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IMF Executive Board Approves a US$ 165.99Million 
Disbursement to the Republic of Madagascar to Address the 

Covid-19 Pandemic 
FOR IMMEDIATE RELEASE 

Washington, DC – April 3, 2020 - The Executive Board of the International Monetary Fund 
(IMF) today approved a disbursement under the Rapid Credit Facility (RCF) equivalent to SDR 
122.2 million (about US$ 165.99million at today’s US$/SDR exchange rate, or 50 percent of the 
quota) to help the country meet the urgent balance of payment needs stemming from the 
outbreak of the COVID-19 pandemic. 

The Covid-19 pandemic is having a severe impact on Madagascar’s economy. Tourism is 
facing a dramatic decline, and disruptions are occurring to mining and manufacturing exports, 
as well as in trade and investment. 

To mitigate the shock of the pandemic, the government is taking appropriate immediate actions 
including immediate fiscal measures to strengthen social protection and support the most 
vulnerable such as through government donations of staple foods; suspending fees and social 
contributions to support the private sector; and providing liquidity to preserve the stability of the 
financial sector. However, the weakened macroeconomic outlook and deteriorating fiscal 
situation have created urgent external and fiscal financing needs. The IMF support will make a 
substantial contribution to filling immediate external needs and preserving fiscal space for 
essential COVID-19-related health expenditure. It is also expected to help catalyze additional 
donor support.  

Following the Executive Board discussion. Mr. Mitsuhiro Furusawa, Deputy Managing Director 
and Chair, made the following statement:  

“The Covid-19 pandemic is having a severe impact on Madagascar’s economy. Due to dramatic 
declines in tourism and disruptions to manufacturing and extractive industry exports, as well as 
transport, communications, and services, real GDP growth is likely to decline sharply. The fiscal 
situation is also deteriorating rapidly with additional health and social spending outlays and a 
significant shortfall in tax revenue. Fund support under the Rapid Credit Facility will help the 
authorities meet the urgent fiscal and external financing needs to mitigate the impact of the 
pandemic.  

“The authorities are taking immediate measures to address the human and economic impact of 
the pandemic, while preserving macroeconomic stability. These include increases in health 
spending, help to the most vulnerable, support to the private sector, and actions to preserve the 
stability of the financial sector and maintain the flexible exchange rate regime.  

While the risks to the outlook are substantial, given the high degree of uncertainty, Madagascar 
continues to be assessed at low risk of external debt distress. Beyond the immediate response, 
the authorities remain committed to economic policies that will ensure sustained and inclusive 
growth over the medium-term.  



2 

“Additional donor support, beyond that which was already committed before the outbreak of the 
pandemic, is needed to close the remaining balance of payments gap and ease the fiscal 
situation.” 



 

 

REPUBLIC OF MADAGASCAR 
REQUEST FOR DISBURSEMENT UNDER THE RAPID CREDIT 
FACILITY 

EXECUTIVE SUMMARY 
 
Context. The Covid-19 pandemic is having a severe impact on Madagascar’s 
economy. During the last two months, tourist arrivals have declined dramatically, 
and disruptions are beginning to materialize in mining and manufacturing exports, 
as well as international supply chains which are impacting trade and investment. 
The first Covid-19 cases were recently confirmed in the country. Even before this, 
the public health system faced many challenges, including coping with yearly 
outbreaks of the plague. 

Request for Fund support. Considering the large immediate external financing 
gaps arising from the Covid-19 pandemic and the infeasibility of quickly putting in 
place a UCT-quality program, the authorities are seeking financial assistance under 
the “exogenous shocks” window of the Rapid Credit Facility (RCF). In the attached 
letter of intent (LOI), the authorities request a disbursement of SDR 122.2 million, 
equivalent to 50 percent of quota, and they envisage a central bank on-lend of this 
disbursement to the Treasury. Staff assesses that Madagascar meets the 
qualification criteria and other applicable requirements and supports the request. 
Public debt is sustainable and the capacity to repay the Fund remains strong. The 
IMF disbursement is expected to play a catalytic role in securing additional 
financing from Madagascar’s development partners, which authorities are actively 
seeking.  

