumulation of arrears.
5 Bilateral agreements on debt with non-Paris Club creditors, most of which is in arrears, were initially assumed to be finalized in 2001;
however, such reschedulings are materializing at a slower pace than envisaged. For 2001, arrears were rescheduled with the 
Saudi Fund for Development and a commercial creditor, Itochu Bank (Hong Kong SAR).
6 Excludes the assumption of state oil company (SOLIMA) debt by the government and the effect of exchange rate changes on net credit to government in foreign exch
7 Privatization receipts in the first half of 2003 largely came from transactions regarding  SOLIMA (FMG 23.5 billion), TORGINOL (FMG 2.04 billion), and FIMA (F

Table 3.  Madagascar:  Quarterly Central Government Accounts, 2004
 (In billions of Malagasy francs)

2004
Q1 Q2 Q3 Q4
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10:17 AM 2002 2005 2006 2007 2008 2009
30-Sep-04  Prog. Proj. Act. Prog. Rev.

 Prog.

Total revenue and grants 3,053.2 5,091.9 4,866.8 5,224.8 6,381.6 7,826.8 8,386.1 9,513.6 10,736.5 12,049.2 13,551.1
Total revenue 2,403.0 3,617.0 3,497.3 3,494.5 4,491.6 4,717.3 5,679.7 6,514.4 7,518.7 8,609.9 9,830.8

Budgetary revenue 2,403.0 3,617.0 3,497.3 3,494.5 4,491.6 4,717.3 5,679.7 6,514.4 7,518.7 8,609.9 9,830.8
 Tax revenue 2,304.2 3,509.0 3,389.3 3,392.3 4,210.0 4,417.9 5,423.2 6,224.2 7,228.6 8,317.7 9,534.9
    Of which: recovery of tax arrears … … … … 80.0 80.0 … … … … …
 Nontax revenue 98.9 108.0 108.0 108.0 281.6 299.4 256.5 290.2 290.2 292.2 295.9

Grants 650.1 1,474.9 1,369.5 1,730.3 1,890.0 3,109.5 2,706.4 2,999.1 3,217.8 3,439.3 3,720.3
Current grants 249.6 879.7 817.6 859.3 781.2 1,450.0 1,012.1 1,153.3 1,210.9 1,257.3 1,353.3

  Of which:  HIPC assistance  1 183.7 206.3 191.6 191.6 177.2 180.8 327.3 409.7 407.3 388.8 416.5
Project grants 400.5 595.2 551.9 871.0 1,108.8 1,659.5 1,694.3 1,845.8 2,006.9 2,182.0 2,367.0

           
Total expenditure 4,709.5 6,187.0 6,162.7 6,622.2 7,391.7 9,130.4 10,279.9 11,393.9 12,447.3 13,406.2 14,785.0

Current expenditure 3,109.3 3,544.6 4,047.9 3,858.3 4,316.0 4,577.2 5,098.7 5,571.7 6,224.6 7,017.2 7,916.5
Budgetary expenditure 2,781.1 3,441.4 3,916.9 3,758.2 4,153.9 4,410.9 4,989.7 5,468.7 6,121.6 6,914.2 7,813.5

Personnel 2 1,380.0 1,815.9 1,887.9 1,827.1 1,931.3 1,931.3 2,287.9 2,469.1 2,696.4 3,007.2 3,344.3
      Of which: HIPC financed 71.4 119.8 119.8 119.8 119.7 119.7 176.7 0.0 0.0 0.0 0.0

Other  noninterest expenditure 741.7 1,024.3 1,235.3 1,180.7 1,344.3 1,277.1 1,582.3 1,930.6 2,325.3 2,785.3 3,311.0
      Of which: HIPC financed 108.0 119.7 119.7 119.7 84.0 101.8 112.3 0.0 0.0 0.0 0.0

Foreign interest obligations  407.7 399.4 346.7 302.8 377.6 560.7 573.7 653.7 687.7 718.8 750.7
Domestic interest obligations 251.8 201.8 447.0 447.5 500.7 641.8 545.8 415.3 412.2 403.0 407.4

Treasury operations (net)    3  202.0 65.0 91.9 60.4 156.3 160.5 100.0 100.0 100.0 100.0 100.0
Emergency expenditure    4 122.2 35.0 35.0 35.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0

        Of which :  elections 58.2 35.0 35.0 35.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Counterpart-funds-financed operations 3.9 3.2 4.1 4.3 5.8 5.8 9.0 3.0 3.0 3.0 3.0

           
Capital expenditure 1,445.8 2,496.3 1,968.7 2,657.4 3,075.7 4,553.2 5,181.1 5,822.2 6,222.7 6,389.0 6,868.4

Domestically financed 559.7 800.0 695.0 861.4 914.4 1,200.0 1,368.8 1,978.6 2,321.6 2,607.4 2,900.4
Foreign financed 886.2 1,696.3 1,273.7 1,796.0 2,161.3 3,353.2 3,812.3 3,843.5 3,901.1 3,781.6 3,968.0
    Of which : HIPC financed 121.2 123.7 123.7 123.4 95.0 95.0 261.7 0.0 0.0 0.0 0.0

Government on-lending 154.4 146.1 146.1 106.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Primary balance  5 -46.8 673.6 243.1 386.6 882.4 1,168.9 1,564.6 1,875.8 2,276.0 2,614.2 2,990.0

Overall balance (commitment basis,            
            excluding the cost of structural reforms)            

Including grants -1,656.4 -1,095.1 -1,295.9 -1,397.4 -1,010.1 -1,303.6 -1,893.8 -1,880.3 -1,710.8 -1,356.9 -1,233.9
Excluding grants -2,306.5 -2,570.0 -2,665.4 -3,127.7 -2,900.1 -4,413.1 -4,600.2 -4,879.4 -4,928.6 -4,796.3 -4,954.1

           
Net cost of structural reforms  6 5.8 -17.1 -20.0 -19.7 -42.7 -42.7 9.0 0.0 0.0 0.0 0.0

Exceptional revenue 5.8 10.0 10.0 6.1 7.3 7.3 9.0 0.0 0.0 0.0 0.0
Cost of structural reforms 0.0 27.1 30.0 25.7 50.0 50.0 0.0 0.0 0.0 0.0 0.0

           
Overall balance (commitment basis,            
            including the cost of structural reforms)            

Excluding grants -2,300.7 -2,587.1 -2,685.4 -3,147.4 -2,942.8 -4,455.8 -4,591.2 -4,879.4 -4,928.6 -4,796.3 -4,954.1
Including grants -1,650.6 -1,112.2 -1,315.9 -1,417.1 -1,052.8 -1,346.3 -1,884.8 -1,880.3 -1,710.8 -1,356.9 -1,233.9

Domestic balance  7 -1,006.8 -491.4 -1065.0 -1,048.5 -403.9 -541.9 -205.1 -382.2 -339.8 -295.9 -235.4
           

Change in arrears -212.6 -341.6 -256.6 -204.9 -347.3 -347.3 -150.0 -100.0 -50.0 0.0 -50.0
           

Total overall balance (cash basis, excluding grants) -2,513.2 -2,928.7 -2,942.0 -3,352.3 -3,290.1 -4,803.1 -4,741.2 -4,979.4 -4,978.6 -4,796.3 -5,004.1
Total overall balance (cash basis, including grants) -1,863.1 -1,453.7 -1,572.5 -1,622.0 -1,400.1 -1,693.6 -2,034.8 -1,980.3 -1,760.8 -1,356.9 -1,283.9

          
Financing 1,863.1 1,453.7 1,572.5 1,622.0 1,400.1 1,693.6 2,034.8 1,980.3 1,760.8 1,356.9 1,283.9

           
Foreign (net) 1,094.2 1,221.0 790.2 957.8 1,367.9 2,005.8 2,025.3 2,005.7 1,837.9 1,320.0 1,260.3

Drawings 1,150.1 1,504.3 1,043.1 1,246.3 1,657.2 2,283.0 2,445.7 2,607.7 2,525.6 2,089.7 2,108.4
Budget 664.4 526.9 321.3 321.3 699.7 684.2 589.3 610.0 631.4 490.2 507.4
Projects 485.7 977.4 721.8 925.0 957.5 1,598.7 1,856.3 1,997.7 1,894.2 1,599.6 1,601.0

Amortization due -583.1 -661.2 -613.4 -634.4 -634.4 -727.2 -949.9 -961.2 -896.7 -999.7 -1,097.2
Change in external arrears 0.0 -87.7 -71.8 -67.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0
External debt relief 527.2 465.5 432.3 413.2 345.1 450.0 529.5 359.2 209.0 230.0 249.1

 Of which:  HIPC assistance  8 166.0 156.8 133.7 133.7 121.5 121.5 223.5 0.0 0.0 0.0 0.0
Financing gap 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

 (in millions of U.S. dollars) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Domestic (net) 722.6 149.3 710.0 596.5 -40.6 -448.3 -4.5 -25.3 -77.1 36.9 23.6

Banking system  9 722.1 75.3 225.4 43.9 -151.1 -1,013.4 -96.2 -111.7 -138.1 -91.6 -118.7
Nonbanking system -71.8 54.0 258.6 422.6 110.5 478.1 91.7 86.4 61.0 128.5 142.3

      Treasury correspondent accounts (net)     3 72.3 20.0 226.0 130.0 0.0 87.0 0.0 0.0 0.0 0.0 0.0
           

Privatization receipts 46.5 83.5 72.3 67.7 72.8 136.1 14.0 0.0 0.0 0.0 0.0

Memorandum items:            
    Total HIPC debt relief  10 349.7 363.2 325.3 325.3 298.7 302.3 550.7 0.0 0.0 0.0 0.0
    Extrabudgetary expenditure … … 283.0 283.0 … … … … … … …
    Total domestic debt 4,236.4 … 4720.4 4,702.9 4,646.8 4,167.6 3,904.0 3,878.7 3,801.6 3,838.5 3,862.0

  Sources:  Ministry of Economy, Finance, and Budget; and Fund staff estimates and projections. 

1 Interim HIPC Initiative assistance of multilateral financial institutions for 2001-04. 
2 Personnel expenditures in 2002 were much lower than in the budget as the payment of a number of indemnities and allowances was
suspended because of the revenue shortfall.
3 Includes annexed budgets of quasi-public entities, including port authorities, the post office, government printing office, 
civil service retirement funds, and correspondent accounts of local authorities. Beginning in 2002, net correspondent account balances are classified as domestic financing.
4  For 2000, the government budgeted FMG 69 billion to address exceptional developments related to the resurgence of a cholera epidemic and the 
devastating effects of three cyclones early in the year.
5  Defined as total revenue (excluding non-tax revenues from the central bank) minus current expenditure (excluding domestic and foreign interest payments).
6 The net cost of structural reforms comprises (a) as receipts, loan recovery by the debt-recovery unit that holds the nonperforming loans of the two (former) 
public banks (BFV and BTM) after the financial restructuring of their assets;  and (b) as expenditures, those related to civil service reform (i.e., training,
bonuses, and wage decompression); to the upgrading of pay and equipment in the justice services; to privatization (severance pay, administrative costs,
transfers to the regional development fund that provides grants and concessional loans for basic social infrastructure purposes or to employees 
affected by privatization, and indemnization payments to formerly expropriated owners); and to the capital transfers for the asset restructuring 
at the two insolvent banks (BFV and BTM).
7 Total revenue minus expenditure, excluding foreign interest payments and foreign-financed capital expenditure.
8 Interim HIPC Initiative assistance provided through Paris Club flow rescheduling on Cologne terms for 2001-04. 
It does not include debt relief from multilateral donors after HIPC completion.
9  Excludes the assumption of state oil company (SOLIMA) debt by the government and the effect of exchange rate changes on net credit to government in foreign exchange.
10  HIPC grants received plus HIPC external debt relief.

Projections

Table 4. Madagascar: Central Government Accounts, 2002-09

2003 2004

(In billions of Malagasy francs)
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10:17 AM 2002 2005 2006 2007 2008 2009
30-Sep-04  Prog. Act. Prog. Rev.

 Prog.

Total revenue and grants 10.2 15.0 15.4 16.9 19.8 18.3 18.5 18.7 18.8 19.0
Total revenue 8.0 10.6 10.3 11.9 12.0 12.4 12.7 13.1 13.5 13.8

 Tax revenue (without recovery of tax arrears and additional measures) 7.7 10.3 10.0 11.0 11.0 11.8 12.1 12.6 13.0 13.4
  Recovery of tax arrears … … … 0.2 0.2 … … … … …
 Nontax revenue 0.3 0.3 0.3 0.7 0.8 0.6 0.6 0.5 0.5 0.4

Grants 2.2 4.3 5.1 5.0 7.9 5.9 5.8 5.6 5.4 5.2
Current grants 0.8 2.6 2.5 2.1 3.7 2.2 2.2 2.1 2.0 1.9

              Of which:  HIPC assistance 1 0.6 0.6 0.6 0.5 0.5 0.7 0.8 0.7 0.6 0.6
Project grants 1.3 1.8 2.6 2.9 4.2 3.7 3.6 3.5 3.4 3.3

Total expenditures 15.7 18.2 19.5 19.6 23.1 22.4 22.1 21.7 21.0 20.8
Current expenditure 10.3 10.4 11.4 11.5 11.6 11.1 10.8 10.9 11.0 11.1

Noninterest expenditure 7.1 8.4 8.9 8.7 8.1 8.4 8.6 8.8 9.1 9.4
  Personnel 4.6 5.3 5.4 5.1 4.9 5.0 4.8 4.7 4.7 4.7

              Of which: HIPC financed 0.2 0.4 0.4 0.3 0.3 0.4 0.0 0.0 0.0 0.0
  Other noninterest expenditure 2.5 3.0 3.5 3.6 3.2 3.5 3.8 4.1 4.4 4.7

              Of which: HIPC financed 0.4 0.4 0.4 0.2 0.3 0.2 0.0 0.0 0.0 0.0
Interest obligations  2.2 1.8 2.2 2.3 3.0 2.4 2.1 1.9 1.8 1.6
Treasury operations 2 0.7 0.2 0.2 0.4 0.4 0.2 0.2 0.2 0.2 0.1
Emergency expenditures  3 0.4 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
        Of which :  elections 0.2 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Capital expenditure 4.8 7.3 7.8 8.2 11.5 11.3 11.3 10.8 10.0 9.7
Domestically financed expenditure 1.9 2.3 2.5 2.4 3.0 3.0 3.8 4.0 4.1 4.1
Foreign-financed expenditure 2.9 5.0 5.3 5.7 8.5 8.3 7.5 6.8 5.9 5.6

                         Of which : HIPC financed 0.4 0.4 0.4 0.3 0.2 0.6 0.0 0.0 0.0 0.0
   Government on-lending 0.5 0.4 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Domestic budgetary balance -2.9 -1.0 -2.7 -1.0 -1.3 -0.5 -0.7 -0.6 -0.5 -0.3
Primary balance  -0.2 2.0 1.1 2.3 3.0 3.4 3.6 4.0 4.1 4.2

Net cost of structural reforms  4 0.0 -0.1 -0.1 -0.1 -0.1 0.0 0.0 0.0 0.0 0.0
Exceptional revenue 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Cost of structural reforms  0.0 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0

Overall balance (commitment basis)           
Excluding grants -7.7 -7.6 -9.3 -7.8 -11.3 -10.0 -9.5 -8.6 -7.5 -7.0
Including grants -5.5 -3.3 -4.2 -2.8 -3.4 -4.1 -3.7 -3.0 -2.1 -1.7

Domestic balance 5 -3.4 -1.4 -3.1 -1.1 -1.4 -0.4 -0.7 -0.6 -0.5 -0.3

Change in arrears -0.7 -1.0 -0.6 -0.9 -0.9 -0.3 -0.2 -0.1 0.0 -0.1

Total overall balance (cash basis, excluding grants) -8.4 -8.6 -9.9 -8.7 -12.2 -10.3 -9.7 -8.7 -7.5 -7.0
Total overall balance (cash basis, including grants) -6.2 -4.3 -4.8 -3.7 -4.3 -4.4 -3.8 -3.1 -2.1 -1.8

Financing 6.2 4.3 4.8 3.7 4.3 4.4 3.8 3.1 2.1 1.8
Foreign (net) 3.6 3.6 2.8 3.6 5.1 4.4 3.9 3.2 2.1 1.8

Drawings 3.8 4.4 3.7 4.4 5.8 5.3 5.1 4.4 3.3 3.0
Budget 2.2 1.6 0.9 1.9 1.7 1.3 1.2 1.1 0.8 0.7
Projects 1.6 2.9 2.7 2.5 4.1 4.1 3.9 3.3 2.5 2.3

Amortization due -1.9 -1.9 -1.9 -1.7 -1.8 -2.1 -1.9 -1.6 -1.6 -1.5
Change in external arrears 0.0 -0.3 -0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0
External debt relief 1.8 1.4 1.2 0.9 1.1 1.2 0.7 0.4 0.4 0.4

              Of which:  HIPC assistance 6 0.6 0.5 0.4 0.3 0.3 0.5 0.0 0.0 0.0 0.0
Financing gap 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Domestic (net) 2.4 0.4 1.8 -0.1 -1.1 0.0 0.0 -0.1 0.1 0.0
              Of which:  banking system  7 2.4 0.2 0.1 -0.4 -2.6 -0.2 -0.2 -0.2 -0.1 -0.2

Privatization receipts 0.2 0.2 0.2 0.2 0.3 0.0 0.0 0.0 0.0 0.0
          

Memorandum items:           
Total HIPC debt relief 1.2 1.1 1.0 0.8 0.8 1.2 0.0 0.0 0.0 0.0
Education expenditure, after HIPC 2.8 … … … … … … … …
Health expenditure, after HIPC 0.9 … … … … … … … …
Total domestic debt 14.1 … 13.9 12.3 10.6 8.5 7.5 6.6 6.0
Nominal GDP (in billions of Malagasy francs) 30,042 33,978 33,893 37,651 39,446 45,822 51,440 57,369 63,982 71,156

  Sources:  Ministry of Economy, Finance, and Budget; and Fund staff estimates and projections.

  1  Interim HIPC assistance of multilateral financial institutions for 2001-04. 
  2  Includes annexed budgets of quasi-public entities, including port authorities, the post office, government printing office, 
civil service retirement funds, and correspondent accounts of local authorities. Beginning in 2002, net correspondent account balances are classified as domestic financing.
  3  For 2000, the government budgetized FMG 69 billion to address exceptional developments related to the resurgence of a cholera epidemic and the 
devastating effects of three cyclones early in the year.
 4  The net cost of structural reforms comprises (a) as receipts, loan recovery by the debt-recovery unit that holds the nonperforming loans of the two (former) 
public banks (BFV and BTM) after the financial restructuring of their assets;  and (b) as expenditures, those related to civil service reform (i.e., training, 
bonuses, and wage decompression); to the upgrading of pay and equipment in the justice services; to privatization (severance pay, administrative costs, transfers
to the  regional development fund that provides grants and concessional loans for basic social infrastructure purposes or to employees affected by privatization, 
and indemnization payments to formerly expropriated owners); and to the capital transfers for the asset restructuring at the two insolvent banks (BFV and BTM).
 5  Overall balance, excluding grants, foreign-financed capital expenditures, and foreign interest payments.
 6  Interim HIPC assistance provided through Paris Club flow rescheduling on Cologne terms for 2001-04.
It does not include debt relief from multilateral donors after HIPC completion.
7  Excludes the assumption of state oil company (SOLIMA) debt by the government and the effect of exchange rate changes on net credit to government in foreign exchange.

Table 5. Madagascar: Central Government Accounts, 2002-09

Projections
2003 2004

(In percent of GDP, unless otherwise indicated)



  

 - 24 -  

1:
43

 P
M

20
00

20
01

20
02

30
-S

ep
-0

4
M

ar
.

Ju
n.

Se
p.

 
 

Pr
og

. 1
/

A
ct

.
Pr

og
. 1

/
A

ct
.

Re
v.

R
ev

.
Pr

og
.

Pr
og

.

N
et

 fo
re

ig
n 

as
se

ts
 

1,
77

7.
1

2,
30

6.
9

2,
15

8.
6

2,
28

7.
2

2,
40

9.
8

2,
45

7.
9

2,
47

9.
3

2,
72

6.
5

3,
77

5.
8

2,
58

5.
6

3,
89

1.
9

4,
16

3.
7

3,
94

9.
0

   
  N

et
 fo

re
ig

n 
as

se
ts

 (B
C

M
)

1,
00

2.
9

1,
63

8.
7

1,
27

2.
5

1,
33

1.
9

1,
37

3.
9

1,
47

5.
2

1,
42

4.
0

1,
67

3.
4

2,
33

6.
8

1,
53

2.
5

2,
18

7.
2

2,
55

6.
1

2,
34

2.
7

   
  N

et
 fo

re
ig

n 
as

se
ts

 (d
om

es
tic

 m
on

ey
 b

an
ks

)
77

4.
1

66
8.

2
88

6.
1

95
5.

4
1,

03
5.

9
98

2.
6

1,
05

5.
3

1,
05

3.
1

1,
43

8.
9

1,
05

3.
1

1,
70

4.
8

1,
60

7.
6

1,
60

6.
2

 
N

et
 d

om
es

tic
 a

ss
et

s
4,

13
8.

0
5,

05
0.

3
5,

71
8.

4
5,

69
3.

9
5,

25
3.

6
5,

72
3.

4
6,

04
3.

4
6,

71
3.

4
5,

40
8.

1
7,

07
4.

8
5,

70
4.

2
5,

33
9.

2
5,

64
5.

5
   

  D
om

es
tic

 c
re

di
t

4,
27

1.
0

5,
30

5.
0

5,
95

2.
4

5,
82

5.
0

5,
56

8.
5

5,
87

8.
6

6,
50

9.
5

6,
69

0.
7

6,
47

0.
5

7,
07

6.
6

6,
84

5.
3

6,
20

3.
4

6,
13

6.
9

   
   

   
 N

et
 c

re
di

t t
o 

go
ve

rn
m

en
t (

bu
dg

et
)  

2/
1,

56
3.

3
2,

04
7.

8
2,

70
6.

8
2,

36
3.

1
2,

31
6.

3
2,

70
0.

6
3,

07
8.

4
3,

19
3.

1
2,

96
1.

8
3,

44
8.

1
2,

84
3.

3
2,

07
1.

1
2,

01
1.

6
   

   
   

 O
th

er
 c

la
im

s o
n 

pu
bl

ic
 se

ct
or

29
3.

2
42

9.
2

40
5.

4
43

1.
8

39
7.

8
36

8.
8

41
0.

5
36

8.
8

42
4.

2
36

8.
8

42
9.

9
42

4.
8

42
4.

8
   

   
   

 C
re

di
t t

o 
th

e 
ec

on
om

y
2,

41
4.

5
2,

82
8.

0
2,

84
0.

3
3,

03
0.

1
2,

85
4.

3
2,

80
9.

2
3,

02
0.

6
3,

12
8.

7
3,

08
4.

5
3,

25
9.

7
3,

57
2.

1
3,

70
7.

6
3,

70
0.

5
   

   
   

   
   

Cr
ed

it 
to

 p
ub

lic
 e

nt
er

pr
ise

s  
2/

11
1.

2
32

7.
2

40
5.

8
40

9.
6

39
1.

1
44

.7
46

.2
44

.7
58

.9
44

.7
68

.3
66

.2
66

.2
   

   
   

   
   

Cr
ed

it 
to

 p
riv

at
e 

se
ct

or
2,

30
3.

3
2,

50
0.

8
2,

43
4.

5
2,

62
0.

5
2,

46
3.

3
2,

76
4.

5
2,

97
4.

5
3,

08
4.

0
3,

02
5.

7
3,

21
4.

9
3,

50
3.

8
3,

64
1.

4
3,

63
4.

3
   

 O
th

er
 it

em
s (

ne
t; 

as
se

t +
) 

-1
33

.0
-2

54
.7

-2
34

.0
-1

31
.1

-3
14

.9
-1

55
.2

-4
66

.1
22

.7
-1

,0
62

.4
-1

.8
-1

,1
41

.1
-8

64
.2

-4
91

.4
 

M
3

5,
91

5.
0

7,
35

7.
3

7,
87

7.
0

7,
98

1.
1

7,
66

3.
3

8,
18

1.
3

8,
52

2.
8

9,
43

9.
9

9,
18

3.
9

9,
66

0.
4

9,
59

6.
1

9,
50

2.
9

9,
59

4.
5

   
  F

or
ei

gn
 c

ur
re

nc
y 

de
po

sit
s

84
1.

3
77

3.
7

87
8.

9
1,

02
8.

0
99

5.
9

1,
01

4.
6

1,
08

6.
9

1,
03

6.
2

1,
55

6.
9

1,
03

6.
2

1,
73

5.
1

1,
57

8.
4

1,
57

8.
4

   
  M

2 
5,

07
3.

7
6,

58
3.

6
6,

99
8.

2
6,

95
3.

1
6,

66
7.

5
7,

16
6.

7
7,

43
5.

9
8,

40
3.

6
7,

62
7.

0
8,

62
4.

2
7,

86
1.

0
7,

92
4.

5
8,

01
6.

1
   

   
   

C
ur

re
nc

y 
in

 c
irc

ul
at

io
n

1,
78

6.
6

2,
15

9.
6

2,
33

0.
1

2,
31

9.
8

2,
15

3.
9

2,
54

3.
0

2,
57

0.
0

2,
83

2.
0

2,
38

9.
6

2,
89

8.
1

2,
64

8.
8

2,
56

5.
8

2,
59

0.
5

   
   

   
D

ep
os

its
 in

 lo
ca

l c
ur

re
nc

y 
 3

/
3,

11
7.

8
4,

25
1.

2
4,

49
0.

7
4,

44
9.

8
4,

34
6.

2
4,

45
4.

1
4,

68
8.

7
5,

40
2.

0
5,

07
4.

2
5,

55
6.

4
5,

04
9.

0
5,

20
3.

0
5,

26
2.

9
   

   
   

Sh
or

t-t
er

m
 o

bl
ig

at
io

ns
 o

f c
om

m
er

ci
al

 b
an

ks
16

9.
3

17
2.

7
17

7.
4

18
3.

5
16

7.
3

16
9.

7
17

7.
2

16
9.

7
16

3.
3

16
9.

7
16

3.
2

15
5.

7
16

2.
6

M
em

or
an

du
m

 it
em

s:
   

  M
3 

19
.3

24
.4

7.
1

1.
3

-2
.7

4.
2

8.
2

7.
0

7.
8

9.
5

12
.6

11
.5

12
.6

   
  M

2
16

.6
29

.8
6.

3
-0

.6
-4

.7
2.

8
6.

3
7.

8
2.

6
10

.7
5.

7
6.

6
7.

8
   

  D
om

es
tic

 c
re

di
t

16
.4

24
.2

12
.2

-2
.1

-6
.5

-0
.8

9.
4

1.
9

-0
.6

7.
7

5.
2

-4
.7

-5
.7

   
  C

re
di

t t
o 

th
e 

pr
iv

at
e 

se
ct

or
18

.9
8.

6
-2

.6
7.

6
1.

2
13

.6
22

.2
7.

1
1.

7
11

.6
17

.8
22

.4
22

.2
   

  N
et

 c
re

di
t t

o 
go

ve
rn

m
en

t  
2/

0.
2

31
.0

32
.2

-1
2.

7
-1

4.
4

-0
.3

13
.7

-2
.5

-3
.8

5.
3

-7
.6

-3
2.

7
-3

4.
7

   
  R

es
er

ve
 m

on
ey

12
.4

29
.7

4.
4

-1
3.

1
-1

4.
2

-0
.9

-0
.3

6.
4

1.
5

8.
7

-3
.9

-2
.3

-1
.4

   
  C

ur
re

nc
y/

M
3 

(in
 p

er
ce

nt
)

30
.2

29
.4

29
.6

29
.1

28
.1

30
.9

30
.2

30
.0

26
.0

30
.0

27
.6

27
.0

27
.0

   
  R

es
er

ve
 m

on
ey

 m
ul

tip
lie

r (
M

3/
re

se
rv

es
)

2.
3

2.
2

2.
2

2.
6

2.
5

2.
3

2.
4

2.
4

2.
6

2.
4

2.
8

2.
8

2.
8

   
  V

el
oc

ity
 o

f m
on

ey
 (G

D
P/

en
d-

of
-p

er
io

d 
M

3)
4.

4
4.

1
3.

8
...

...
...

4.
0

...
...

...
...

...
4.

1
   

  E
xc

ha
ng

e 
ra

te
 (M

al
ag

as
y 

fra
nc

s p
er

 S
D

R
; e

nd
 o

f p
er

io
d)

 4
/

8,
53

7.
8

8,
32

7.
5

8,
74

6.
0

8,
84

8.
4

8,
55

7.
3

8,
71

9.
1

9,
02

7.
0

8,
90

4.
7

13
,0

79
.9

8,
90

4.
7

15
,1

66
.5

13
,7

39
.3

13
,7

39
.3

   
  S

ou
rc

es
:  

C
en

tra
l B

an
k 

of
 M

ad
ag

as
ca

r (
BC

M
); 

an
d 

Fu
nd

 st
af

f e
st

im
at

es
 a

nd
 p

ro
je

ct
io

ns
.

 

   
  1

/ I
M

F 
C

ou
nt

ry
 R

ep
or

t N
o.

 0
4/

/9
1 

(3
/3

0/
04

). 
Th

e 
20

04
 p

ro
gr

am
 w

as
 w

rit
te

n 
ba

se
d 

on
 e

nd
-D

ec
em

be
r 2

00
3 

pr
oj

ec
tio

ns
.

   
  2

/ 2
00

3 
in

cl
ud

es
 th

e 
ta

ke
ov

er
 o

f s
ta

te
 o

il 
co

m
pa

ny
 (S

O
LI

M
A

) d
eb

t (
FM

G
 3

50
.4

 b
ill

io
n)

 b
y 

th
e 

go
ve

rn
m

en
t.

   
  3

/ I
nc

lu
de

s C
om

pt
es

 d
e 

C
he

qu
es

 P
os

ta
ux

 a
nd

 C
ai

ss
e 

d'
Ep

ar
gn

e 
de

 M
ad

ag
as

ca
r

de
po

sit
 a

cc
ou

nt
s.

   
  4

/ E
xc

ha
ng

e 
ra

te
 fo

r m
on

et
ar

y 
pr

og
ra

m
m

in
g 

pu
rp

os
es

.

Ta
bl

e 
6.

 M
ad

ag
as

ca
r: 

M
on

et
ar

y 
Su

rv
ey

, 2
00

0-
04

 (I
n 

bi
lli

on
s o

f M
al

ag
as

y 
fra

nc
s, 

un
le

ss
 o

th
er

w
ise

 in
di

ca
te

d)

(P
er

ce
nt

 c
ha

ng
e 

sin
ce

 th
e 

en
d 

of
 th

e 
pr

ev
io

us
 y

ea
r, 

un
le

ss
 o

th
er

w
is

e 
in

di
ca

te
d)

20
03

D
ec

20
04

M
ar

.
Se

p.
Ju

n.
D

ec
.



  

 - 25 -  

1:
49

 P
M

20
00

20
01

20
02

30
-S

ep
-0

4
 

 
M

ar
.

Ju
n.

Se
p.

D
ec

.
 

 
 

 
 

 
Pr

og
. 1

/
A

ct
.

Pr
og

. 1
/

A
ct

.
R

ev
.

R
ev

.
 

 
 

Pr
og

Pr
og

.
 

 
 

C
en

tr
al

 b
an

k 
(B

C
M

)
 

 
N

et
 fo

re
ig

n 
as

se
ts

 
1,

00
2.

9
1,

63
8.

7
1,

27
2.

5
1,

33
1.

9
1,

37
3.

9
1,

47
5.

2
1,

42
4.

0
1,

67
3.

4
2,

33
6.

8
1,

53
2.

5
2,

18
7.

2
2,

55
6.

1
2,

34
2.

7
 

 
 

 
 

 
 

 
 

 
 

 
 

 
N

et
 d

om
es

tic
 a

ss
et

s
1,

60
7.

1
1,

74
6.

1
2,

26
2.

5
1,

73
9.

7
1,

65
8.

9
2,

03
2.

6
2,

10
0.

6
2,

23
6.

9
1,

23
9.

2
2,

46
2.

4
1,

19
9.

9
88

9.
0

1,
13

2.
4

   
  O

ve
ra

ll 
cr

ed
it 

to
 g

ov
er

nm
en

t (
ne

t)
1,

16
2.

7
1,

20
7.

8
1,

58
5.

2
88

4.
0

90
6.

3
1,

35
6.

4
1,

69
7.

4
1,

71
5.

2
1,

31
2.

1
1,

91
5.

2
1,

45
3.

2
1,

17
8.

8
1,

21
9.

4
   

   
   

 L
iq

ui
di

ty
 o

pe
ra

tio
ns

  2
/

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

   
   

   
 N

et
 c

re
di

t t
o 

go
ve

rn
m

en
t (

bu
dg

et
)  

3/
1,

16
2.

7
1,

20
7.

8
1,

58
5.

2
88

4.
0

90
6.

3
1,

35
6.

4
1,

69
7.

4
1,

71
5.

2
1,

31
2.

1
1,

91
5.

2
1,

45
3.

2
1,

17
8.

8
1,

21
9.

4
   

  C
la

im
s o

n 
pu

bl
ic

 e
nt

er
pr

is
es

  3
/

11
1.

2
27

6.
4

36
4.

1
37

1.
2

36
2.

5
17

.8
17

.7
17

.8
18

.2
17

.8
19

.4
18

.1
18

.1
   

  C
re

di
t t

o 
ba

nk
s

59
.5

40
.4

27
.2

26
.5

22
.1

21
.3

17
.2

21
.3

16
.5

21
.3

13
.4

15
.5

15
.5

   
  O

th
er

 it
em

s (
ne

t; 
as

se
t +

)
27

3.
7

22
1.

5
28

6.
0

45
7.

9
36

8.
1

63
7.

1
36

8.
3

48
2.

5
-1

07
.6

50
8.

0
-2

86
.0

-3
23

.4
-1

20
.6

   
   

   
 O

f w
hi

ch
: v

al
ua

tio
n 

ac
co

un
t (

lo
ss

es
 -)

85
.5

-5
6.

0
54

.5
20

.9
76

.3
76

.5
-6

.9
43

.6
-5

68
.7

43
.6

-8
36

.3
-7

54
.6

-7
55

.5
 

 
 

 
 

 
 

 
  

 
 

 
 

R
es

er
ve

 m
on

ey
  4

/
2,

61
0.

0
3,

38
4.

9
3,

53
5.

0
3,

07
1.

5
3,

03
2.

8
3,

50
7.

8
3,

52
4.

6
3,

91
0.

3
3,

57
6.

1
3,

99
4.

9
3,

38
7.

1
3,

44
5.

1
3,

47
5.

1
   

  C
ur

re
nc

y 
ou

ts
id

e 
ba

nk
s

1,
78

6.
6

2,
15

9.
6

2,
33

0.
1

2,
31

9.
8

2,
15

3.
9

2,
54

3.
0

2,
57

0.
0

2,
83

2.
0

2,
38

9.
6

2,
89

8.
1

2,
64

8.
8

2,
56

5.
8

2,
59

0.
5

   
  B

an
k 

re
se

rv
es

82
3.

4
1,

22
5.

3
1,

20
4.

9
75

1.
8

87
8.

9
96

4.
8

95
4.

6
1,

07
8.

3
1,

18
6.

5
1,

09
6.

8
73

8.
2

87
9.

4
88

4.
6

   
   

   
 C

ur
re

nc
y 

in
 b

an
ks

78
.4

84
.9

12
2.

6
10

2.
3

13
7.

5
12

5.
9

15
0.

8
12

5.
9

14
2.

7
12

5.
9

16
7.

5
17

5.
8

17
5.

8
   

   
   

 D
ep

os
its

74
5.

0
1,

14
0.

4
1,

08
2.

3
64

9.
4

74
1.

4
83

9.
0

80
3.

9
95

2.
4

1,
04

3.
8

97
0.

9
57

0.
8

70
3.

6
70

8.
8

   
   

   
   

   
Re

qu
ire

d 
re

se
rv

es
 (c

al
cu

la
te

d)
 

...
...

81
1.

0
54

1.
1

53
0.

7
53

7.
5

55
0.

4
64

6.
5

53
0.

5
66

5.
0

0.
0

 
 

   
   

   
   

   
Ex

ce
ss

 re
se

rv
es

 (c
al

cu
la

te
d)

...
...

27
1.

4
10

8.
3

21
0.

7
30

1.
4

25
3.

5
30

5.
9

51
3.

3
30

5.
9

0.
0

 
 

 
D

om
es

tic
 m

on
ey

 b
an

ks
 (D

M
B

s)
 

N
et

 fo
re

ig
n 

as
se

ts
77

4.
1

66
8.

2
88

6.
1

95
5.

4
1,

03
5.

9
98

2.
6

1,
05

5.
3

1,
05

3.
1

1,
43

8.
9

1,
05

3.
1

1,
70

4.
8

1,
60

7.
6

1,
60

6.
2

 
 

 
 

 
 

 
 

 
 

 
 

 
N

et
 d

om
es

tic
 a

ss
et

s
3,

35
4.

3
4,

52
9.

4
4,

66
0.

8
4,

70
6.

0
4,

47
3.

6
4,

65
5.

7
4,

89
7.

5
5,

55
4.

8
5,

35
5.

3
5,

70
9.

2
5,

24
2.

5
5,

32
9.

5
5,

39
7.

7
   

  B
an

k 
re

se
rv

es
82

3.
4

1,
22

5.
3

1,
20

4.
9

75
1.

8
87

8.
9

96
4.

8
95

4.
6

1,
07

8.
3

1,
18

6.
5

1,
09

6.
8

73
8.

2
87

9.
4

88
4.

6
   

  L
ia

bi
lit

ie
s t

o 
B

CM
-5

9.
5

-4
0.

4
-2

7.
2

-2
6.

5
-2

2.
1

-2
1.

3
-1

7.
2

-2
1.

3
-1

6.
5

-2
1.

3
-1

3.
4

-1
5.

5
-1

5.
5

   
  C

re
di

t t
o 

go
ve

rn
m

en
t (

ne
t)

40
0.

6
84

0.
0

1,
12

1.
6

1,
47

9.
1

1,
41

0.
0

1,
34

4.
2

1,
38

1.
0

1,
47

7.
9

1,
64

9.
6

1,
53

2.
9

1,
39

0.
1

89
2.

2
79

2.
2

   
   

   
 P

ur
ch

as
e 

of
 li

qu
id

ity
 p

ap
er

  2
/

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

   
   

   
 N

et
 c

re
di

t t
o 

go
ve

rn
m

en
t (

bu
dg

et
)

40
0.