Macroeconomic policies and IMF engagement. The authorities’ immediate priority is 
to cope with the impact of the Covid-19 pandemic. They intend to increase health 
spending, strengthen social protection to support the most vulnerable, support the 
private sector to maintain business viability, and ensure adequate liquidity for the 
banking system. Their response will be aided by Madagascar’s strong performance 
under the recently completed ECF arrangement, and by continued commitment to a 
flexible exchange rate as a buffer against external shocks. They remain committed to 
promote stronger, more inclusive, and sustained growth, and reiterated their interest in 
beginning discussions on a successor ECF as soon as the current crisis has stabilized. 

 
  

March 30, 2020 
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Approved By 
David Owen (AFR) 
and Zuzana 
Murgasova (SPR) 

An IMF team consisting of Mr. Tsangarides (Head), Mr. Léost, and 
Ms. Cheptea (all AFR), Ms. Hlatshwayo (SPR), Mr. Gerard (Resident 
Representative) and Ms. Rasoamanana (local economist) exchanged 
information and held discussions with Malagasy authorities (Minister 
of Economy and Finance Mr. Randriamandrato, Central Bank 
Governor Mr. Rabarijohn, and other senior government officials) by 
video conference on March 26, 2020. 
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BACKGROUND 
1.      The sixth review under the ECF arrangement and the 2019 Article IV consultation 
were recently completed, and a successor arrangement has been requested. On January 29, 
2020, the Executive Board completed the last review under the ECF-arrangement and the 2019 
Article IV consultation for Madagascar. Performance under the economic program supported by 
the ECF arrangement was assessed as broadly satisfactory with solid growth, moderate single-
digit inflation, and a robust external position. Strong policies and an ambitious reform agenda 
remain crucial to mitigate internal and external risks, strengthen macroeconomic stability, and 
achieve higher, sustainable, and inclusive growth. The authorities requested to begin discussions 
on a successor arrangement to support their ambitious development agenda summarized in the 
Plan Emergence Madagascar (PEM). 

2.      The Covid-19 pandemic has hit Madagascar hard, and the authorities have requested 
emergency Fund financial assistance through an RCF. Facing a severe impact from the global 
pandemic, the authorities' immediate priority is to ensure the health of the population and limit 
economic and financial disruptions so as to preserve macroeconomic stability. The authorities are 
seeking financial assistance under the Rapid Credit Facility (RCF) to help address these immediate 
needs. Discussions for a successor arrangement are expected to continue at a later stage. 

IMPACT OF THE COVID-19 PANDEMIC 
3.      The Covid-19 pandemic is projected to have a substantial economic and 
humanitarian impact in the short term. Measures to fight the pandemic are intensifying, with 
the Malagasy government announcing tougher control measures, including bans on public 
gatherings, halting flights and closing schools and universities. The first confirmed cases of Covid-
19 were announced on March 19, raising concerns about whether the country's public health 
system-which already faces many challenges from coping with yearly outbreaks and epidemics, 
including cases of the plague-can handle a potential country-wide spread of the disease. 

4.      The economy is expected to be severely affected through the following channels: 

• With a ten-year peak of more than 380,000 visitors in 2019 (an increase of 32 percent 
compared to 2018), tourism revenue reached SDR 512 million, equivalent to 5 percent of 
GDP. While an increase of more than 15 percent was initially expected in 2020, the sharp 
slowdown in visitor arrivals since the end-February now suggests a large contraction. 

• Manufacturing exports (mainly textiles) from the free zones accounted for about 5 percent 
of GDP in 2019 (SDR 527 million). The decline in global demand and supply chain 
disruptions have already started to impact production in Madagascar. As the export free 
zones are the main source of formal employment in the country (more than 200,000 
employees), there will likely be a significant effect on incomes and domestic demand. 

• Disruptions in global supply chains are also affecting the implementation of investment 
projects, with significant impact in construction and public works, and transport.  
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• On the fiscal side, both domestic and customs tax revenue are impacted. In addition to 
the marked slowdown of imports, customs revenue is reduced due to the dramatic fall in 
oil prices (in 2019, duties and VAT on oil product imports accounted for 29 percent of 
total customs revenue, equivalent to 1.6 percent of GDP).  

5.      Growth is expected to fall sharply in 2020, with a deterioration in the external fiscal 
and accounts (Annex 2). Incorporating recent global assumptions and updated information: 

• Growth in 2020 is expected to fall to 1.6 percent (3.6 percentage points below the pre-
pandemic baseline estimate). Assuming a pick-up to the pre-pandemic level in 2021, growth 
averages 5.3 percent over 2022–25. 

• Inflation is expected to increase from 4 percent (y-o-y) in December 2019 to 6 percent  
(y-o-y) in December 2010, but stable on average at about 5.5 percent, balancing the effect of 
lower growth and falling oil prices and limited potential inflationary pressures with supply 
disruptions of food products.  

• Extra health spending in addition to a reorientation of existing credit lines, and a tax revenue 
shortfall of 1 percent of GDP (or more) will likely widen the domestic primary balance to an 
expected deficit of 1.4 percent of GDP in 2020 (instead of being at equilibrium).  

• Exports of goods are expected to fall sharply from 18.5 percent of GDP in 2019 to 15 percent 
in 2020, while tourism revenue is expected to decline by 1.7 percentage point of GDP.  

• The widening of the current account deficit is expected to be relatively limited (about  
1 percentage point, reaching 2.5 percent of GDP), as a result of the mitigating effect of the 
expected reduction in imports, including a reduction of the oil import bill by the equivalent 
of 1.6 percent of GDP. 

6.      Based on the above, the external financing need is projected at 1.8 percent of GDP in 
2020 (Text Table 1). At the time of the Article IV consultation, a substantial overall balance of 
payments surplus was envisaged, allowing a further projected accumulation of international reserves. 
Now, with a projected current account deficit of 2.5 percent of GDP (1 percentage point higher than 
in the Article IV) and a projected capital and financial account surplus of only 0.5 percent of GDP 
(versus 2.6 percent in the Article IV, due to a 20 percent reduction in FDI and significantly lower 
external project financing), the shock to the balance of payments is estimated at 3.2 percent of GDP: 
the global balance is expected to show a deficit of 2 percent of GDP (from an expected surplus of 
about 1.1 percent before the shock). This results in a financing gap of 1.8 percent of GDP after taking 
into account the recent IMF disbursement of 0.2 percent of GDP under the ECF. The associated fiscal 
financing need is estimated at 1.1 percent of GDP, reflecting the projected higher health spending 
and a shortfall in tax revenue by about 15 percent in nominal terms.  

7.      Financial assistance under the RCF will make a substantial contribution to filling 
immediate external needs (Text table 1). The disbursement to the central bank of SDR 122.2 million 
(1.1 percent of GDP) will close about 60 percent of the external financing gap in 2020. The 
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authorities are actively seeking additional budget support from development partners, beyond what 
was already disbursed or committed (equivalent to 1.1 percent of GDP in 2020); the RCF 
disbursement is expected to play a catalytic role in this effort. In the absence of additional budget 
support in 2020, the rest of the external financing gap will be closed with a drawdown of 
international official reserves, equivalent to 0.7 percent of GDP. This would leave reserve cover at 4.1 
months of imports, broadly in line with the level staff assessed as adequate in the recent Article IV.  

8.      The RCF disbursement will be made available to the budget to close the fiscal 
financing need (Text table 2). The authorities intend to direct the disbursement under the RCF to 
the budget through on-lending by the central bank to the Treasury. This amount, equivalent to  
1.1 percent of GDP, will close the projected budget financing gap in 2020. The upcoming World 
Bank budget financing (US$100 million under the Human Capital Development Policy Operation) 
which was already planned in the budget-will also help to ease the Treasury cash flow situation in 
coming weeks. 

Text Table 1. Madagascar: Projected External Needs 2020 
 

Sources: Malagasy authorities, and IMF staff. 
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9.      Downside risks to the outlook have grown substantially. In addition to the pre-Covid-19 
pandemic risks discussed in the AIV/6th Review Staff Reports, the extent of the current external 
shock is of course highly uncertain. Current projections are based on a global scenario anticipating a 
gradual economic normalization starting in the second half of 2020. Delays in such a normalization 
would lead to longer disruptions to tourist flows and international trade. The projected fiscal 
situation is based on a significant shortfall in tax revenue and additional spending equivalent to 
about 0.6 percent of GDP. Clearly, current estimates and projections are subject to a (high) degree of 
uncertainty given the rapidly evolving macro picture and global developments. If the pandemic 
spreads widely to Madagascar, economic growth could turn to negative territory, the impact on tax 
revenue (which could also be impacted by measures described in paragraph 10) could be much 
larger and together with significant additional health spending will further worsen the budgetary 
situation, and the current account deficit could be higher, creating significantly larger financing 
needs. If such an adverse scenario materializes, decisive domestic policy actions and greater donor 
support would be needed. 