6
84

0.
0

1,
12

1.
6

1,
47

9.
1

1,
41

0.
0

1,
34

4.
2

1,
38

1.
0

1,
47

7.
9

1,
64

9.
6

1,
53

2.
9

1,
39

0.
1

89
2.

2
79

2.
2

   
  O

th
er

 c
la

im
s o

n 
pu

bl
ic

 se
ct

or
29

3.
2

42
9.

2
40

5.
4

43
1.

8
39

7.
8

36
8.

8
41

0.
5

36
8.

8
42

4.
2

36
8.

8
42

9.
9

42
4.

8
42

4.
8

   
  C

la
im

s o
n 

pu
bl

ic
 e

nt
er

pr
is

es
...

50
.8

41
.6

38
.3

28
.6

27
.0

28
.5

27
.0

40
.6

27
.0

48
.9

48
.1

48
.1

   
  C

re
di

t t
o 

pr
iv

at
e 

se
ct

or
2,

30
3.

3
2,

50
0.

8
2,

43
4.

5
2,

62
0.

5
2,

46
3.

3
2,

76
4.

5
2,

97
4.

5
3,

08
4.

0
3,

02
5.

7
3,

21
4.

9
3,

50
3.

8
3,

64
1.

4
3,

63
4.

3
   

  O
th

er
 it

em
s (

ne
t; 

as
se

ts
 +

) 
-4

06
.7

-4
76

.2
-5

20
.0

-5
89

.0
-6

83
.0

-7
92

.3
-8

34
.4

-4
59

.8
-9

54
.8

-5
09

.8
-8

55
.1

-5
40

.8
-3

70
.8

 
 

 
 

 
 

 
 

 
 

 
 

 
D

ep
os

its
3,

95
9.

1
5,

02
4.

9
5,

36
9.

6
5,

47
7.

8
5,

34
2.

1
5,

46
8.

7
5,

77
5.

6
6,

43
8.

2
6,

63
1.

0
6,

59
2.

6
6,

78
4.

0
6,

78
1.

4
6,

84
1.

4
   

  D
ep

os
its

 in
 lo

ca
l c

ur
re

nc
y 

 5
/

3,
11

7.
8

4,
25

1.
2

4,
49

0.
7

4,
44

9.
8

4,
34

6.
2

4,
45

4.
1

4,
68

8.
7

5,
40

2.
0

5,
07

4.
2

5,
55

6.
4

5,
04

9.
0

5,
20

3.
0

5,
26

2.
9

   
  D

ep
os

its
 in

 fo
re

ig
n 

cu
rr

en
cy

 (t
im

e 
de

po
si

ts
)

84
1.

3
77

3.
7

87
8.

9
1,

02
8.

0
99

5.
9

1,
01

4.
6

1,
08

6.
9

1,
03

6.
2

1,
55

6.
9

1,
03

6.
2

1,
73

5.
1

1,
57

8.
4

1,
57

8.
4

   
   

   
   

   
(in

 m
ill

io
ns

 o
f S

D
R

s)
98

.5
92

.9
10

0.
5

11
6.

2
11

6.
4

11
6.

4
12

0.
4

11
6.

4
11

9.
0

11
6.

4
11

4.
4

11
4.

9
11

4.
9

Sh
or

t-t
er

m
 b

on
ds

 (l
ia

bi
lit

ie
s)

16
9.

3
17

2.
7

17
7.

4
18

3.
5

16
7.

3
16

9.
7

17
7.

2
16

9.
7

16
3.

3
16

9.
7

16
3.

2
15

5.
7

16
2.

6
 

  
 

 
   

  S
ou

rc
es

:  
C

en
tra

l B
an

k 
of

 M
ad

ag
as

ca
r (

B
C

M
); 

an
d 

Fu
nd

 st
af

f e
st

im
at

es
 a

nd
 p

ro
je

ct
io

ns
.

 

   
  1

/ I
M

F 
C

ou
nt

ry
 R

ep
or

t N
o.

 0
4/

91
 (3

/3
0/

04
). 

Th
e 

20
04

 p
ro

gr
am

 w
as

 w
rit

te
n 

ba
se

d 
on

 e
nd

-D
ec

em
be

r 2
00

3 
pr

oj
ec

tio
ns

.
   

  2
/ S

al
es

 o
f t

re
as

ur
y 

bi
lls

 fo
r m

on
et

ar
y 

po
lic

y 
pu

rp
os

es
.

   
  3

/ 2
00

3 
in

cl
ud

es
 th

e 
ta

ke
ov

er
 o

f s
ta

te
 o

il 
co

m
pa

ny
 (S

O
LI

M
A

) d
eb

t (
FM

G
 3

50
.4

 b
ill

io
n)

 b
y 

th
e 

go
ve

rn
m

en
t.

   
  4

/ F
or

 2
00

4,
 re

se
rv

e 
m

on
ey

 w
ill

 b
e 

ad
ju

st
ed

 fo
r c

ha
ng

es
 in

 th
e 

re
se

rv
e 

re
qu

ire
m

en
t r

at
io

.
   

  5
/ I

nc
lu

de
s C

om
pt

es
 d

e 
C

he
qu

es
 P

os
ta

ux
 a

nd
 C

ai
ss

e 
d'

Ep
ar

gn
e 

de
 M

ad
ag

as
ca

r 
de

po
si

t a
cc

ou
nt

s.

M
ar

.

Ta
bl

e 
7.

 M
ad

ag
as

ca
r: 

B
al

an
ce

 S
he

et
 o

f t
he

 C
en

tra
l B

an
k 

an
d 

Co
ns

ol
id

at
ed

 B
al

an
ce

 S
he

et
 o

f C
om

m
er

ci
al

 B
an

ks
, 2

00
0-

04
 (I

n 
bi

lli
on

s o
f M

al
ag

as
y 

fr
an

cs
, u

nl
es

s o
th

er
w

is
e 

in
di

ca
te

d)

20
04

20
03

D
ec

.
Se

p.
Ju

n.



 - 26 - 

 

 
 

 
 2001 2002 2005 2006 2007 2008 2009

10:17 AM   Prog. Prel. Prog. Rev.
30-Sep-04    Prog.

   
    
Current account -46.4 -204.1 -168.6 -234.7 -230.3 -277.6 -241.5 -212.9 -206.4 -190.0 -183.0
     Goods and services -114.3 -224.8 -275.9 -394.1 -360.4 -458.7 -364.2 -339.0 -335.2 -320.1 -316.7
          Trade balance 11.6 -90.5 -90.1 -181.5 -225.1 -284.2 -193.6 -172.7 -157.9 -138.6 -129.5
               Exports 757.9 375.0 584.9 611.3 613.5 596.4 737.9 809.5 885.5 958.4 1,033.3
               Imports -746.3 -465.5 -675.0 -792.8 -838.6 -880.6 -931.5 -982.2 -1,043.4 -1,097.0 -1,163
          Net services (net) -125.9 -134.3 -185.8 -212.5 -135.2 -174.5 -170.6 -166.4 -177.3 -181.5 -187.2
               Services, receipts 276.3 173.1 247.3 228.9 287.8 256.7 287.1 316.7 331.2 351.7 373.9
               Services, payments -402.2 -307.4 -433.1 -441.4 -423.1 -431.2 -457.7 -483.1 -508.5 -533.3 -561.1
     Income (net) -46.7 -53.5 -56.4 -57.0 -47.9 -48.6 -50.8 -52.5 -54.0 -55.6 -57.2
          Receipts 18.7 20.1 19.3 11.7 15.7 22.0 20.1 21.0 21.9 22.6 23.3
          Payments -65.4 -73.6 -75.7 -68.7 -63.6 -70.6 -70.9 -73.5 -75.9 -78.2 -80.4
                    Of which : government interest 1 -41.4 -43.9 -42.9 -40.5 -42.4 -40.9 -42.1 -42.9 -43.6 -44.0 -44.4
     Current transfers 114.6 74.2 163.6 216.4 177.9 229.7 173.6 178.6 182.8 185.7 190.9
          Government 24.9 6.2 98.3 102.0 92.9 119.7 73.6 75.6 76.7 77.0 80.0
               Budget aid 36.7 22.1 88.8 91.6 82.5 109.3 73.6 75.6 76.7 77.0 80.0
                    HIPC relief 2 18.8 20.2 22.2 22.2 19.9 20.3 27.1 26.9 25.8 23.8 24.6
                    Grants 17.9 1.9 66.7 69.5 62.6 89.0 46.5 48.8 50.9 53.2 55.4
               Other (net)  3 -11.8 -15.9 9.5 10.4 10.4 10.4 0.0 0.0 0.0 0.0 0.0
          Private 89.7 68.0 65.3 114.4 85.0 110.0 100.0 103.0 106.1 108.7 110.9

           
Capital and financial account 65.9 105.1 168.2 208.5 288.2 250.4 257.8 259.4 264.8 237.3 237.3
     Capital account (government project grants) 88.6 44.7 63.9 63.8 124.5 124.5 115.0 121.0 127.1 133.5 140.0
     Financial account 91.1 24.7 104.2 37.1 163.7 125.9 142.8 138.3 137.6 103.8 97.3
          Direct investment 73.1 6.4 13.1 9.1 52.0 30.0 46.7 50.6 54.5 58.7 63.1
               Of which :  privatization receipts 10.9 3.3 3.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
          Other 18.0 18.3 91.1 28.0 111.7 95.9 96.2 87.7 83.1 45.0 34.2
               Government 21.5 48.2 96.6 51.3 117.0 105.6 107.0 108.0 103.2 66.7 60.8
                    Drawing 90.2 120.3 167.6 124.7 186.1 173.6 166.0 171.0 160.0 127.9 125.7
                         Project drawings 60.4 54.6 105.0 83.5 107.5 122.9 126.0 131.0 120.0 97.9 94.7
                         Budgetary support 26.8 65.7 56.6 41.2 78.6 50.7 40.0 40.0 40.0 30.0 30.0
                         Non-government 3.0 0.0 6.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.0
                    Amortization 1 -68.7 -72.1 -71.0 -73.4 -69.1 -68.0 -59.0 -63.0 -56.8 -61.2 -64.9
               Private sector amortization -7.3 -8.8 -5.4 -7.0 -5.3 -9.7 -10.8 -20.2 -20.1 -21.7 -26.6
               Banks, net 3.8 -21.1 0.0 -16.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0
     Other (incl. errors and omissions)  4 -113.8 35.7 0.0 107.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0

           
Overall balance 19.6 -99.0 -0.4 -26.2 57.9 -27.2 16.4 46.5 58.3 47.3 54.3

           
Financing -19.6 99.0 0.4 26.2 -57.9 27.2 -16.4 -46.5 -58.3 -47.3 -54.3
     Net foreign assets (increase -) -76.9 40.0 -40.1 -12.1 -96.7 -13.4 -39.1 -70.0 -71.6 -61.4 -69.1
          Use of Fund credit (net) 21.4 8.6 17.3 5.9 17.3 29.5 2.3 -17.8 -18.4 -17.8 -22.4
               Disbursements 22.7 11.4 22.7 11.3 22.7 34.9 11.3 0.0 0.0 0.0 0.0
               Repayments -1.3 -2.7 -5.4 -5.4 -5.4 -5.4 -9.1 -17.8 -18.4 -17.8 -22.4
          Other assets, net (increase -) -98.3 31.4 -57.4 -18.1 -114.0 -42.9 -41.3 -52.3 -53.2 -43.5 -46.7
     Net change in arrears (excluding central bank)  5 1.6 1.5 -9.5 -9.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0
     Debt relief and cancellation  6 7 8 55.8 57.5 50.0 47.8 38.8 40.6 22.7 23.6 13.2 14.1 14.7

               
Memorandum items:            
     Grants (in percent of GDP) 3.2 1.5 4.4 4.2 5.1 8.1 6.1 5.8 5.6 5.4 5.2
     Loans (in percent of GDP) 0.6 1.4 2.6 1.3 2.8 3.5 3.4 3.2 2.8 1.7 1.4
     Direct investment (in percent of GDP) 2.1 0.2 0.4 0.2 1.2 1.0 1.5 1.5 1.5 1.5 1.5
     Current account (in percent of GDP)            
          Excluding net official transfers -2.0 -6.1 -7.3 -8.6 -7.6 -13.2 -10.1 -8.6 -7.8 -6.8 -6.3
          Including net official transfers -1.3 -6.0 -4.6 -6.0 -5.4 -9.2 -7.8 -6.3 -5.7 -4.9 -4.3
     Gross official reserves 317.5 266.6 324.0 284.7 400.6 327.5 368.8 421.1 474.3 517.9 564.5
          (in months of imports of goods and nonfactor servic 3.3 4.1 3.5 2.8 3.8 3.0 3.2 3.4 3.7 3.8 3.9
     Exchange rates           
          Malagasy francs/SDR (period average) 8,391.0 8,774.3 ... 8,646.0 ... ... ... ... ... ... ...
          Malagasy francs/U.S. dollar (period average) 6,591.5 6,592.3 ... 6,203.4 ... ... ... ... ... ... ...

     Sources: Central Bank of Madagascar, Ministry of Finance, IMF Finance Dept., and Fund staff estimates and projections.
     1 Interest and amortization payments assume Paris Club stock-of-debt reduction will occur at the completion point, envisaged to be in 2004. 
     2  Interim relief provided by the African Development Bank Group (AfDB), IDA, and the IMF for 2001-03. The distribution of interim relief 
among these years differs from the original program due to AfDB's choice of a different delivery option than assumed at the time of the decision point.
     3  Other official grants less payments due to scholarships and contributions to international organizations.
     4  Includes commercial credits received or granted.
     5  From 2000 on, includes external commercial arrears.
     6  Bilateral agreements on debt with non-Paris Club creditors, most of which is in arrears, were initially assumed to be finalized in 2001; however, such reschedulings are 
materializing at a slower pace than envisaged. For 2001, arrears were rescheduled with the Saudi Fund for Development and a commercial creditor, Itochu Bank (Hong Kong SAR).
     7  Assuming a Paris Club flow rescheduling on Cologne terms agreed in 2001, of which a part is attributable to HIPC relief.
     8  Includes SDR 52 million of HIPC relief.

Revised Projections
20042003

Table 8.  Madagascar:  Balance of Payments, 2001-09
(In millions of SDRs, unless otherwise indicated)

 



  

 - 27 -  

9/
30

/0
4 

10
:1

7 
A

M
20

00
20

01
20

02
 

20
03

20
05

20
06

20
07

20
08

20
09

 
Pr

og
.

Es
t.

Pr
og

. 1
/

R
ev

.
Pr

og
.

G
D

P
26

,2
42

.1
29

,8
43

.1
30

,0
41

.9
33

,9
78

.2
33

,8
93

.2
37

,6
51

.3
39

,4
45

.5
45

,8
21

.7
51

,4
40

.0
57

,3
69

.5
63

,9
82

.5
71

,1
56

.3
 

 
 

 
 

 
 

 
 

 
 

   
  C

on
su

m
pt

io
n

24
,2

16
.4

25
,2

81
.2

27
,7

29
.4

30
,5

99
.9

31
,2

45
.5

33
,5

64
.9

36
,0

67
.6

39
,5

97
.0

43
,8

66
.0

48
,7

55
.0

54
,2

95
.0

60
,1

77
.7

   
   

   
 P

ub
lic

 
1,

79
0.

3
2,

48
9.

8
2,

44
9.

8
2,

94
3.

4
3,

10
8.

0
3,

43
7.

7
3,

37
4.

7
3,

97
9.

2
4,

50
2.

8
5,

12
4.

6
5,

89
5.

4
6,

75
8.

4
   

   
   

 P
riv

at
e

22
,4

26
.2

22
,7

91
.4

25
,2

79
.6

27
,6

56
.5

28
,1

37
.5

30
,1

27
.2

32
,6

92
.9

35
,6

17
.8

39
,3

63
.2

43
,6

30
.3

48
,3

99
.6

53
,4

19
.3

   
 

 
 

 
 

 
 

 
 

 
 

 
   

  I
nv

es
tm

en
t

3,
94

8.
1

5,
52

0.
9

4,
28

4.
8

5,
94

6.
3

6,
06

4.
5

7,
29

5.
3

9,
36

7.
2

11
,5

90
.5

12
,7

44
.2

13
,9

06
.2

14
,9

17
.7

16
,3

35
.3

   
   

   
 D

om
es

tic
 in

ve
st

m
en

t
3,

94
8.

1
5,

52
0.

9
4,

28
4.

8
5,

94
6.

3
6,

06
4.

5
7,

29
5.

3
9,

36
7.

2
11

,5
90

.5
12

,7
44

.2
13

,9
06

.2
14

,9
17

.7
16

,3
35

.3
   

   
   

   
   

G
ov

er
nm

en
t

1,
76

6.
1

2,
18

0.
9

1,
44

5.
8

2,
49

6.
3

2,
65

7.
4

3,
07

5.
7

4,
55

3.
2

5,
18

1.
1

5,
82

2.
2

6,
22

2.
7

6,
38

9.
0

6,
86

8.
4

   
   

   
   

   
Pr

iv
at

e
2,

18
2.

0
3,

34
0.

0
2,

83
9.

0
3,

45
0.

0
3,

40
7.

1
4,

21
9.

6
4,

81
4.

0
6,

40
9.

3
6,

92
2.

1
7,

68
3.

5
8,

52
8.

7
9,

46
6.

9
   

   
   

   
   

   
  O

f w
hi

ch
: 

di
re

ct
 fo

re
ig

n 
in

ve
st

m
en

t (
flo

w
)

47
3.

5
61

3.
4

56
.2

12
1.

9
78

.9
46

3.
0

39
1.

7
68

7.
3

77
1.

6
86

0.
5

95
9.

7
1,

06
7.

3
   

   
   

 C
ha

ng
es

 in
 st

oc
ks

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

 
 

 
 

 
 

 
 

 
 

 
   

  R
es

ou
rc

e 
ga

p
-1

,9
22

.4
-9

59
.0

-1
,9

72
.4

-2
,5

68
.0

-3
,4

16
.8

-3
,2

08
.8

-5
,9

89
.2

-5
,3

65
.8

-5
,1

70
.2

-5
,2

91
.7

-5
,2

30
.2

-5
,3

56
.7

   
   

   
 E

xp
or

ts
 o

f g
oo

ds
 a

nd
 n

on
fa

ct
or

 se
rv

ic
es

8,
05

0.
9

8,
67

7.
9

4,
80

9.
2

7,
74

7.
0

7,
28

4.
6

8,
02

6.
4

11
,1

37
.7

15
,1

01
.3

17
,1

74
.5

19
,2

06
.6

21
,4

05
.9

23
,7

99
.9

   
   

   
   

   
O

f w
hi

ch
 :

 e
xp

or
ts

 o
f g

oo
ds

5,
62

5.
9

6,
35

9.
5

3,
29

0.
4

5,
44

4.
6

5,
30

0.
3

5,
46

3.
3

7,
78

6.
0

10
,8

72
.1

12
,3

44
.7

13
,9

78
.0

15
,6

58
.9

17
,4

76
.5

   
   

   
 Im

po
rts

 o
f g

oo
ds

 a
nd

 n
on

fa
ct

or
 se

rv
ic

es
9,

97
3.

3
9,

63
7.

0
6,

78
1.

6
10

,3
15

.0
10

,7
01

.4
11

,2
35

.2
17

,1
26

.9
20

,4
67

.1
22

,3
44

.7
24

,4
98

.3
26

,6
36

.1
29

,1
56

.6
   

   
   

   
   

O
f w

hi
ch

 :
 im

po
rts

 o
f g

oo
ds

 
6,

32
9.

2
6,

26
2.

1
4,

08
4.

4
6,

28
3.

3
6,

87
4.

3
7,

46
7.

9
11

,4
96

.8
13

,7
23

.9
14

,9
78

.0
16

,4
70

.9
17

,9
23

.2
19

,6
67

.3

    
  C

on
su

m
pt

io
n

92
.3

84
.7

92
.3

90
.1

92
.2

89
.1

91
.4

86
.4

85
.3

85
.0

84
.9

84
.6

   
   

   
 P

ub
lic

 
6.

8
8.

3
8.

2
8.

7
9.

2
9.

1
8.

6
8.

7
8.

8
8.

9
9.

2
9.

5
   

   
   

 P
riv

at
e

85
.5

76
.4

84
.1

81
.4

83
.0

80
.0

82
.9

77
.7

76
.5

76
.1

75
.6

75
.1

   
 

 
 

 
 

 
 

 
 

 
 

 
   

  I
nv

es
tm

en
t

15
.0

18
.5

14
.3

17
.5

17
.9

19
.4

23
.7

25
.3

24
.8

24
.2

23
.3

23
.0

   
   

   
 D

om
es

tic
 in

ve
st

m
en

t
15

.0
18

.5
14

.3
17

.5
17

.9
19

.4
23

.7
25

.3
24

.8
24

.2
23

.3
23

.0
   

   
   

   
   

G
ov

er
nm

en
t

6.
7

7.
3

4.
8

7.
3

7.
8

8.
2

11
.5

11
.3

11
.3

10
.8

10
.0

9.
7

   
   

   
   

   
Pr

iv
at

e
8.

3
11

.2
9.

5
10

.2
10

.1
11

.2
12

.2
14

.0
13

.5
13

.4
13

.3
13

.3
   

   
   

   
   

   
  O

f w
hi

ch
: 

di
re

ct
 fo

re
ig

n 
in

ve
st

m
en

t (
flo

w
)

1.
8

2.
1

0.
2

0.
4

0.
2

1.
2

1.
0

1.
5

1.
5

1.
5

1.
5

1.
5

   
   

   
 C

ha
ng

es
 in

 st
oc

ks
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
 

 
 

 
 

 
 

 
 

 
 

 
   

  R
es

ou
rc

e 
ga

p
-7

.3
-3

.2
-6

.6
-7

.6
-1

0.
1

-8
.5

-1
5.

2
-1

1.
7

-1
0.

1
-9

.2
-8

.2
-7

.5
   

   
   

 E
xp

or
ts

 o
f g

oo
ds

 a
nd

 n
on

fa
ct

or
 se

rv
ic

es
30

.7
29

.1
16

.0
22

.8
21

.5
21

.3
28

.2
33

.0
33

.4
33

.5
33

.5
33

.4
   

   
   

   
   

O
f w

hi
ch

 :
 e

xp
or

ts
 o

f g
oo

ds
21

.4
21

.3
11

.0
16

.0
15

.6
14

.5
19

.7
23

.7
24

.0
24

.4
24

.5
24

.6
   

   
   

 Im
po

rts
 o

f g
oo

ds
 a

nd
 n

on
fa

ct
or

 se
rv

ic
es

38
.0

32
.3

22
.6

30
.4

31
.6

29
.8

43
.4

44
.7

43
.4

42
.7

41
.6

41
.0

   
   

   
   

   
O

f w
hi

ch
 :

 im
po

rts
 o

f g
oo

ds
 

24
.1

21
.0

13
.6

18
.5

20
.3

19
.8

29
.1

30
.0

29
.1

28
.7

28
.0

27
.6

 
 

 
 

 
 

 
 

 
 

 
G

ro
ss

 d
om

es
tic

 sa
vi

ng
s 

7.
7

15
.3

7.
7

9.
9

7.
8

10
.9

8.
6

13
.6

14
.7

15
.0

15
.1

15
.4

   
  G

ov
er

nm
en

t
4.

9
1.

8
-0

.2
2.

0
1.

1
2.

8
3.

0
3.

4
3.

6
4.

0
4.

1
4.

2
   

  N
on

go
ve

rn
m

en
t

2.
9

13
.5

7.
9

8.
0

6.
7

8.
1

5.
6

10
.2

11
.1

11
.0

11
.1

11
.2

 
 

 
 

 
 

 
 

 
 

 
C

ur
re

nt
 a

cc
ou

nt
 

 
 

 
 

 
 

 
 

 
 

 
   

  E
xc

lu
di

ng
 g

ra
nt

s
-6

.5
-2

.0
-6

.1
-7

.3
-8

.6
-7

.6
-1

3.
2

-1
0.

1
-8

.6
-7

.8
-6

.8
-6

.3
   

  I
nc

lu
di

ng
 g

ra
nt

s
-5

.6
-1

.3
-6

.0
-4

.6
-6

.0
-5

.4
-9

.2
-7

.8
-6

.3
-5

.7
-4

.9
-4

.3
 

 
 

 
 

 
 

 
 

 
 

G
ro

ss
 n

at
io

na
l s

av
in

gs
9.

4
17

.2
8.

3
12

.9
11

.9
13

.9
14

.6
17

.5
18

.5
18

.6
18

.5
18

.6
   

  G
ov

er
nm

en
t  

2/
3.

9
3.

0
-0

.7
-3

.3
3.

7
5.

4
8.

1
7.

2
7.

7
7.

9
7.

9
7.

9
   

  N
on

go
ve

rn
m

en
t

5.
5

14
.2

9.
0

16
.2

8.
2

8.
6

6.
4

10
.3

10
.8

10
.7

10
.6

10
.7

 
 

 
 

 
 

 
 

 
 

So
ur

ce
s: 

 M
in

ist
ry

 o
f E

co
no

m
y,

 F
in

an
ce

, a
nd

 B
ud

ge
t; 

an
d 

Fu
nd

 st
af

f e
st

im
at

es
 a

nd
 p

ro
je

ct
io

ns
. 

 
1/

 IM
F 

C
ou

nt
ry

 R
ep

or
t N

o.
 0

4/
91

 (3
/3

0/
04

).
2/

 D
ef

in
ed

 a
s o

ve
ra

ll 
fis

ca
l b

al
an

ce
 (o

n 
co

m
m

itm
en

t b
as

es
, a

fte
r n

et
 c

os
t o

f r
es

tru
ct

ur
in

g)
 p

lu
s p

ub
lic

 in
ve

st
m

en
t e

xp
en

di
tu

re
.

(I
n 

pe
rc

en
t o

f G
D

P)

20
04

Ta
bl

e 
9.

 M
ad

ag
as

ca
r: 

So
ur

ce
s a

nd
 U

se
s o

f R
es

ou
rc

es
, 2

00
0-

09

(I
n 

bi
lli

on
s o

f M
al

ag
as

y 
fr

an
cs

)

Pr
oj

ec
tio

ns



 - 28 - 

 

1990 1995 2001 2002 2015
Target

Goal 1. Eradicate extreme poverty and hunger

Target 1: Halve between 1990 and 2015, the proportion of people whose income
is less than one dollar a day.

1. Population below US$ 1 a day (percent) ... ... 49.1 ...
2. Poverty gap ratio at US$ 1 a day (percent) ... ... 18.3 ...
3. Share of income or consumption held by poorest 20 percent (percent) ... ... 6.4 ...

Target 2: Halve, between 1990 and 2015, the proportion of people suffering hunger

4. Prevalence of child malnutrition (percent of children under 5) 40.9 34.1 ... 33.1 20.5
5. Population below minimum level of dietary energy consumption (percent) 35.0 40.0 36.0 ... 17.5

Goal 2. Achieve universal primary education

Target 3: Ensure that, by 2015, children will be able to complete a full course
of primary schooling

6. Net primary enrollment ratio (percent of relevant age group) ... 60.6 68.7 ...
7. Percentage of cohort reaching grade 5 21.5 39.7 33.6 ...
8. Youth literacy rate (percent age 15-24) 72.2 76.3 80.8 81.5

Goal 3. Promote gender equality and empower women

Target 4: Eliminate gender disparity in primary and secondary education preferably by 2005 and to
all levels of education by 2015

9. Ratio of girls to boys in primary and secondary education (percent) 98.9 99.2 ... ... 100.0
10. Ratio of young literate females to males (percent ages 15-24) 85.6 88.8 92.1 92.5
11. Share of women employed in the nonagricultural sector (percent) 26.0 ... ... ...
12. Proportion of seats held by women in the national parliament (percent) 7.0 4.0 8.0 8.0

Goal 4. Reduce child mortality

Target 5: reduce by two-thirds between 1990 and 2015, the under-five mortality rate

13. Under-five mortality rate (per 1,000) 168.0 156.0 139.0 135.0 54.0
14. Infant mortality rate (per 1,000 live births) 103.0 95.0 86.0 84.0
15. Immunization against measles (percent of children under 12-months) 47.0 55.0 55.0 61.0

Goal 5. Improve maternal health

Target 6: Reduce by three-quarters, between 1990 and 2015, the maternal mortality ratio.

16. Maternal mortality ratio (modeled estimate, per 100,000 live births) ... 580.0 550.0 ... 127.0
17. Proportion of births attended by skilled health personnel 57.0 47.3 46.2 ...

Goal 6. Combat HIV/AIDS, malaria and other diseases

Target 7: Halt by 2015, and begin to reverse, the spread of HIV/AIDS

18. HIV prevalence among females (percent ages 15-24) ... ... 0.2 ...
19. Contraceptive prevalence rate (percent of women ages 15-49) 16.7 19.4 ... 16.9
20. Number of children orphaned by HIV/AIDS ... ... 6,300 ...

Target 8: Halt by 2015, and begin to reverse, the incidence of malaria and other major diseases

21. Prevalence of death associated with malaria ... ... ... ...
22. Share of population in malaria risk areas using effective prevention and treatment ... ... ... ...
23. Incidence of tuberculosis (per 100,000 people) ... ... 254.5 ...
24. Tuberculosis cases detected under DOTS (percent) ... 65.0 60.0 61.6

 
Table 10: Madagascar: Millennium Development Goals

 



 - 29 - 

 

1990 1995 2001 2002 2015
Target

Goal 7. Ensure environmental sustainability

Target 9: Integrate the principles of sustainable development into policies and programs. Reverse the 
loss of environmental resources

25. Forest area (percent of total land area) 22.2 ... 20.2 ...
26. Nationally protected areas (percent of total land area) ... 1.9 1.9 2.1
27. GDP per unit of energy use (PPP $ per kg oil equivalent) ... ... ... ...
28. CO2 emissions (metric tons per capita) 0.1 0.1 0.1 ...
29. Proportion of population using solid fuels

Target 10: Halve by 2015 proportion of people without access to safe drinking water

30. Access to improved water source (percent of population) 44.0 ... 47.0 ... 72.0

Target 11: Achieve by 2020 significant improvement for at least 100 million slum dwellers

31. Access to improved sanitation (percent of population) 36.0 ... 42.0 ...
32. Access to secure tenure (percent of population) ... ... ... ...

Goal 8. Develop a Global Partnership for Development 1/

Target 16: Develop and implement strategies for productive work for youth.

45. Unemployment rate of population ages 15-24 (total) ... ... ... ...  
     Female ... ... ... ...  
     Male ... ... ... ...  

Target 17: Provide access to affordable essential drugs

46. Proportion of population access with access to affordable essential drugs ... ... ... ...

Target 18: Make available new technologies, especially information and communications

47. Fixed line and mobile telephones (per 1,000 people) 2.8 3.0 13.3 14.0 ...
48. Personal computers (per 1,000 people) 1.5 2.6 4.4 ...

Sources: World Bank; and Fund staff estimates.

1/ Targets 12-15 and indicators 33-44 are excluded because they can not be measured on a country specific basis. These are related to official development
assistance, market access, and the HIPC initiative.

 
Table 10: Madagascar: Millennium Development Goals (concluded)
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Madagascar: Status of Actions to Strengthen Tracking of Poverty-Reducing Public Spending 

Actions Timing 
(S/M)1 

Status 
(FI/II/ 
NS)2 

Date  
Achieved 

Comments 

 
Actions to strengthen budget formulation 
 

Define budget aggregates along several poverty 
categories (“high, medium, or low poverty 
reduction relevance”) of the existing functional 
budget classification systems, using as much as 
possible the information on the incidence of 
expenditures by population poverty groups. 

 

 
 
 

S 

 
 
 

NS 

  
 
 
Technical Assistance has 
been requested to help 
implement the approach. 

Derive baseline of budget distribution by 
poverty classification for most recent year 
possible. 
 

S NS   

Migrate Tamatave system from pilot phase to 
fully operational system based on Oracle, and 
implement system in three main Treasuries by 
mid 2005. 
 

M II   

Draft plan on how the medium-term orientation 
of the budget can be improved. A multiyear 
expenditure forecast should be derived from a 
macroeconomic projection model, be 
consistent with sectoral policies, and include 
both current and capital expenditures. 
 

S II  A draft plan has been 
initiated through the PRSP 
and needs to be formalized 
for the 2005 budget. 
 

Introduce, in stages, a medium-term 
expenditure planning framework. 

M II  The government is 
implementing program 
budgets for all ministries 
and institutions. 
 

Development of coherent capacity building 
plan for the Ministry of Finance. 

M II  Continue education of 
higher level staff 
(inspecteurs de trésor, des 
impôts, et de 
l’administration 
financière) at the Malagasy 
Institute for Technical 
Planning. 
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In the context of the new Organic law on 
Public Finances to be presented to the 
Parliament by end-2003, simplify the budget 
execution structure by combining the functions 
of the gestionnaires de crédit and the sous-
ordonnateurs in the ministries. 

S FI   

Implement a quantitative study showing what 
factors are responsible for the slow 
implementation of the execution of the 
investment budget in the social sectors. 
 
 
 
Review, update, and simplify the rules and 
regulations for the complete budgetary cycle 
(public procurement, inventory assessment, and 
nomenclature of documentary evidence) based 
on diagnostic studies, including the Country 
Fiduciary Assessment. 

S 
 
 
 
 
 
 

S 

II 
 
 
 
 
 
 

II 

 Issues have been 
identified and solutions 
are being added into 
budgetary execution 
notes (circulaires 
d’execution budgétaire). 
 
The nomenclature of 
documentary evidence 
remains to be done. 

 
 
 

Madagascar: Status of Actions to Strengthen Tracking of  
Poverty-Reducing Public Spending (continued) 

 
Actions Timing 

(S/M)1 
Status 
(FI/II/ 
NS)2 

Date  
Achieved 

Comments 

 
Actions to strengthen budget execution 
 

Design and implement a monitoring system for 
the entire budgetary cycle (engagement, 
liquidation, mandatement, paiement) for at 
least six ministries of special importance to 
poverty reduction, including the Ministries of 
Basic Education and Health. 

 
 
 

S 

 
 
 

FI 

 
 

 
 
 
System implemented for 
the six ministries. 

Prepare biannual reports on education and 
health sector activities at the central and 
decentralized level, including (i) budgetary 
allocation and expenditure execution; and 
(ii) physical achievements. 

S FI  From July 2003 onward, 
the system covers grants, 
loans and FCV. 

Install and use ASYCUDA ++ software for 
customs operations in at least six priority sites. 

 

M II  UNCTAD is currently 
providing technical 
assistance and the system 
should be operational in 
early 2005. 
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Madagascar: Status of Actions to Strengthen Tracking of  

Poverty-Reducing Public Spending (concluded) 

 

Actions Timing 
(S/M)1 

Status 
(FI/II/ 
NS)2 

Date  
Achieved 

Comments 

     
Transform the auditor general office into an 
independent court (Cour des Comptes). 

S II  The organic law was 
passed by Parliament 
in July 2004 

Actions to strengthen budget reporting 
 

Publish regularly in the official government 
journal all virement des credits (transfers 
between credit lines carried out after the budget 
law is passed by the parliament). 
 

 
 
 

S 

 
 
 

NS 

  

Improve the centralization procedures and 
consolidation of all balances of the principal 
treasurers by the central treasury accounting 
office (ACCT) through the formation of a 
consolidation and audit unit, constituting a step 
toward the establishment of general balance 
sheet statements and of reliable opening and 
closing accounting balances. 

 

S FI  The closing balances 
for 1999-2002 were 
established. 

Strengthen capacity and efficiency of control 
organs based on recommendations of 
government report. 
 

S II  HIPC funds used to 
strengthen control 
organs. 

Install, by end 2003, the treasury computer 
system for all main 22 treasury offices. 
 

S FI 11/01  

Prepare the 2000 and 2001 budgetary execution 
laws (loi de règlement) during 2003. 

S FI  The 2000 budgetary 
execution law was 
submitted to the audit 
court in July 2003 and 
that of 2001 in 
December 2003. 
 

 

1 S = Short-term action; M = Medium-term action. 
2 FI = Fully implemented; II = Implementation initiated ; NS = Not started. 
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Antananarivo, September 29, 2004 

 

Mr. Rodrigo de Rato 
Managing Director  
International Monetary Fund 
Washington, D.C. 20431 
 

Dear Mr. de Rato: 

1.      In the context of the Poverty Reduction and Growth Facility (PRGF) arrangement, 
approved by the IMF Executive Board on March 1, 2001, the government of Madagascar and 
Fund staff held the discussions for the fifth review in two stages during the period June 29-
July 5 and September 3-10, 2004. The discussions focused primarily on economic and 
financial developments during the first seven months of 2004, structural reforms under way, 
and on policies and the economic outlook for the rest of the year and 2005. The first progress 
report on the implementation of the poverty reduction strategy paper (PRSP) was also 
discussed, in collaboration with World Bank staff. The broad targets for the macroeconomic 
and budgetary framework for 2005 were agreed on, but discussions on some details are 
ongoing with Fund staff and will be further deepened during a mission scheduled for 
December 2004. 

A.   Economic and financial developments in the first seven months of 2004 
Economic activity, prices, and balance of payments 

 
2.      Madagascar was confronted with exceptional exogenous shocks during the first 
months of 2004. In January, and then again in March, Madagascar was hit by two particularly 
violent cyclones, which destroyed or damaged more than 1,000 public buildings (including 
schools and health centers), leaving over 300,000 people without shelter, and affecting 
agricultural production. During the first five months of 2004, the Malagasy franc (FMG) fell 
by about 50 percent against the euro. Factors that contributed to the sharp depreciation 
included: (i) the correction of a previous overvaluation during 2001 through the second half 
of 2003; (ii) strong imports as a result of higher international petroleum prices, increased 
government capital expenditures following the cyclones and acceleration of the execution 
rate, and an acceleration of private imports in response to the tax and tariff exemptions on 
consumption and durable goods introduced in September 2003; and (iii) weak exports, 
stemming from the impact of two cyclones on vanilla and shellfish exports and lower than 
usual repatriation of export proceeds during the first months of 2004. The foreign exchange 
market reached a turning point in early June, as import demand weakened and a package of 
fiscal, monetary, and structural policy measures was implemented to contain inflationary 
pressures and reduce volatility of the interbank foreign exchange market.  
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3.      Inflationary pressures have intensified and constitute a major source of concern. 
Consumer price inflation accelerated rapidly from around zero at the beginning of the year to 
over 17.7 percent (on a year-on-year basis) at end-July, reflecting the impact of the cyclones 
on agricultural output, high international rice and petroleum prices, and the partial pass-
through of the depreciation of the currency during the same period. Excluding rice and 
petroleum, the price of which increased by 42 percent and 66 percent respectively over the 
period, inflation stood at 6 percent in July 2004 (on a year-on-year basis). Since the 
beginning of September, the price of rice has started to decrease following actions taken by 
the government to facilitate distribution and strengthen competition in the rice sector. 
Following these actions and other important policy adjustments, discussed below, we intend 
to secure a reduction of inflation to under 15 percent (on a year-to-year basis) in December 
2004. 