Text Table 2. Madagascar: Fiscal Accounts in 2020 Before and  
After the Shock 
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POLICY ISSUES 
The authorities’ immediate priority is to limit the impact of the pandemic and preserve macroeconomic 
stability. Beyond this short-term objective, the government remains committed to its medium-term 
strategy towards more sustained and inclusive growth to improve development outcomes, guided by its 
ambitious economic reform plan formalized in the PEM. 

10.      In an effort to mitigate the impact of the pandemic on Madagascar, the President of 
the Republic of Madagascar declared on March 21 a state of health emergency1 and the 
government has started to implement the following measures:  

• Increasing health spending, with the prioritization and reorientation of spending, and 
through targeted investments to strengthen the health system, following the activation of 
the national contingency plan to fight the pandemic and with the support of development 
partners. For example, on March 12, 2020 the World Bank, provided a grant of $3.7 million to 
strengthen prevention against the Covid-19 pandemic, purchase materials and equipment, 
and train health workers. This grant is expected to be increased up to $13.9 million in 
coming days. The Government also announced that it will cover individual health expenses 
related to the pandemic. 

• Strengthening social protection by supporting the most vulnerable, to contain the epidemic 
while mitigating its negative financial consequences. First measures include government 
donations (notably rice, sugar, dry peas, soap, and oil) to the most vulnerable, notably the 
homeless and the elderly, as well as some workers in the informal sector particularly affected 
(such as taxi and other public transport drivers and street vendors). In addition, workers 
temporarily out of work can postpone repayment of their mortgage or consumer credit for 
the next three months.  

• Supporting the private sector to safeguard the financial viability of companies and limit the 
impact of the crisis caused by this external shock, especially on employment. After meetings 
with the private sector (including the banking sector), the government announced a number 
of tax measures, including some deadline extensions for certain declarations and payments, 
and some tax exemptions on social and health spending related to the Covid-19 pandemic. 
In addition, in case of temporary impediments to work ("chomage technique"), employees 
can benefit from a government allowance while the employer social contributions are 
suspended. Companies facing difficulties will be able to benefit from a moratorium on their 
bank credits. 

• Preserving the stability of the financial sector and dealing with potential disruptions in the 
financial sector. The central bank has started to provide liquidity to the banking sector 
(planning up to MGA620 billion, about 1.2 percent of GDP). Staff recommends ensuring that 
regulatory reporting is not compromised, while using existing capital and liquidity buffers. 

 
1 https://www.presidence.gov.mg/actualites/decret/756-decret-n-2020-359-du-21-mars-2020-proclamant-l-etat-d-
urgence-sanitaire-sur-tout-le-territoire-de-la-republique.html. 

 

https://www.presidence.gov.mg/actualites/decret/756-decret-n-2020-359-du-21-mars-2020-proclamant-l-etat-d-urgence-sanitaire-sur-tout-le-territoire-de-la-republique.html
https://www.presidence.gov.mg/actualites/decret/756-decret-n-2020-359-du-21-mars-2020-proclamant-l-etat-d-urgence-sanitaire-sur-tout-le-territoire-de-la-republique.html
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Capital buffers should be used first and liquidity buffers also used if needed. It may also be 
necessary to introduce enhanced supervisory reporting. Potential measures to restore 
liquidity levels should be discussed and should be executed over a period considered 
appropriate to prevent additional stress on the banks and on the financial system as a whole. 

• Maintaining a flexible exchange rate to act as a shock absorber and use reserves only to 
finance any unfilled financing gap while maintaining an adequate level. Since the beginning 
of the year, the ariary depreciated by about 3 percent against the US dollar, with limited 
central bank interventions that remain guided by the algorithm defined with IMF technical 
assistance.  

11.      A revised budget law will consider new priorities to address the Covid-19 pandemic. 
The revised budget law under preparation (and tentatively planned for end-April early May) will 
consider immediate priorities to address pressing needs, and redirect resources as needed. It will 
also review projections for tax revenue and assess sources of financing. 