4.      Economic growth is expected to be lower than programmed in 2004. Despite a better 
than expected performance of the Export Processing Zones (EPZs), which are expected to 
grow by 28 percent in 2004, and of the tourism and construction sectors, real GDP growth is 
expected to reach 5.3 percent in 2004 (compared with 6 percent under the program), 
reflecting the adverse impact of the cyclones and the sharp increase in the cost of inputs. 

5.      Despite these shocks, Madagascar is making good progress in implementing its 
poverty reduction strategy. The PRSP progress report was submitted to Fund and World 
Bank staffs in July 2004. It presents, inter alia, results achieved during the past year, lessons 
learned, challenges facing our policy makers, and an action plan for 2004-05. The PRSP 
process continues to be participatory and open. An intermediate progress report covering the 
first six months of implementation was discussed in six regional workshops held between 
March and May 2004, involving a wide range of stakeholders (including the private sector, 
donors, NGOs, and government). 

6.      Three quantitative performance criteria for end-March 2004 have been met, in 
addition to the three indicative targets. The performance criterion on the floor on net foreign 
assets was missed, as the central bank was unable to accumulate sufficient foreign exchange 
in the context of the sharp depreciation of the FMG. The criteria on tax revenue and the 
ceiling on domestic financing of the government were missed. While our government 
undertook several steps to rein in non-essential spending, these two criteria were missed, due 
to increased domestically financed investment expenditures following the two cyclones 
(amounting to FMG 45 billion) and the negative impact of the cyclones on revenue 
(estimated at around FMG 30 billion). In addition, the end-March 2004 performance criterion 
on non-accumulation of domestic arrears was missed by a small margin, following the 
accumulation of FMG 7 billion arrears vis-à-vis TELMA, the telecommunications company. 
These arrears were cleared in June, when the privatization of the company was completed. 
Moreover, the structural performance criterion on the completion of the bidding process for 
the privatization of the cotton company, HASYMA, was missed. Five companies expressed 
interest, but only one bid was received, and had to be rejected, since the bidder did not 
comply with the terms and conditions (in particular, it asked for HASYMA’s debt to be taken 
over by the government). The structural benchmark on the replacement of the existing system 
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of exchange rate determination by a continuous interbank trading system was missed for 
technical reasons, as some of the major banks were not ready to move to the new electronic 
system.  

7.      At end-June 2004, all quantitative indicative targets were met, except for those 
pertaining to net foreign assets and tax revenue. The end-June structural performance 
criterion on the completion of the bidding process for the selection of the company that will 
manage the sugar company, SIRAMA, was met. 

8.      In view of the shocks Madagascar faced in the first half of 2004 and the ambitious 
corrective actions taken, in particular to bring the revenue performance back on track (see 
below), the government requests a waiver for the nonobservance of the end-March 2004 
performance criteria for net foreign assets, tax revenue, net domestic financing of the 
government, and non-accumulation of domestic arrears. The government also requests a 
waiver for the nonobservance of the end-March 2004 structural performance criterion for the 
completion of the bidding process for the privatization of the cotton company, HASYMA. 
Furthermore, the government wishes to request a modification of the end-September 2004 
performance criteria, to reflect the recent macroeconomic developments. 

Money and credit 

9.      The central bank acted to contain the inflationary pressures and reduce volatility on 
the interbank foreign exchange market. It raised its base rate from 7 to 16 percent in three 
stages (in April, June, and September) and increased the reserve requirements on demand 
deposits (from 12 to 15 percent). At the same time, the central bank took other measures, 
including reducing banks’ maximum net open foreign exchange positions from 20 to 
10 percent, and lowering the risk concentration limit from 30 percent to 25 percent. In 
response to these measures, excess liquidity in the banking system decreased sharply. 
However, banks were able to raise some liquidity by unwinding their stock of Treasury bills.  

10.      To meet its liquidity objective, the central bank discontinued in July the practice of 
outright purchase of treasury bills from banks on demand and further tightened monetary 
policy, by imposing a 15 percent reserve requirement on previously exempted savings and 
time deposits as well as foreign exchange deposits. The central bank also expanded its 
intervention instruments. On August 27 and September 16, 2004, it carried out reverse 
auctions in amount of FMG 170 billion and FMG 265 billion, respectively. As a result of 
these measures, (i) the foreign exchange market stabilized, notwithstanding very limited 
interventions by the central bank; and (ii) private sector credit denominated in foreign 
exchange started to unwind. 
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11.      Interest rates have begun to edge upward. Weighted treasury bill rates rose from 
10.7 percent in June to 11.6 percent in July, but remained below ex-post inflation.8 While 
two banks responded to the August 27 reverse auctions (with total bids in an amount of FMG 
270 billion at interest rates ranging from 13 percent to 13.5 percent), four banks responded to 
the September auction (with total bids in an amount of FMG 315 billion at interest rates 
ranging from 13.5 percent to 18 percent). 

12.      During the first half of the year, M3 grew faster than the program target, reflecting 
the 17.8 percent increase in credit to the private sector (including the effect of the 
depreciation on the domestic currency value of credit denominated in foreign currency). 
Credit in foreign currency increased during the first four months of the year, in conjunction 
with the financing of vanilla exports, which were delayed because of the cyclones. Credit in 
local currency also increased, starting in May, in particular those granted to oil companies to 
finance their imports and short-term credit to enterprises. Reserve money decreased by 
3.9 percent during the first half of the year. This was lower than the program target, due to 
the lower-than-expected accumulation of foreign exchange reserves. Overall, maintaining 
control over banking sector liquidity and reining in inflation remain central concerns. 

Public Finance 

13.      Fiscal targets were broadly met during the first six months of 2004, except for 
fiscal revenue. The indicative target on domestic financing of the government was met in 
spite of the impact of the cyclones on domestically financed reconstruction expenditures 
(which increased by an estimated FMG 90 billion) and on revenue (which decreased by an 
estimated FMG 42.5 billion). Tax revenue in FMG did not increase despite the sharp 
depreciation due to the impact of the tax exemptions and persistent weaknesses in tax 
administration. The government was able to contain non-priority and noninterest current 
expenditures below the program target, due mainly to a prudent wage policy and the reining 
in of other non-interest current expenditures. Notwithstanding the surge in inflation and a 
16 percent increase in the private sector minimum wage, the government was able to resist 
demands for a wage hike in the public sector beyond what is included in the 2004 budget.  

Structural Reforms 

14.      The implementation of the government’s priority action plan for 2004, which aims at 
operationalizing the public finance reform program, is well under way. In the fiscal area, 
the objectives are to strengthen the budget preparation, align the budget closer to PRSP 
priorities, and improve the budget execution process (with a view to strengthening the 
tracking of poverty reducing expenditures). Other important reforms that are being 
implemented include: (i) promulgation of a new legislative framework for public finance; 

                                                 
8 However, excluding volatile rice and petroleum from the consumer price index, real interest 
rates remained positive. 
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(ii) implementation of the recommendations of the independent audit of the Treasury and 
strengthening of the Treasury accounting system; (iii) comprehensive overhaul of the 
procurement system (a new Procurement Code was passed by Parliament in July 2004); 
(iv) strengthening of the internal and external control mechanisms, including increased 
staffing in the institutions in charge of controlling public entities; and (v) setting up of a 
specific penal chain for corruption cases, which should help strengthen the judicial system. 
Public enterprise reforms are discussed in paragraphs 6, 7 above, and 26 below. Governance 
issues are discussed in paragraph 27. Oil prices were liberalized in July, well before the 
original target date of end-2004. 

15.      The government is committed to letting the exchange rate be market determined, and 
will only intervene on the foreign exchange market to dampen sharp swings in the exchange 
rate. In this context, the government has introduced a new continuous inter-bank foreign 
exchange market system in July 2004, and while traded volumes have remained in line with 
those observed during the same period last year, the central bank has significantly reduced its 
interventions. Exchange rate volatility was fairly limited, and the new system allows for a 
continuous quotation not only of the Euro but also of the US dollar, which should help 
reduce transaction costs. Furthermore, in order to deepen the foreign exchange market, a new 
decree mandates that all foreign exchange transactions to go through the inter-bank foreign 
exchange market (MID). 

B.   Outlook for the Rest of 2004 and for 2005 

Public finance 
 
16.      The government is committed to implementing a tight fiscal policy, with a view to 
limiting the second-round effects of the supply-side and exchange rate shocks on inflation 
and reach the PRSP objective of a 5 percent inflation rate by end 2005 (on a year-on-year 
basis). To this aim, the government has already taken strong measures, including a 10 percent 
reduction in non-wage current expenditures, while preserving priority expenditures, and 
continuation of a prudent wage policy. In particular, no increase in wages nor in benefits 
beyond those included in the finance law will be granted in 2004. Further, in August 2004, 
VAT exemptions granted in 2003 on imports of non-investment goods (with the exception of 
refrigerators and medication) were rescinded, which are expected to increase the revenue in 
the second half of 2004 by an estimated FMG 60 billion and should help curb the shortfall in 
fiscal revenue linked to the exemptions.  

17.      Moreover, additional revenue measures taken to achieve the tax revenue-to-GDP 
target of 11.2 percent in 2004 include: (i) introduction of anti-corruption measures in the tax 
and customs departments; (ii) tightening conditions for importers that benefit from a customs 
duties advance scheme, through the tightening of the eligibility conditions to the scheme and 
a reduction in its maximum length to one month; (iii) acceleration of customs clearance 
procedures, notably through an increase in the selectivity of controls; (iv) regular rotation of 
customs agents (250 agents, equivalent to 25 percent of customs agents, have been 
reassigned in the last three months, with a view to breaking up some of the corruption 
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networks); and (v) establishment of performance contracts for customs agents. The tax 
department has also reinforced its tax recovery efforts, mainly through the acceleration of the 
recovery of tax arrears, and more systematic information sharing with the public procurement 
office. These measures have already led to an improvement in revenue performance, as 
evidenced by preliminary revenue data for July and August, which exceeded original 
projections by FMG 78 billion and FMG 11 billion, respectively. This indicates that the 
revenue performance is back on track, and that the targets on tax revenue at end-September 
and for the year as a whole can be met. 

18.      Budget execution during 2004 was complicated by the under-budgeting of certain 
expenditures. Expenditure reallocations in an amount of FMG 101 billion became necessary 
to ensure that our contractual obligations could be met. The 2005 finance law aims to address 
this issue in order to avoid the recurrence of similar problems in 2005 (see para. 20 below). 

19.      Over the remainder of the year, the revenue measures taken so far, coupled with a 
higher than expected domestic currency value of foreign assistance due to the depreciation of 
the national currency, would allow for FMG 448 billion (some 1.1 percent of expected GDP) 
repayment to the domestic financial system. Nevertheless, the domestic balance is expected 
to worsen slightly, owing to a rise in interest outlays following the increase in the base rate 
and higher domestically financed capital expenditures in priority sectors (such as education 
and infrastructure), as the execution rate increased and cyclone-related damages were 
repaired (overall, almost 1,900 classrooms were built or rebuilt in 2004, and about 550 km of 
roads constructed). 

20.      The 2005 budget will adhere to the following broad guidelines. In part due to the 
phasing-out of domestically financed capital expenditures related to cyclones, and in 
view of the objective of containing inflation, the domestic balance will be limited to 
FMG -205 billion, a strengthening of about 1 percent of GDP vis-à-vis the 2004 objective. 
To achieve this objective, a further gradual increase in the revenue-to-GDP ratio (from 
11.2 percent in 2004 to 11.8 percent, consistent with a total objective of FMG 5,423 billion 
in fiscal revenue, of which FMG 2,683 billion will come from customs revenue) will be 
required, reflecting the full effect of the tax administration measures taken in 2004, the 
installation of the most recent ASYCUDA software by UNCTAD (the test phase of the new 
software is expected to start in December 2004), and the rescinding of remaining tax and 
tariff exemptions granted in 2003, which is expected in September 2005. Moreover, the 
following additional measures will be taken: (i) elimination of the customs duties advance 
scheme (excluding credit for warehouse fees “crédit d’enlèvement”), starting in 2005; 
(ii) reassessment of the specific imports regime; (iii) reassessment of previously granted ad 
hoc customs exemptions, with a view to reducing them by 20 percent; (iv) mandatory 
payments of customs duties through the banking system; and (v) elimination of the immunity 
of customs agents from enquiries and prosecution (Article 4, section 3 of the customs code). 
These measures are expected to increase fiscal revenue by FMG 216 billion. In addition, 
customs duties and import taxes will be merged into a single tax starting in 2005. On the 
expenditure side, the continuation of a prudent wage policy will be required, and the wage 
bill will be contained to 5 percent of GDP but accommodate increased staffing in priority 
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sectors (fight against corruption through the setting up of the anti-corruption bureau and 
increased staffing for the institutions in charge of controlling public entities, judiciary system 
and customs, creation of new positions to improve domestic security and strengthen the 
“education for all” program and the health system). Starting in 2005, the Ministry of 
Defense’s payroll and wage bill will be managed by the Ministry of Finance, as is already the 
case for the other ministries. Furthermore, nonwage current expenditure will be maintained at 
3.5 percent of GDP. 

21.      Madagascar should continue to benefit from significant external support in 2005, 
particularly for investment expenditures. Budgetary support is expected to reach SDR 86.5 
million (SDR 40 million in loans and SDR 46.5 million in grants). This should enable our 
government to incur no new net domestic debt in 2005. 

Monetary Policy 

22.      The objectives of monetary policy will be to contain inflation and excess exchange 
rate volatility. A significant drop in excess liquidity, the recent increase in interest rates on 
treasury bills, and the recent appreciation of the exchange rate all point to a tightening of 
monetary conditions. At end-July 2004, three banks have failed to meet the reserve 
requirements and have been penalized. The monetary program aims for a 12.6 percent 
increase in broad money (M3) in December 2004 (on a year-on-year basis), consistent with a 
small increase in velocity from 4.0 at end-December 2003 to 4.1. Given the impact of rising 
interest rates on velocity and a repayment of FMG 425 billion in statutory advances to the 
Treasury, reserve money is targeted to decline by 1.4 percent at end-December 2004. The 
central bank will take additional measures, as needed and in close consultation with Fund 
staff, to secure the reserve money target and the inflation objective. To manage liquidity, 
the central bank will further use reverse auctions, should the need arise. The central bank 
continues to monitor developments on the new continuous interbank foreign exchange 
market, with a view to improving its efficiency. In this context, the central bank will ensure 
that it receives all the information required to implement its foreign exchange policy. The 
Board of Directors of the BCM will issue a resolution establishing the operational guidelines 
for BCM’s intervention in the foreign exchange market before the end of 2004. 

23.      The central bank is committed to strengthening its liquidity management and 
avoiding inconsistency in the use of monetary policy instruments. We welcome and have 
started to implement Monetary and Financial Systems (MFD) recommendations presented 
during the June/July 2004 mission. These included: (i) strengthening BCM’s ability to 
forecast liquidity and foreign exchange cash flow; (ii) widening the BCM’s instruments to 
manage liquidity, including through the use of standard and reverse auctions, and, in the 
medium term, after taking account of the budget financing needs, of the securities issued 
following the conversion of the Treasury’s debt vis-à-vis the central bank into marketable 
securities; (iii) strengthening coordination between the treasury and BCM. In particular, 
weekly meetings are now held between officials from the Ministry of Finance and the 
central bank to assess and update the Treasury financing needs for the period ahead; and 
(iv) developing the money market. Regarding the latter, commercial banks have already 
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started to engage in interbank transactions, in order to meet the reserve requirements, as the 
central bank discontinued its policy of buying treasury bills from banks on demand. 

24.      Recommendations of the safeguards assessment report are being implemented. The 
draft law on foreign exchange regulations is expected to be sent to Parliament during its first 
session in 2005. Significant progress has also been achieved toward the adoption of a new 
accounting framework and the Ariary as the unit of account starting January 1, 2005. In this 
context, the new accounting framework for the central bank, as well as for other financial 
institutions, is expected to be examined by the High Accounting Council in October 2004 to 
ensure its consistency with accounting rules. Finally, in September 2004, Madagascar 
requested to participate in the Bank-Fund Financial Sector Assessment Program (FSAP). 

Balance of payments and exchange rate 

25.      For the rest of 2004, uncertainties remain regarding the balance of payments. While 
imports are declining, there is a risk that continued increases in the international prices of rice 
and petroleum products and falling vanilla prices on the international market could weaken 
the balance of payments further. Furthermore, the extent to which recent developments 
reflect temporary or permanent adjustments in the current account remains unclear. 
Nevertheless, the government is confident that exports will pick up in response to recent 
gains in competitiveness, as evidenced by the strong performance of EPZ. 

26.      The government’s trade policy objectives are to improve competitiveness, reestablish 
the country’s reputation as welcoming to foreign investors, and integrate Madagascar into the 
regional and global economy. To achieve these objectives, the government (i) simplified the 
tariff structure, lowered the weighted average tariff rate, and reduced the top tariff rate from 
33 percent to 25 percent; (ii) exempted imports of capital goods from tariffs; (iii) began 
reforming customs operations and port procedures; (iv) streamlined procedures for approval 
of investment projects through the creation of a one-stop counter for foreign investment 
related formalities; and (v) simplified the cumbersome regulations on subcontracting of EPZ 
operations to small local firms. The government is also actively participating, with other 
15 COMESA members, in negotiations for an Economic Partnership Agreement (EPA) with 
the EU. Madagascar has officially joined the Southern Africa Development Community 
(SADC) in August 2004 and preliminary work is ongoing to ensure the country’s full 
integration into this economic zone over the course of 2005. These measures, combined with 
a market determined exchange rate, are expected to help integrate Madagascar into the world 
market. 

Structural reforms 

27.      The government’s public enterprise reform program is back on schedule. The 
privatization of the telecommunications company, TELMA, was completed in June 2004. 
The private company that will manage the sugar company, SIRAMA, was selected at end-
June 2004. The government has re-launched the bidding process for the purchase of the 
cotton company, HASYMA, in early June with World Bank support, and the privatization is 
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expected to be completed by end-September 2004. Completion of this bidding process is a 
prior action for Board consideration of the fifth review. The company that will manage the 
energy company, JIRAMA, is expected to be selected by October 2004. Moreover, the 
transportation sector was also liberalized and 74 operators were granted preliminary licenses, 
resulting in a containment of transportation prices, especially in the capital Antananarivo. 

28.      The government continues to see improving governance as a key policy priority, and 
some progress has been secured. In particular, new legislation has been passed by Parliament 
in July allowing for the creation of an independent anti-corruption bureau of 100 agents. The 
hiring of its staff, especially the general director and the deputy general director, expected in 
September 2004, is a prior action for Board consideration of the fifth review. The bureau will 
be responsible for investigating (but not for prosecuting) corruption cases, and will conduct 
education and prevention campaigns. The government will also conduct independent audits 
of randomly selected investment projects and of specific public services. Furthermore, the 
government is committed to improving the operational efficiency of the commercial sections 
of the lower courts, reinvigorating its judicial reform strategy, and better prioritizing its 
action plan, with a view to accelerating our judicial reform agenda. 

C.   Program Monitoring 

29.      The program supported by the IMF under the PRGF will be monitored through 
semiannual reviews, and through quantitative and structural performance criteria and 
benchmarks, indicative targets, and quarterly monitoring indicators (Appendix II, 
Attachments 1 and 3, attached). Appendix II, Attachment 2 contains the structural 
performance criteria and benchmarks for the fifth review of the PRGF-supported program. 
The following measures constitute prior actions for completing the fifth review under the 
PRGF arrangement: (i) hiring of staff and beginning operation of the Independent Anti-
corruption Bureau; and (ii) completion of the bidding process for the privatization of the 
cotton company, HASYMA. 

D.   Consultation with the IMF 

30.      The government believes that the policies set forth herein are adequate to achieve the 
objectives of its program, but it will take any further measures that may become appropriate 
for this purpose. Madagascar will consult with the Fund on the adoption of this measures, 
and in advance of revisions to the policies contained in our Letter of Intent and its 
attachments, in accordance with the Fund’s policies on such consultation. 

Sincerely yours, 

 
Benjamin Radavidson      Gaston Ravelojaona 
Minister of Economy, Finance, and the Budget   Governor 
Antananarivo, Madagascar     Central Bank of Madagascar 
        Antananarivo, Madagascar
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MADAGASCAR 
 

Technical Memorandum on Monitoring the 2004 Program Supported by the 
Arrangement under the Poverty Reduction and Growth Facility (PRGF) 

 
31.      This technical memorandum defines the variables used to establish the quantitative 
performance criteria and benchmarks for the program, how they are calculated, and any 
adjustments deemed necessary. It also explains the monitoring variables, that is, anticipated 
balance of payments assistance and direct investment flows connected with the privatization 
of public enterprises. Unless otherwise indicated, in the case of stocks, variables for end-June 
2003, end-September 2003, and end-December 2003 are expressed as cumulative variations 
from December 31, 2002 onward, and in the case of flows as cumulative flows from 
January 1, 2003 onward. Variables for 2004 are expressed as cumulated variations from 
December 31, 2003 in case of stocks, and cumulated flows from January 1, 2004 onward, in 
the case of flows. The objectives for end-September 2003 and end-June 2004 are 
benchmarks; those for end-June 2003, end-March 2004, and end-September 2004 are 
performance criteria. 

I.  QUANTITATIVE CRITERIA 
 

A.  Ceiling on External Payments Arrears 

32.      This variable is expressed in terms of the stock of arrears. These arrears will consist 
of all overdue debt-service obligations (i.e., payments of principal and interest) arising in 
respect of loans contracted or guaranteed by the government or the Central Bank of 
Madagascar, (BCM) including unpaid penalties or interest charges associated with these 
arrears, excluding arrears resulting from nonpayment of debt service for which rescheduling 
negotiations are under way. This performance criterion should be observed on a continuous 
basis. 

B.  Ceiling on Nonconcessional External Borrowing 
 
Definition 

33.      The nonaccumulation of nonconcessional debt contracted or guaranteed by the 
government is a performance criterion. Nonconcessional external debt is defined as having a 
grant element of less than 35 percent. This performance criterion applies not only to debt as 
defined in point No. 9 of the Guidelines on Performance Criteria with Respect to Foreign 
Debt (IMF Executive Board Decision No. 12274-00/85, August 24, 2000), but also to 
commitments contracted or guaranteed for which value has not been received. Under the 
program, nonconcessional debt includes financial leasing and any other instrument giving 
rights to a current financial liability, under a contractual arrangement by the government of 
Madagascar or guaranteed by the government of Madagascar, but it excludes debt contracted 
under rescheduling agreements and normal import-related credits of less than one year. 
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Calculation method 

34.      Calculation of the degree of concessionality of new external borrowing is based on 
the ten-year average of the OECD’s commercial interest reference rate (CIRR) for loans with 
maturities greater than 15 years and the six-month average CIRR for loans maturing in less 
than 15 years. 
 

C.  Floor for Net Foreign Assets (NFA) of the Central Bank of Madagascar 
 
Definition 

35.      NFA are defined as the difference between gross international reserves and all foreign 
liabilities of the BCM, including debt to the IMF and other short- and long-term liabilities of 
the BCM. Gross international reserves are defined as assets in convertible currency that are 
readily available to, and controlled by, the BCM for financing payments imbalances, 
excluding assets that are pledged, collateralized, or otherwise encumbered. 

Calculation method 

36.      For purposes of calculating this criterion, NFA must be converted into Malagasy 
francs (FMG) at the program exchange rate. 
 

D.  Ceiling on Net Domestic Assets (NDA) of the Central Bank of Madagascar 
 
Definition 

37.      The BCM’s NDA include net credit to the government, credit to enterprises and 
individuals, claims on banks, liabilities to banks in the form of central bank deposit auctions 
(appels d’offres négatifs), and other items net, excluding the foreign exchange adjustment 
item. 

38.      Foreign exchange deposits and credits must be converted into Malagasy francs at the 
program exchange rate. 
 
39.      For the purposes of the program, NDA will be adjusted for changes in the reserve 
requirement in an amount equal to the change in percentage points in the reserve requirement 
times the amount of deposits held by the public with the commercial banks. 
 

E.  Ceiling on the Net Domestic Financing Requirements  
of the Central Government (CG) 

 
Definition 

40.      Net domestic financing requirements of the central government are defined as the 
sum of (a) the variation in the stock of the central government’s domestic debt to the banking 
and nonbanking system, and variation in net debt to treasury correspondents; (b) domestic or 
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foreign receipts from privatization operations, as defined in Section III.B of this technical 
memorandum; and (c) the variation in central government domestic arrears. Central 
government (CG) corresponds to the scope of operations of the treasury as indicated in the 
overall treasury operations table (opérations globales du Trésor, or OGT). The change in 
deposits of the treasury correspondents (correspondants du Trésor) is considered a 
component of domestic financing. 

41.      The variation in the stock of domestic payments arrears consists of the amount to be 
recommitted and net payments delays (clearings, items in process of payment, and  
expenditure committed but with no payment orders issued), as defined in the OGT. 

42.      Net bank claims consist of BCM and commercial bank claims on the CG, including 
auctioned treasury bills (BTAs) and other treasury bills and liabilities, net of CG deposits 
with the BCM and commercial banks, including foreign currency deposits. The change in net 
bank claims is defined to exclude the impact of exchange rate changes on net bank claims on 
the government. 

43.      Nonbank claims consist of BTAs and other treasury bills (BTs) and bonds placed 
with nonbank institutions and the public. The valuation of nonbank claims is based on the 
change in outstanding conventional treasury bills (maturities of one to five years), auctioned 
treasury bills (maturities of one month to three years), and outstanding domestic government 
loans (Lova, Hasimbola, and Fanambina). 

 
Calculation method 

44.      Net deposits in foreign exchange must be converted into Malagasy francs at the 
program exchange rate. 

45.      BTAs must be posted at their net value at time of initial issue. 
 

F.  Floor on Tax Revenue 
 
46.      Tax revenue includes not only that received by the treasury, but also suspense items, 
including those related to the public investment program. 
 

G.  Ceiling on Accumulation of Domestic Payments Arrears 
 
Definition 

47.      Payments arrears consist of (1) all expenditure for which payment orders have been 
issued but have not been paid by the treasury within three months, and (2) the amount of 
VAT reimbursable to taxpayers which has not been reimbursed after three months. 



 - 48 - APPENDIX II 
ATTACHMENT IV 

 

 

II.  INDICATIVE LIMITS OR CEILINGS 
 

A.  Ceiling on Reserve Money 
 
Definition 

48.      Reserve money consists of notes and coins issued and demand deposits of 
commercial banks with the BCM (including both required and excess reserves). 

49.      Central bank deposit auctions (appels d’offres négatifs) are excluded from reserve 
money and are classified in NDA. 
 
50.      For the purposes of the program, the ceiling on reserve money will be adjusted for 
changes in the reserve requirement in an amount equal to the change in percentage points in 
the reserve requirement times the amount of deposits held by the public with the commercial 
banks. 
 

B.  Ceiling on Broad Money 
 
Definition 

51.      Broad money (M3) includes notes and coins in circulation, demand and time deposits 
with banks, including foreign currency deposits of residents, and bonds issued by banks. 

Calculation method 

52.      Foreign currency deposits must be converted into Malagasy francs at the program 
exchange rate.  
 

C.  Floor on Payments of Domestic Payments Arrears 
 
Definition 

53.      Payments of domestic arrears are equal to the variation in the stock of domestic 
payments arrears defined in paragraph 10, with an opposite sign. 

 
III.  MONITORING VARIABLES AND MEMORANDUM ITEMS 

A.  Projected Balance of Payments Assistance 
 
Definition 

54.      External balance of payments assistance is defined as loans and grants (nonproject) 
provided as structural adjustment financing and resulting in funds available to the treasury. It 



 - 49 - APPENDIX II 
ATTACHMENT IV 

 

excludes the assistance that gives rise to counterpart funds for the treasury with a delay of 
longer than one year. 

Calculation method 

55.      Financial assistance in foreign exchange must be converted into Malagasy francs at 
the program exchange rate. Assistance in kind must be posted when the counterpart funds are 
deposited with the treasury. 

 
B.  Projected Investment Flows Connected with 

the Privatization of Public Enterprises 
 
Definition 

56.      The cost of privatization operations is included above the line in central government 
operations. Apart from covering reform-related costs, gross receipts from the privatization 
of public enterprises (PEs) will be used to reduce outstanding domestic debt. 

 
IV.  ADJUSTERS  

 
A.  Excess/Shortfall in Balance of Payments Assistance 

 
57.      In the event that net external financing (balance of payments assistance less public 
debt service on a cash basis) exceeds the amount programmed, (a) the floor on the BCM’s 
NFA will be adjusted upward (the adjustment will be converted at the exchange rate used in 
the operation); (b) the ceiling on the BCM’s NDA will be adjusted downward (the 
adjustment will be converted into Malagasy francs at the exchange rate used in the 
operation); and (c) the ceiling on the net domestic financing requirements of the central 
government will be adjusted downward (the adjustment will be converted into Malagasy 
francs at the exchange rate used in the operation). 

58.      In the event of a shortfall in net external financing at end-March 2004, end-June 
2004, end-September 2004, or end-December 2004 against the programmed amount for the 
corresponding period of 2004, the floors and ceilings will be adjusted as follows: by a 
maximum of SDR 11 million for the first quarter of 2004, by a maximum of SDR 17 million 
for the first half of 2004, and by a maximum of SDR 45 million for the first nine months of 
2004 and for the full year of 2004, according to the following method: (a) the floor on the 
BCM’s NFA will be adjusted downward by the amount indicated above (the adjustment will 
be converted at the program exchange rate); (b) the ceiling on the BCM’s NDA will be 
adjusted upward by the same amount (the adjustment will be converted into Malagasy francs 
at the program exchange rate); and (c) the ceiling on the central government’s net domestic 
financing requirements will be adjusted upward and capped at the above-mentioned 
maximum amount (the adjustment will be converted into Malagasy francs at the program 
exchange rate). 
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B.  Privatization-Related Transactions 

 
59.      Adjustments will be made for any deviation in (a) privatization receipts; and 
(b) current privatization-related expenditure. The floor on net foreign assets will be 
adjusted upward or downward by a maximum of SDR 12 million from the programmed floor 
if net disbursed foreign resources from privatizations are higher or lower than programmed. 
The adjustment will be limited to a maximum of SDR 5 million for the periods from end-
2002 to end-June 2003, end-September 2003, and end-December 2003. Similarly, the BCM’s 
NDA will be adjusted downward or upward (at the actual average exchange rate of the 
pertinent quarter). The ceiling on domestic government financing will be adjusted to take 
account of any discrepancies between actual privatization-related expenditures and those 
programmed (upward adjustment if expenditure exceeds the amount programmed and 
downward, in the opposite case, up to the difference reported). 

C.  Program Exchange Rate 

60.      The amounts of balance of payments assistance and debt service denominated in 
SDRs will be converted into Malagasy franc at the FMG/SDR exchange rate of FMG 8,904.7 
for the first and second quarters of 2004 and FMG 13,739.3 for the third and fourth quarters 
of 2004. In 2004, corresponding amounts denominated in U.S. dollars and in euros will be 
converted by applying the rate of US$1.44=SDR 1, and €1.25=SDR 1, and the Malagasy 
franc/SDR rate indicated above.  

 
V.  CONSULTATIONS WITH FUND STAFF ON THE PERFORMANCE CRITERION 

 FOR NFA AND THE BROAD MONEY BENCHMARK 
 
61.      In the event that demand for money is stronger than expected and the exchange rate 
appreciates, the central bank should intervene on the interbank foreign exchange market 
(MID) to offset this appreciation, taking into account programmed limits (floor/ceiling) on 
the accumulation of net foreign assets and the level of broad money. Given the program 
limits on these criteria and benchmarks, if broad money growth since end-December 2003 
exceeds 15 percent and/or if the level of net foreign assets exceeds the programmed level by 
more than 5 percent of broad money at end-2003, the authorities will consult Fund staff on 
measures to be taken in the context of exchange market and monetary policy management. 

 
VI.  INFORMATION AND DATA TO BE SUPPLIED TO FUND STAFF 

 
62.      The Malagasy authorities will provide Fund staff with information and data according 
to the schedule provided, either directly (e-mail or facsimile) or through the Fund’s resident 
mission. 
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The Central Bank of Madagascar will report the following statistics: 
 
Monthly 

• market results of treasury bill auctions, including the bid level, the bids accepted or 
rejected, and the level of interest rates; 

 
• data on the secondary market; 
 
• information on monetary developments, as required by the Statistics Department of the 

International Monetary Fund (STA); 
 
• monthly balances of the BCM and deposit money banks; 
 
• bank lending by economic sector and by term; 
 
• the banking risk situation; 
 
• money market operations and rates; 
 
• changes in bank liquidity on an end-of-month basis (required reserves and free reserves); 
 
• the foreign exchange cashflow table, including foreign debt operations;  
 
• the table of interbank foreign exchange operations on the MID; and  
 

Quarterly 

• data on foreign trade (exports and imports). 
 
63.      The Ministry of Economy, Finance, and Budget will report the following 
information: 
 
Weekly 

• weekly report of the customs and tax directors to the committee monitoring the customs 
and tax administration reforms. 

 
Monthly 

• OGT data on a cash and commitment basis and the related tables; 
 
• expenditure on structural reform; 
 
• central government revenue and expenditure, including short-term treasury on-lending; 
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• treasury liabilities (statutory advances and operations on the treasury bill market); 
 
• central government capital expenditure; 
 
• external public debt operations (debt contracted and publicly guaranteed, settlement of 

arrears, and operations of public enterprises) and debt service paid; 
 
• the consumer price indices; and 
 
• indicators of sectoral economic activity. 
 
64.      Moreover, information on important measures adopted by the government in the 
economic and social areas that would have an impact on program development, changes in 
legislation, including laws passed by the National Assembly and new rules established by the 
Banking Supervision Commission (CSBF), and any other pertinent legislation will be 
reported to Fund staff on a timely basis for consultation or information, as appropriate. 

 
 
 
 
 
 
 
 
 
 /s/          /s/ 
 
    Gaston Ravelojaona     Henri Bernard Razakariasa 
           Governor            Secretary General  
Central Bank of Madagascar           Ministry of Economy, Finance, 
Antananarivo, Madagascar               and Budget 
        Antananarivo, Madagascar 
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Madagascar: Relations with the Fund 

(As of August 31, 2004) 
 
I. Membership Status: Joined 9/25/63; Article VIII 
 
II. General Resources Account: SDR Millions % Quota 
 Quota                                                                               122.20    100.00 
 Fund holdings of currency                                              122.17      99.98 
 Reserve position in Fund                                                    0.03        0.02 
 
III. SDR Department: SDR Millions % Allocation 
 Net cumulative allocation                                                 19.27    100.00 
 Holdings                                                                             0.09      0.48 
 
IV. Outstanding Purchases and Loans: SDR Millions % Quota 
  Poverty Reduction and Growth Facility  
      (PRGF) arrangements                                                136.79     111.94 
 
V. Financial Arrangements: 
   Expira- Amount Amount 
  Approval tion Approved Drawn 
 Type                                     Date              Date          (SDR millions)    (SDR millions) 
 PRGF 03/01/01 03/01/05 91.65 68.96  
 ESAF/PRGF 11/27/96 11/30/00 81.36 78.68 
 ESAF 05/15/89 05/14/92 76.90  51.27 
 
VI. Projected Payments to Fund (without HIPC Initiative Assistance) 
             (SDR Million; based on existing use of resources and present holdings of SDRs): 
 
    Forthcoming 
   2004 2005 2006 2007 2008
        
 Principal  2.71 8.14 16.87 17.56 17.12
 Charge/interest  0.43 1.03 0.96 0.87 0.79
 Total  3.14 9.16 17.83 18.43 17.91
 
  Projected Payments to Fund (with Board-approved HIPC Initiative Assistance) 
  (SDR Million; based on existing use of resources and present holdings of SDRs): 
 
    Forthcoming 
   2004 2005 2006 2007 2008
        
 Principal  2.71 8.14 16.87 17.56 17.12
 Charges/interest  0.43 1.03 0.96 0.87 0.79
 Total  3.14 9.16 17.83 18.43 17.91
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VII. Implementation of HIPC Initiative: 
               Enhanced 
 Commitment of HIPC Initiative assistance        framework 
 
         Decision point date          12/21/2000 
     Assistance committed (NPV terms) 
              Total assistance (US$ Million)9    814.00 
       Of which: Fund assistance (US$ million)    21.60 
                      (SDR equivalent in millions)      16.60 
      Completion point date             Floating 
 
 Disbursement of IMF assistance (SDR million) 
 
      Assistance disbursed to the member      5.62 
        Interim assistance        5.62 
        Completion point balance          -- 
       Additional disbursement of interest income10        -- 
       Total disbursements         5.62 
 
 
VIII. Safeguards Assessments: 
 
Under the Fund’s safeguards assessment policy, the Central Bank of Madagascar (BCM) is 
subject to a full Stage One safeguards assessment with respect to the PRGF arrangement, 
which was approved on March 1, 2001 and is scheduled to expire on November 30, 2004. An 
off-site safeguards assessment of the BCM was completed on November 21, 2001. The 
assessment concluded that an on-site assessment was not necessary, but identified certain 
weaknesses and made appropriate recommendations. These weaknesses are being addressed 
with the assistance of MFD, but key recommendations such as the publication of the BCM 
financial statements, the development and implementation of an action plan to move the 
BCM’s existing accounting framework to International Accounting Standards (IAS), and the 
disclosure of the differences between the existing accounting framework and IAS remain to 
be implemented. 

                                                 
9 Assistance committed under the original framework is expressed in net present value (NPV) 
terms at the completion point, and assistance committed under the enhanced framework is 
expressed in NPV terms at the decision point. 

10 Under the enhanced framework, an additional disbursement is made at the completion 
point corresponding to interest income earned on the amount committed at the decision point 
but not disbursed during the interim period. 
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IX. Exchange System and Exchange Rate Arrangements: 
 
After April 1982, when the peg to the French franc was discontinued, the exchange rate was 
managed with reference to a basket of ten currencies. However, by end-1991, the authorities 
ceased the practice of adjusting the exchange rate to offset inflation differentials with key trading 
partners. Since July, 2004, the Malagasy franc has been determined through a continuous 
interbank foreign exchange market system. The exchange rate in terms of the SDR at end-August 
2004 was FMG 14,914.7 = SDR 1. 
 