12.      Beyond the immediate response to the current shock, the authorities are committed to 
continue reforms, as outlined in the recent Article IV/6th ECF Review Staff Report, including: 

• On fiscal policy, the main objective remains creating fiscal space to finance investment and 
raise social spending based on a sustained and well-sequenced strategy covering both 
revenue administration and tax policies; and containing non-priority spending including 
transfers to the public utility JIRAMA and avoiding a budgetary impact from fuel pricing. 

• On the monetary policy side, the central bank will continue to actively manage bank liquidity 
and implement its reform agenda to transition to an interest rate targeting framework. 

• The government remains committed to promoting better governance and improving the 
business climate, through an effective enforcement of the new anti-corruption legal 
framework, strengthened Public Financial Management to improve the governance of public 
resources, and progress in the regulatory framework and rule of law. 

FUND SUPPORT UNDER THE RAPID CREDIT FACILITY 
13.      Financial support under the RCF reflects Madagascar's urgent balance of payments 
need following the external shock of the Covid-19 pandemic. Based on urgent balance of 
payments needs caused by a sudden exogenous shock, Madagascar qualifies for a disbursement 
under the "exogenous shocks" window. The severe impact of the Coivid-19 pandemic requires 
immediate financial support. The authorities must focus on immediate measures to mitigate short-
term economic and financial impacts and to preserve macroeconomic stability. While discussions on 
a new multi-year successor arrangement are planned, they cannot be concluded immediately. Rapid 
IMF involvement is also expected to play a catalytic role in securing additional budget support.  
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14.      Staff considers access of 50 percent of quota under the RCF to be appropriate: 

• The pandemic has created a large balance of payments need of about 1.8 percent of GDP, 
and Fund financial assistance is critical to cover a significant share of it. The Fund 
disbursement, which should be made available to the budget, will also help close immediate 
fiscal financing needs. 

• Outstanding PRGT credit would reach 176.3 percent of quota, of which 73.75 percent for 
outstanding credit under the RCF,2 and total PRGT disbursements over a twelve month-
period would reach 75.72 percent of quota, all below allowable limits. 

• The authorities remain committed to economic policies to ensure more sustained and 
inclusive growth to improve development outcomes. In the current volatile and uncertain 
environment, the government will focus on immediate measures and prioritize social 
spending, including in the health sector. 

• Madagascar's capacity to repay the Fund remains strong. A disbursement of 50 percent of 
quota would result in Fund exposure to Madagascar of 3.9 percent of GDP. Annual 
repayments should peak at 0.4 percent of GDP and 3.3 percent of government revenue in 
2026.  

15.      Madagascar continues to be assessed at low risk of external debt distress and at 
moderate risk of overall (public external plus domestic) debt distress based on an update to the 
March 2020 DSA (Country Report No. 20/61) that includes a scenario to approximate the impact of 
Covid-19 on Madagascar's economy (Annex I). Under a Covid-19 baseline scenario and other stress 
tests for external debt, no thresholds are breached. Total public debt is below the benchmark under 
the Covid-19 scenario, but a growth shock continues to drive the present value of debt to GDP 
above the benchmark at the end of the projection period and it is on a persistent upward trajectory, 
yielding a moderate classification. Moreover, shocks could introduce liquidity problems, as the debt 
service to revenue ratio could exceed 75 percent over the long term under the growth shock. Several 
factors could lead to a faster than expected deterioration in external and public debt indicators, 
including a slower than anticipated recovery from the Covid-19 shock.  

16.      In line with IMF safeguards policy, the authorities have committed to undergoing a 
new safeguards assessment, to be completed before Board approval of any subsequent 
arrangement to which the safeguards policy applies. A previous safeguards assessment was 
conducted in March 2017 in the context of the ECF arrangement, supplemented by safeguards 
monitoring report in July 2018. In addition, the authorities have already authorized IMF staff to hold 
discussions with external auditors, including access to the external audit reports. They have also 
committed to transparency on the planning, using, monitoring and reporting of additional health  

 
2 In addition to the proposed disbursement of 50 percent of quota, there is an outstanding credit under the RCF 
equivalent to 23.75 percent of quota, corresponding to the remainder of two previous RCF disbursements in June 
2014 and November 2015. 
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spending, whose modalities will be discussed with the World Bank and other donors. 