Madagascar accepted the obligations under Article VIII, Sections 2(a), 3, and 4 on September 18, 
1996 and maintains no restrictions on the making of payments and transfers for current 
international transactions. 
 
X. Last Article IV Consultation: 
 
Madagascar’s consultation cycle is governed by the decision approved by the Executive 
Board on July 15, 2002. This decision stipulates that, subject to certain exceptions, an Article 
IV consultation with a member receiving financial assistance under a Fund arrangement is 
expected to be completed within 24 months of the conclusion of the previous Article IV 
consultation. The 2002 Article IV consultation discussions with Madagascar were held 
during October 7-12 in Antananarivo and during November 11-13 at headquarters. The staff 
report was discussed by the Executive Board on December 23, 2002. 
 
XI. Technical Assistance: 

 
Department Dates Purposes Results of Missions 

FAD July-August 1994 Assess the decline in the 
country’s tax effort and 
recommend measures to 
mobilize additional revenue. 

Elimination of all ad hoc tax 
exemptions, beginning with 
the 1995 budget, 
recommended. 

 

FAD September 1995 Assess the need for 
reforming the value-added 
tax (VAT) and develop a 
strategy to improve tax and 
customs administration. 

Broadening of the VAT base 
and the creation of a special 
office for the monitoring of 
transactions in the free export 
zone recommended. 

 

FAD September 1996 FAD advisor to assist the 
authorities in implementing 
the recommendations of 
FAD September 1995 
mission. Assignment 
extended to March 1998. 

The large-taxpayer unit 
established. Implementation of 
VAT reform continued. 
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Department Dates Purposes Results of Missions 

FAD December 1997 Review existing tax 
incentives and prepare action 
plan to improve the 
performance of the tax and 
customs departments. 

Program proposed to curtail 
exemptions and implement an 
exemption-monitoring scheme. 

 

 
FAD 

 
February 1998 

 
Hold follow-up discussion 
on tax and tax administra- 
tion reform program.  

 
Schedule for the preparation 
and implementation of key 
measures established. 

FAD  March 1998 Examine and assess 
budgetary expenditures, 
control, and management. 

Comprehensive report 
prepared for the reform of 
budget planning, execution 
procedures, and control 
systems. 

 

FAD April 1998 Review important issues to 
be addressed in the area of 
customs administration. 

Agenda for follow-up mission 
identified (July 1998). 

 

 

FAD June 1998 Conduct follow-up visit on 
expenditure control. 

Action plan, based on the 
report of the FAD mission of 
March 1998, established. 

FAD May, September, 
and December 1998 
and April, May, and 
June 1999 

Hold follow-up discussions 
on tax and tax administration 
reform. 

Assistance for the revision of 
the VAT law provided, and a 
VAT reimbursement system 
introduced for free export zone 
producers. 

FAD July 1998 Identify measures to 
strengthen customs 
administration. 

Report prepared on duty 
assessment and collection 
procedures, the coordination 
between the preshipment 
inspection company and the 
customs department, the 
computerization strategy, and 
organizational issues. 
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Department Dates Purposes Results of Missions 

FAD January 1999 Help implement earlier FAD 
recommendations on 
improving public 
expenditure management. 

Aide-mémoire prepared on 
progress in harmonization of 
budget and treasury 
classifications, 
computerization of treasury 
offices, implementation of a 
cash management and 
financial plan, and 
implementation of a budget 
and accounting classification 
for the decentralized budget.  

FAD June 1999 Strengthen tax audit system 
of large-taxpayer unit. 

Action program developed and 
agreed with the authorities. 

FAD February-March 
2001 

Examine and assess 
budgetary control and 
management. 

Comprehensive report 
prepared for the reform of 
budget planning, execution 
procedures, and control 
systems. 

FAD January-February 
2003 

Examine and assess tax and 
customs administration. 

Comprehensive action plan 
and report on establishment of 
an oversight committee 
prepared. 

FAD July-August 2003 Examine and assess tax 
policy and assist in tax 
policy design. 

Comprehensive action plan 
and report on next steps 
prepared. 

FAD May-June 2004 HIPC Assessment and 
Action Plan (AAP). 

The mission is in the field. 

MFD August 1993–99 Assign a bank supervision 
advisor and assist in the 
adoption of an interbank 
foreign exchange market. 

Supervisory agency 
strengthened. 

MFD April-May 1994 Review the modalities for 
liberalizing the exchange 
regime and accompanying 
monetary and credit 
measures. 

Interbank exchange market 
adopted in May 1994. Central 
bank base rate and reserve 
requirements increased. 
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Department Dates Purposes Results of Missions 

MFD May 1995 Review interbank foreign 
exchange market, develop 
indirect instruments of 
monetary management, and 
reduce banks’ excess 
reserves. 

Recommendations adopted 
during the second half of 1995. 

MFD October-November 
1998 

Assess the operation of the 
foreign exchange and 
treasury bill markets; 
introduce the euro quotation 
currency. 

Recommendations for treasury 
bill market adopted in 
November 1998. 

MFD December 1998 Prepare the change to the 
euro as pivot currency. 

Euro introduced as scheduled. 

MFD May-June 1999 Prepare for introduction of 
continuous-quotation foreign 
exchange market, including 
procedures manual and 
market rules. 

To be implemented by end-
2003. 

 

MFD October-November 
1999 

Assess exchange regulations 
and compliance with the 
Basel Core Principles for 
effective banking 
supervision. 

Recommendations on banking 
regulation to be adopted. 

MFD November-
December 2002 

Assess progress in the 
implementation of the Core 
Principles for effective 
banking supervision; and 
examine the early warning 
system for detecting bank 
failures. 

Recommendations being 
implemented. 

MFD November 2002 Take an inventory of 
microfinance institutions and 
define a strategy for their 
supervision. 

Recommendations being 
implemented. 

MFD November 2002 Assess management of 
foreign reserves and propose 
concrete steps for its 
improvement. 

Recommendations being 
implemented. 
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Department Dates Purposes Results of Missions 

MFD March 2003 Review central bank internal 
audit functions.  

Awaiting final report. 

MFD March 2003 Review microfinance 
regulation. 

Awaiting final report. 

MFD June 2003 Review currency reform. Recommendations being 
implemented. 

MFD September 2004 Review operations of the 
newly installed interbank 
foreign exchange market. 

The report is being finalized. 

STA October 1995 Review money and banking 
statistics. 

Recommendations for data 
improvements adopted. 

STA June 2001 Review balance of  
payments compilation 
system. 

Recommendations for 
improvements accepted and  
being adopted. 

STA July-August 2001 Review money and banking 
statistics. 

Recommendations for data 
improvements accepted and  
being adopted. 

STA February 2004 Multisector statistics 
mission. 

The report is being finalized. 

 
XII. Resident Representative: 
 
Madagascar has had a Fund Resident Representative since September 1989. Mr. Samir 
Jahjah took up the post of Resident Representative at end-September 2003. 
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Madagascar: Relations with the World Bank  
(As of August 2004) 

Partnership in Madagascar’s Development Strategy 

1. The Government’s poverty reduction strategy (PRSP), was endorsed by the World Bank 
and IMF Boards in November 2003.  The Strategy outlines a framework for the Government to 
redouble its efforts to implement a new generation of economic and social reforms The Strategy 
was developed over three years, starting under the previous administration and continued by the 
new Government.  The overarching goal of the PRSP is to cut the poverty rate by half in ten 
years, from 70 percent in 2003 to 35 percent in 2013.  To reach this objective the Strategy, based 
on the principle of public private partnership, has three main axes (i) restoring a rule of law and a 
well governed society; (ii) promoting economic growth with a large social base, and 
(iii) promoting systems for establishing human security and enlarging social protection.  Fifteen 
policy areas and corresponding measures, proposed outputs and expected outcomes underpin 
these strategic axes.  The main areas are to improve governance, create a business friendly 
environment for investment and accelerate private sector led growth and improve social service 
delivery to the benefit of its citizens.  
 
2. A summary of IMF-World Bank collaboration in Madagascar is provided in Table 1.  
The IMF leads in supporting Madagascar’s medium-term program for maintaining 
macroeconomic stability.  In March 2001, the IMF approved a Poverty Reduction and Growth 
Facility (PRGF) which extends until March 2005.  The goal of the PRGF is to support 
Madagascar's efforts to foster macroeconomic stability, promote accelerated growth, improve 
social services, and reduce poverty.  It focuses on strong fiscal consolidation to lower public debt 
and structural reforms including: (i) monetary policy and financial sector reform; 
(ii) improvement in tax administration; (iii) restructuring/privatization of public enterprises; and 
(iv) trade reforms. 
 
3. The World Bank leads the policy dialogue in structural and institutional reforms aimed at: 
(i) strengthening governance in the public sector; (ii) accelerating pro-poor economic growth and 
supporting foreign investment and private sector development; and (iii) ensuring human 
development and security, such as in health and education.   
 
Bank Group Strategy and lending operations 

4. The World Bank’s FY04-06 Country Assistance Strategy (CAS) for Madagascar is fully 
aligned to the Government’s program, and refocuses the existing portfolio to better align itself to 
the PRSP objectives and to address the key constraints to broad based growth.  It also proposes 
new projects for transport, environment and governance in FY04, an Integrated Growth Poles 
project for FY05 addressing infrastructure and private sector development; and a watershed 
management project in FY06.  The CAS also reflects a gradual transition from investment to 
programmatic lending with annual Poverty Reduction Credits (PRSC) foreseen after FY05. The 
first Poverty Reduction Support Credit (PRSC) addressing governance, education and nutrition  
was approved in July 2005.  A second PRSC would follow in FY06.  Recently completed and 
ongoing analytical work such as a Rural and Environment Sector Review, a Tourism Study, a 
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Poverty Assessment, financial management and public procurement reviews, a Public 
Expenditure Review, and a Development Policy Review provide the foundation for 
programmatic lending and policy dialogue. 
 
5. The Bank’s current portfolio consists of 16 projects with total commitments of around 
US$857 million, of which about US$417 million was disbursed as of August26, 2004. Of these 
total current commitments, around 48 percent are in infrastructure, transport, energy and mining, 
about 32 percent in the social sectors, 12 percent in rural development and rural water, 5 percent 
in finance and private sector development, and 3 percent in targeted governance support.  
 
 

IMF-World Bank Collaboration in Specific Areas 

Areas where the Bank takes the lead 

7. Areas in which the World Bank takes the lead are related to specific sector advice in the 
areas in which the Bank has active lending operations (especially in the social sectors, 
infrastructure, agriculture and environment) as well as through a number of analytical studies as 
described above. Together with the Government and other donors, the Bank is also involved in 
supporting aid coordination. This has included mobilizing US$2.3 billion over a period of four 
years for Madagascar’s reconstruction and development program financing following the 2002 
crisis, and mobilizing donor support for implementing the Government’s PRSP and to the 
Education for All initiative. 

Areas in which the IMF takes the lead  

8. Areas where the Fund takes the lead role relate to policy advice and reforms with respect 
to (i) overall macroeconomic policies and targets; (ii) tax policy and administration; 
(iii) budgetary accounting; (iv) treasury procedures; (v) public sector wage policy; and 
(vi) monetary management and exchange rate policy (including the changeover from the 
Malagasy franc to the new currency, the Ariary). The Bank team actively participates in 
discussions between the Fund and the government in all these areas, however, especially with 
respect to the setting of overall macroeconomic targets as well as tax policy.   

Areas of Joint Responsibility 

9. IMF and World Bank staff maintain a close working relationship, especially with respect 
to (i) monitoring the Poverty Reduction Strategy Paper; (ii) reforms set out at the decision point 
of the Highly Indebted Poor Countries Initiative; (iii) analyses and reforms in public financial 
management; (iv) other governance reforms, including customs; (v) support of the privatization 
program; and (vi) participation in the integrated framework trade initiative.  Joint policy advice 
between the Bank and the Fund is given on (i) budgetary procedures, including expenditure 
execution; (ii) the functioning of internal and external budget control institutions; and 
(iii) monitoring and continuation of the privatization program. Table 1 includes a short 
description of each of the areas and specific support from the two institutions with respect to 
policy advice. 



 - 62 - APPENDIX IV 

 

 
TABLE  1: BANK/FUND COLLABORATION 

Area Description Specialized Advice/ 
Reforms Supported by 
Fund 

Specialized Advice/ 
Reforms Supported 
by Bank 

Completion of full 
PRSP 

Together with multi- and 
bilateral donors, 
Bank/Fund provided 
continuous technical 
assistance toward 
completion of full PRSP 
in 2003 

Macroeconomic 
framework: growth, 
revenue, expenditure, 
trade projections 

Poverty analysis; rural 
poverty study; educa-
tion and health sector 
work 

HIPC completion point 
reforms 

Regular joint Bank/Fund 
supervision missions; 
joint preparation of HIPC 
‘Tracking Poverty-
Related Spending’ 
assessment and action 
plan  

Reforms linked to 
budgetary accounting and 
controls 

Reforms in education, 
health, rural transport 
sector 

Public financial 
management 

Joint Bank/Fund missions 
analyzing fiscal 
management 

Tax analysis and reform, 
strengthening control 
organs; expenditure 
management 

Budget formulation, 
expenditure monitor-
ing and analysis, 
especially in sectors 
important for poverty 
reduction; 
procurement, 
strengthening internal 
and external controls. 

Other governance 
reforms 

New Government has 
embarked on large 
governance reform 
agenda; Bank/Fund staff 
work closely with 
UNDP/EU/AfDB staffs 
on assisting development 
of implementation plans 

Customs Anti-corruption 
agenda, decentrali-
zation, judicial sector 
reform 

Privatization Program Close joint monitoring of 
Government’s large 
privatization program 
comprising four major 
and several dozen smaller 
public enterprises 

All sectors, especially 
monitoring of privatiza-
tion receipts of large 
enterprises (petroleum, 
telecom) 

All sectors. . 

Integrated Framework/ 
Trade Analytical Work 

Integrated Framework 
paper FY04 

Macro projections for IF 
framework paper 

Sectoral analysis for 
IF framework paper 

 
 
10. Questions may be referred to Mr. Willem van Eeghen (473-2399), Country Program 
Coordinator for Madagascar at the World Bank.  
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Madagascar: Statistical Issues 
 
1.      Madagascar’s database remains weak, particularly the real sector, government 
finances, the balance of payments, and social indicators. The authorities are aware of these 
deficiencies and are working, with technical assistance from the international community, 
including the Fund, to strengthen their statistical system. Madagascar is a participant in the 
General Data Dissemination System (GDDS), and its metadata have been posted on the 
DSBB as of May 20, 2004). STA balance of payments and monetary and financial statistics 
technical assistance missions visited Antananarivo in June and July 2001, respectively. 
Following a request by the authorities, a multisector statistics mission was fielded during 
February 12-25, 2004. 

Real sector 

2.      Production of a complete set of national accounts (benchmark data) is infrequent and 
depends largely on the availability of source data, whose collection is irregular. The last set 
of accounts was produced for 1995 and 1984. For the intermediate years, only estimates of 
GDP at current and constant (1984) prices broadly following the 1968 SNA are produced. 
These estimates are revised frequently and are considered unreliable, owing to the scarcity of 
source data, or their inadequate use, and to methodological shortcomings. In particular, the 
estimates of the agricultural activities are weak because of the unavailability of suitable 
information about the size and the evolution of this sector. Moreover, service activities are 
not properly covered and little information is available on the magnitude of the informal 
sector. The INSTAT envisages passage to the 1993 SNA by implementing the ERE/TES 
software designed for compilation of national accounts and by changing the base year from 
1984 to 2001. Significantly, in January 2002, the publication of a quarterly index of 
industrial production by export processing zone (EPZ) enterprises was introduced, with 
external technical and financial assistance. There are plans to begin developing a quarterly 
industrial production index (covering non-EPZ enterprises), should discussions concerning 
United Nations Development Program (UNDP) financial assistance be completed early.  

3.      A revamped consumer price index (CPI), with weights based on the 1993 household 
survey and covering four principal cities, was introduced in July 2000. The CPI is generally 
reported to Fund staff on a timely basis. Data on producer prices and nationwide employment 
are not available. Various considerations drive the ongoing work on the wholesale price 
index (WPI) renewal—the key issue being the relative importance of the commercial 
activities in the Malagasy economy. However, the utility of such an indicator is reduced due 
to the limited coverage of manufacturing products.  

Government finance 
 
4.      The latest government finance statistics (GFS) data reported to STA for publication in 
the GFS Yearbook are for 2002 and cover the consolidated central government. However, 
many classification problems remain (requiring extensive use of adjustment entries to current 
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expenditure), and detailed information is missing in the time series since 1996 for budgetary 
and nonbudgetary breakdowns and for central government debt. Madagascar does not report 
subannual data for publication in International Finance Statistics. 

Balance of payments 

5.      Since 1984, the Central Bank of Madagascar (BCM) has been in charge of compiling 
and disseminating balance of payments statistics, and in 1997 it implemented the fifth edition 
of the Balance of Payments Manual (BPM5). However, the current compilation system is 
flawed in many respects: the external trade data are derived from customs data, which suffer 
from inadequate coverage and deficient recording procedures. Moreover, significant 
smuggling activities, particularly related to the in the mining sector, further reduce the 
reliability of recorded trade data. Because the customs processing system has experienced 
numerous technical disruptions since 1998, the external trade data have limited serviceability 
and require many manual corrections. The current implementation of the ASYCUDA 
(automated system for customs data, Version 2.7) was largely completed by mid-2002, with 
the system installed in most customs offices. There are plans to further upgrade the customs 
processing system to ASYCUDA ++. 

6.      The multisector technical assistance mission reviewed the progress made in the 
transition to BPM5 and found that the authorities had implemented the surveys to direct 
investment enterprises, using an upgraded international transactions reporting system (ITRS), 
although the results have yet to be incorporated in the balance of payments. The mission 
noted that the compilation system is still hampered by several recurring issues: excessive 
processing lags due to partial automation of customs reports, inadequate coverage, for 
example, for transactions and debt of the private sector, NGOs, foreign embassies in 
Madagascar, and transaction misclassification, e.g. debt relief obtained from multilateral 
financial institutions is recorded in current transfers instead of in capital transfers. 

7.      In addition, the export processing zones (EPZ) that process goods and reexport to a 
third economy are not properly identified within other business services (merchanting and 
other trade related services). 

8.      The present compilation system offers wide leeway to use available data. This is 
exemplified by the c.i.f./f.o.b. correction indicator of 15 percent, that is entirely attributed to 
freight, while ASYCUDA and port authorities can provide separate data for freight, 
insurance and other categories. Data for the service and income accounts rely excessively on 
the ITRS reports, whose accuracy is not routinely assessed against other data sources. 

9.      As noted by the technical assistance mission in June 2001, the INSTAT and the BCM 
adjust differently customs data using different techniques and publish two distinct series of 
trade statistics hampering the reliability of Madagascar’s external transactions.   
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10.      The compilation of external debt statistics is generally satisfactory, and the authorities 
are benefiting from technical assistance by the United Nations Conference on Trade and 
Development (UNCTAD) in installing the latest version of the Debt Management and 
Financial Analysis System (DMFAS). This system is not yet fully operational; some data 
entry remains to be completed, and certain DMFAS modules remain to be installed by 
UNCTAD technicians. 

Monetary statistics 

11.      A STA monetary and financial statistics mission visited Antananarivo in July 2001. 
The 2001 mission found that the BCM implemented most of the recommendations of the 
1995 monetary and financial statistics mission and further recommended (i) the widening of 
statistical coverage to microfinance institutions; (ii) the inclusion of the Savings Bank and 
Postal Administration in the “Other Depository Corporations” subsector; and (iii) the 
improvement in the timeliness of the BCM’s balance sheet.  

12.      Since August 2001, the BCM is reporting monetary data monetary data to STA by e-
mail for publication in International Financial Statistics (IFS). After a brief interruption in 
data reporting due to the political crisis in 2002, regular data reporting resumed in July 2002. 
Data for the monetary authorities and deposit money banks through June 2004 have been 
published in the IFS. 

13.      The 2004 multisector mission assessed the status of the 2001 mission’s 
recommendations and made additional recommendations to improve Madagascar’s monetary 
statistics. Assessing the status of the previous recommendations, it found that several 
recommendations are pending, such as (i) improvement of the staff and computer resources 
of the unit in charge of the monetary statistics compilation, (ii) electronic transmission of 
monthly call report forms by the commercial banks to the BCM, and (iii) expansion of broad 
money survey to include the microfinance institutions that issue liabilities meeting the 
national definition of broad money for Madagascar. Furthermore, the 2004 mission 
recommended improvements to the source data and the compilation of statistical 
methodology to compile Madagascar’s monetary statistics in accordance with the Fund’s 
methodology as described in the Monetary and Financial Statistics Manuel (MFSM). 

.
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Press Release No. 04/216 
FOR IMMEDIATE RELEASE  
October 18, 2004 
 

IMF Approves In Principle Fifth Review Under Madagascar’s PRGF Arrangement 
and Approves US$16.6 million Disbursement 

 
 
The Executive Board of the International Monetary Fund (IMF) today completed in principle the 
fifth review of Madagascar's performance under an SDR 91.7 million (about US$135.1 million) 
Poverty Reduction and Growth Facility (PRGF) arrangement. This opens the way for release of a 
further SDR 11.3 million (about US$16.7 million), bringing total disbursements under the 
program to SDR 80.3 million (about US$118.4 million). This decision will become effective 
following the World Bank’s review of Madagascar’s annual progress report on the Poverty 
Reduction Strategy Paper, scheduled for October 21, 2004.  
 
In completing the review, the Executive Board waived the nonobservance of four quantitative 
performance criteria and one structural performance criterion, taking into account the broad-
based package of fiscal, monetary, and structural measures implemented since June 2004 to 
safeguard macroeconomic stability and contain inflation.  
 
The Board further reviewed the annual progress report of Madagascar’s Poverty Reduction 
Strategy Paper (PRSP) and concluded that it provides a sound basis for continued access to Fund 
concessional financial assistance and for reaching the completion point under the enhanced 
Heavily Indebted Poor Countries (HIPC) Initiative.  
 
A final decision on Madagascar’s debt relief under the enhanced HIPC initiative is still pending 
action this week by the World Bank’s Executive Board. A press release will be issued jointly 
with the World Bank following those deliberations. 
 
Madagascar's three-year arrangement was approved on March 1, 2001 for an initial amount of 
SDR 79.4 million (about US $117.1 million) (see Press Release No. 01/7) and was extended on 
December 23, 2002 (see News Brief No. 02/133) until end-November 2004. On March 17, 2004 
(see Press Release No. 04/53) the Board further extended the PRGF arrangement until 
March 1, 2005. and augmented it by SDR 12.2 million (about US$18.0 million). 
 
Following the Executive Board's discussion of Madagascar, Rodrigo de Rato, Managing Director 
and Chair, stated: 
 
 

International Monetary Fund 
Washington, D.C. 20431 USA 
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“Madagascar’s implementation of the program supported by the IMF’s Poverty Reduction and 
Growth Facility has been broadly satisfactory. The adverse economic impact of exogenous 
shocks in 2004 was offset by appropriate fiscal and monetary policies. Madagascar’s key 
challenges in the period ahead are to maintain macroeconomic stability, accelerate the 
implementation of structural reforms, and diversify the export base to boost exports and 
economic growth. 
 
“The authorities remain committed to achieving their fiscal targets for 2004, while allowing for 
an increase in cyclone-related capital expenditures. The 2005 fiscal targets should help further to 
achieve the government’s macroeconomic objectives. Vigorous implementation of measures 
aimed at improving domestic revenue mobilization, particularly at customs, and strengthening 
expenditure control will be crucial. In this context, the authorities remain committed not to renew 
the remaining tax exemptions granted in September 2003. 
 
“The monetary program for the rest of 2004 is consistent with the objective of reducing inflation. 
The expansion of monetary policy instruments, combined with the development of the money 
market, should facilitate the conduct of monetary policy.  
 
“Maintaining export competitiveness will be crucial to reach Madagascar’s development goals 
and will require prudent macroeconomic policies, improved customs administration, and 
accelerated structural reforms. Key reforms would include steps to facilitate export 
diversification and reform public enterprises, including by putting the public electricity and 
water company under private management. Moreover, the exchange rate should continue to be 
market determined, following the introduction of a continuous interbank trading system in July 
2004. 
 
“The authorities have completed the first annual progress report on the Poverty Reduction 
Strategy Paper (PRSP) through a broad-based consultation process. The report provides a 
comprehensive and coherent framework for guiding the implementation of the government’s 
poverty reduction strategy. However, limited capacity continues to jeopardize the government’s 
ambitious reform program. The authorities are committed to seeking donor support for their 
capacity-building efforts.  
 
“The government has made significant progress in implementing structural and social programs. 
As a result, Madagascar has reached the completion point under the enhanced HIPC Initiative. 
After the provision of enhanced HIPC assistance and additional bilateral assistance, 
Madagascar’s debt is expected to fall to sustainable levels. Prudent borrowing, sound 
macroeconomic and debt management, and progress on structural reforms will provide 
Madagascar with the basis to maintain debt sustainability following its exit from the HIPC 
Initiative.  
 
“A final decision on Madagascar’s debt relief under the enhanced HIPC Initiative is still pending 
action this week by the World Bank’s Executive Board,” Mr. de Rato said. 
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The PRGF is the IMF's concessional facility for low income countries. PRGF-supported 
programs are based on country-owned poverty reduction strategies adopted in a participatory 
process involving civil society and development partners and articulated in a Poverty Reduction 
Strategy Paper (PRSP). This is intended to ensure that PRGF-supported programs are consistent 
with a comprehensive framework for macroeconomic, structural, and social policies to foster 
growth and reduce poverty. PRGF loans carry an annual interest rate of 0.5 percent and are 
repayable over 10 years with a 5 ½-year period on principal payments. 
 
 
 
 
 
 
 
 



 
 

Statement by Damian Ondo Mañe, Executive Director for Republic of Madagascar 
October 18, 2004 

 
   Despite the severe political crisis of 2002, and a number of severe exogenous 
shocks, including 1 cyclone in 2002 and  2 cyclones in early 2004,  Madagascar has made 
good progress in the achievement of the objectives set under the program.  This progress 
reflects the strong commitment of the Malagasy authorities to the reform process, their 
willingness to take quick corrective measures when deviations from the program occurred, 
and the strong support of the international community for their efforts.  This commitment 
was further strengthened by the government that took office in 2002, and which has been 
implementing consistently the reform program supported under the PRGF arrangement. 
 
Recent Developments and Performance Under the Program  
 
 Developments in 2004 were affected by  the hurricanes and a large depreciation of the 
Malagasy franc.  The two hurricanes that hit the island, in early 2004, caused lost of lives, 
damages to housing, public buildings, infrastructure, and agriculture. Over 300,000 persons 
were without shelter. The government, with international support, moved quickly to help 
with the reconstruction efforts.  As a result of the hurricanes, there was an increase in 
imports, mainly of capital goods, as well as a drop in exports, especially of vanilla and 
shellfish.  
 
 These adverse developments in the economy  were compounded by the sharp increase 
in oil  and rice import prices,  lower than usual repatriation of export proceeds, and larger 
demand for foreign currency by  private imports in response to the tax and tariff exemptions 
granted in September 2003.  All these factors, together with structural weaknesses, and lack 
of capacity contributed to put pressure on the external accounts, and led to a loss in 
international reserves, and to the depreciation of the Malagasy Franc.  The inflation rate also 
accelerated.  However, in assessing the inflation rate in Madagascar, it is worth noting that if  
rice and oil prices are excluded, inflation stood at 6 percent in July 2004 (on a year-to-year 
basis), compared to 17.7 percent for the whole consumption basket.  
 
 The above developments were responsible to a large extent for the missed 
performance criteria. However, the authorities  took remedial actions and implemented a 
number of measures in both the fiscal and monetary sectors, as described below, to ensure 
that the program remains on track. 
  
 In the fiscal area,  fiscal targets were broadly in line with the program in the first six 
months of 2004, except for tax revenue which was 0.03 percent of GDP below the end-
March performance criterion, and 0.1 percent of GDP below the end-June indicative targets.  
These shortfalls reflect, among others, the impact of the cyclones, and the tax exemptions 
given in September 2003. The government, however, was able to contain outlays on non-
priority expenditure.  It also resisted demands for wage increases in the public sector, despite 
the higher inflation, and a 16 percent increase in the private sector minimum wage. The 
authorities implemented a number of strong corrective actions in July, which included, 
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• tightening eligibility to customs duties advances, and reducing its length to one    

month; 
• repealing tax exemptions on non-capital goods;  
• intensifying the fight against fraud at tax and customs departments; 
• accelerating customs procedures; 
• regular rotation of customs agents; and 
• establishment of performance contracts for customs agents. 

 
 Following the introduction of these measures, the revenue performance has improved 
significantly, with the original July and August forecasts exceeded. My authorities are 
confident that the end-September and end-of-the-year revenue targets will be met. 
 
 In the monetary and exchange sectors,  developments in the foreign exchange 
market and the inflation front posed serious challenges to the authorities. In response, the 
central bank  

• increased the reserve requirements on demand deposits from 12 to 15 percent, 
reduced banks’ maximum net open foreign exchange positions from 20 to 10 percent, 
and broadened the reserve requirements base; 

• conducted a reverse auction in August and September, and raised its the base rate 
from 7 to 16 percent in three steps;  

• discontinued the purchase of treasury bills from banks in July; and 
• introduced a new electronic and continuous inter-bank foreign exchange market 

system in July.  The system has contributed to improve the efficiency of the foreign 
exchange market 

 
  As a result, interest rate rose and excess liquidity decreased sharply. Furthermore,  the 
Malagasy franc has stabilized, and the rate of increase of inflation has slowed down. 
   
 In the structural area,  the performance criterion on the sale of the cotton company, 
HASYMA, was missed due to the fact that, although five companies expressed interest, only 
one bid was received, but it had to be rejected as it did not comply with the terms and 
conditions of the sale.  However, on October 7, 2004  the privatization of the company was 
completed.  The structural benchmark on the replacement of the existing system of exchange 
rate determination by a continuous interbank trading system was missed because some of the 
commercial banks were not technically ready to start using the new electronic system. It was 
completed in July.  The end-June performance criterion regarding the sugar company 
SIRAMA has been met,  the petroleum prices have been fully liberalized, and the 
telecommunications company TELMA has been privatized. The public transportation sector 
was also liberalized, although not a condition of the program.  
 
 Other reforms that have been implemented are:  
 

• the promulgation of a new legislative framework for public finance;  
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• the recommendations of an independent audit of the Treasury and the strengthening 
of the  treasury accounting system;  

• the overhaul of the procurement system with the introduction of a new Procurement 
Code;  

• a fully functioning  independent anti-corruption agency has been set up; and  
• work is continuing on the strengthening of the judicial system. 

 
 In view of the measures taken,  the program is now fully on track.  My Malagasy 
authorities would like, therefore, to request waivers for the missed performance and 
structural criteria. My authorities would also like to point out that at end-June 2004, all 
quantitative indicative targets were met, except for those pertaining to net foreign assets and 
tax revenue.  Measures that have been taken will ensure that the end-of-the-year targets in 
those two areas will be fully met.  
 
 In spite of the shocks felt, it is worth noting that  economic and financial performance 
has been encouraging,  indicating that the reforms that have been undertaken are bearing 
fruits, and that the economy is gaining resiliency.  In this regard, real GDP is expected to 
grow by a healthy 5.3 percent in 2004, on the basis of strong activities in the tourism sector, 
export processing zones and construction sector.  Good progress is also being made in the 
implementation of the poverty reduction strategy.  
 
Program for the remainder of 2004 and 2005 
 
 My Malagasy authorities remain fully committed to the reform process and to the 
objectives of the program.  As noted above, they have taken strong steps to strengthen the 
program, and are confident that the program targets will be met. Policies for the remainder of 
the year will be focused on safeguarding macroeconomic stability, limiting the second round 
effects of the rising inflation, meeting the revenue target, reducing volatility on the foreign 
exchange market, and securing a gradual build-up in official reserves. In terms of 
quantitative objectives, the program expects to achieve real growth rate of 5.3 percent in 
2004, and 7 percent in 2005.  The annual average inflation rate is expected to be contained at 
10.1 percent in 2004, and reduced to around 7 percent in 2005.  The level of international 
reserves is also projected to increase to an equivalent of about 3 months of imports by year-
end. 
 
 In the fiscal sector, measures already implemented should help tax revenue to reach 
the target of 11.2 percent of GDP. Non-interest expenditure is projected to be reduced.  
However, interest charges will increase, together with domestically financed capital 
expenditures, which would cause a slight increase in domestic balance.  For 2005, tax 
revenue is expected to grow to 11.8 percent of GDP, reflecting the full year effect of the 
strengthening  of the tax and customs administrations, as well as the repeal of the tax 
exemptions. On the expenditure side, wage policy will remain prudent, and capital 
expenditure will decline due to the phasing-out of domestically financed capital expenditures 
related to the cyclones.  As a result, domestic balance is projected to show an improvement, 
equivalent to 1 percent of GDP.   
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 Building on the successful measures already implemented, monetary policy will 
continue to focus on  containing inflation and excess exchange rate volatility.  At the same 
time, the central bank will continue its policy of strengthening liquidity management, and 
ensuring consistency in the use of monetary policy instruments. In this regard, a number of 
recommendations made by the MFD mission are being implemented, and regular meetings 
are now held between officials from the Ministry of Finance and the central bank to assess 
and update the Treasury financing needs. These measures are helping to better coordinate 
actions by the Central Bank and the   Ministry of Finance regarding the purchase and sale of 
Tbills. The central bank is also implementing the recommendations regarding the safeguards 
assessment report. 
 
 In the external sector,  the main concerns remain the increase in the international  
prices of petroleum products and rice, and the fall in the export price of vanilla. These 
developments could worsen the balance of payments.  However, the authorities are hopeful 
that the gains in competitiveness will help the tourism sector and the export processing zone, 
thus helping to mitigate those increases.  The authorities are also pursuing their efforts to 
encourage external trade, and economic diversification.  In this regard, the tariff structure has 
been simplified, and the top rate has been reduced to 25 percent. Moreover, work is ongoing 
to ensure Madagascar’s full integration into the economic zone of the SADC.  
 
 In the structural area, the authorities will pursue the reforms already started.  In 
particular, a number of reforms are envisaged in the fiscal area to strengthen budgetary 
operation, and to align the budget closer to the PRSP priorities. Strong measures have also 
been taken to strengthen customs administration. Additional measures will be implemented 
in 2005, and include the reassessment of previously granted ad hoc customs exemptions, the 
mandatory payments of customs duties through the banking system, and the prosecution of 
custom agents who commit fraud.  Port procedures and customs operations are being 
reformed, and the procedures for approval of foreign investment are being streamlined 
through the creation of a one-stop window. The regulations on subcontracting of EPZ 
operations to small firms are also being simplified. The program of privatization will be 
pursued according to the plan of action, and efforts will continue as regards the strengthening 
of governance.  
 
PRSP Progress Report  
 
 Madagascar is making good progress in the implementation of its poverty reduction 
strategy. The participatory process and ownership remain high. Workshops were held early 
this year involving a wide range of stakeholders to receive feedbacks and assess 
implementation.  The workshops indicated that progress was being achieved in many areas, 
and they also identified weaknesses which are being addressed.  
 
 The progress achieved can be seen in the primary schools where over 3,400 teachers 
have been recruited since 2001, with 89 percent being deployed in rural areas.  The 
enrolment rates in primary schools have increased from about 70 percent in 2002 to 84 
percent in the school year 2003/04.  In the health area, surveys show a continuing downward 
trend in child and infant mortality rates, and improved immunization rates.  Progress is also 
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evident in the area of nutrition, which is benefiting from initiatives undertaken with donor 
participation. Efforts are also ongoing to improve the performance of existing hospitals prior 
to further expansion of the hospital network.  As regards infrastructure improvement, the 
Government has complied with the condition calling for 100 percent of current road 
maintenance needs being covered through the Road Maintenance Fund.  HIPC resources 
have been used to maintain 6,000 km of road,  rehabilitate 1,670 km of rural roads and 180 
km of paved roads. This has also created employment for about 12,000 workers, and 
contributed much to the alleviation of poverty in rural areas.   However, not much progress 
has been achieved in the reduction of overall poverty, as efforts were nullified by the recent 
hurricanes.  Reforms in many sectors, including governance, the simplification of many 
regulations, and the new Property Act of August 2003, which allow foreign investors to own 
land are expected to help diversify the economy and have a positive impact on poverty.  
   
 My authorities have taken good note of the assessment of the staff of the Fund and the 
World Bank as well as the views of stakeholders during the workshops. Based on these 
recommendations, the authorities will take the necessary measures to improve the 
implementation of the PRSP.  
 
Completion Point Under the HIPC Initiative 
 
 In spite of the political crisis, and the exogenous shocks that have affected 
Madagascar since the decision point, the authorities have maintained their commitment to the 
reform process, and have implemented with determination the measures and policies 
envisaged under the program of adjustment. As a result good progress has been achieved 
towards macroeconomic stability, and in the implementation of a wide range of structural 
reforms. The growth rate has strengthened, and progress is being made to improve the quality 
of life. Madagascar has also broadly met the completion point triggers, prepared a full 
participatory PRSP in July 2003, and released the Fist Annual Progress Report on the 
implementation of the PRSP.  Moreover, budgetary savings from interim debt service relief 
have been used in line with the criteria set forth at the decision point, and have been used to 
support improved service delivery in primary education, health, and rural infrastructure.  The 
government with donor assistance has also improved its ability to use public resources 
effectively, through enhancement of the poverty reducing expenditure tracking mechanisms, 
and in the monitoring system, as well as improving governance. 
 
 As regards debt sustainability, the revised calculations, after taking into consideration 
full implementation of traditional debt relief mechanisms, show a slight increase of the NPV 
of debt from the calculations made at the decision point. However, additional debt relief 
received from bilateral creditors, has enabled the NPV of debt-to-exports ratio to be brought 
to 137 percent. While we are appreciative to the creditors who have provided the additional 
relief, we note that had this not been the case, the debt ratio would have been much higher 
than the HIPC threshold. We are, therefore, of the view that, under the principle of equal 
treatment for all creditors, Madagascar should have been provided with additional debt relief.  
In view of the vulnerabilities to exogenous shocks and the difficult financial position of the 
country, we hope that other creditors will follow the example of those that have already 
provided additional relief, so that Madagascar can quickly reach a fully sustainable external 
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position, that enables the country to allocate resources to poverty reduction and economic 
development that can enable the country to reach the MDGs.    
   
 In conclusion, in view of the fact that Madagascar has satisfied broadly the conditions 
for reaching the completion point, the assurances received from creditors, the progress 
achieved under the program, and  the strong commitment of the authorities to pursue the 
adjustments process, I would appreciate Directors’ support for the proposed decisions.  
 