17.      As resources will be redirected by the central bank to the Treasury, a Memorandum of 
Understanding (MoU) between the central bank and the government will be signed. The MoU 
signed by the central bank and the ministry of economy and finance in the context of the ECF (part 
of the disbursement with the first review was used for budget support) will be updated and signed. It 
will specify (i) the maintenance of a specific government account at the central bank to receive IMF 
resources; (ii) the requirement that the government should hold foreign exchange balances only with 
the central bank; and (iii) the establishment of a clear framework agreement between the central 
bank and the ministry on responsibilities for servicing financial obligations to the IMF. 

STAFF APPRAISAL 
18.      The impact of the Covid-19 pandemic is having a severe impact on Madagascar's 
economy. Due to dramatic declines in tourism and disruptions to manufacturing and extractive 
industry exports, as well as transport, communications, and services, real GDP growth for 2020 could 
decline to 1.6 percent, significantly below the pre-Covid-19 estimate of more than 5 percent, and 
less than population growth. The fiscal situation is also deteriorating with projected additional 
spending of about 0.6 percent of GDP and a shortfall in tax revenue of 1 percent of GDP. 

19.      Based on these developments, the country is facing urgent external and fiscal 
financing needs. Financing needs for 2020 arising from addressing the impact of the pandemic, 
determined relative to the recent Article IV baseline projections, show an external financing need of 
1.8 percent of GDP and a fiscal financing need of 1.1 percent of GDP. 

20.      Staff supports the authorities' immediate priorities to mitigate the impact of the 
pandemic and preserving macroeconomic stability. Appropriate measures are being taken to 
increase health spending, help the most vulnerable, support the private sector, preserve the stability 
of the financial sector, and maintain the flexible exchange rate regime. Beyond this immediate 
response, the authorities remain committed to economic policies that will ensure sustained and 
inclusive growth. 

21.      Against this background, staff supports the authorities' request for a disbursement 
under the Rapid Credit Facility in the amount of SDR 122.2 million (50 percent of quota). 
Staff's support is based on the urgent balance of payments needs arising from a sudden exogenous 
shock, and the authorities' existing and prospective policies to address this external shock, including 
their commitment to seek additional external budget financing from other development partners. 
While the risks to the outlook are substantial, Madagascar continues to be assessed at low risk of 
external debt distress and its capacity to repay the Fund remains strong.  

22.      Discussions for a successor arrangement are expected to continue at a later stage. 
Beyond this much needed immediate financial assistance, the authorities have reaffirmed their 
willingness to remain engaged with the IMF, to benefit from its policy advice and its technical 
assistance. They have also reiterated their interest in initiating discussions for a successor 
arrangement that would support their economic reform strategy.   

 



   REPUBLIC OF MADAGASCAR 

INTERNATIONAL MONETARY FUND 11 

Table 1. Madagascar: Selected Economic Indicators, 2017–25 
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Table 2. Madagascar: National Accounts, 2017–25 
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Table 3. Madagascar: Fiscal Operations of the Central Government, 2017–25 
(Billions of Ariary) 
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Table 4. Madagascar: Fiscal Operations of the Central Government, 2017–25 
(Percent of GDP) 
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Table 5. Madagascar: Balance of Payments, 2017–25 
 

  



REPUBLIC OF MADAGASCAR 

16 INTERNATIONAL MONETARY FUND 

Table 6. Madagascar: Monetary Accounts, 2017–25¹ 
(Billions of Ariary, unless otherwise indicated) 

 



  
  

 

Table 7. Madagascar: Indicators of Capacity to Repay the Fund, 2020–32 
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Annex I. Debt Sustainability Analysis1 

Madagascar: Risk Rating Summary 

Joint Bank-Fund Debt Sustainability Analysis 

Risk of external debt distress Low 
Overall risk of debt distress Moderate  
Granularity in the risk rating n/a 
Application of judgment No 

 
Madagascar, classified as having a medium level of debt carrying capacity, is assessed at low risk of 
external debt distress, in line with the most recent DSA that was published in March 2020.2 A 
customized stress test to the most recent DSA is introduced to approximate the impact of the COVID-
19 pandemic on Madagascar’s economy.3 In this scenario, main macro variables such as real GDP 
growth and the domestic primary balance in percent of GDP are shocked by -3.6 and -1.4 percentage 
points in 2020, respectively, compared to the baseline in the previous DSA. Exports are shocked by  
-4.0 percentage points, to reflect lower receipts from tourism and goods exports due to weakening 
global demand, resulting in an increase in the current account deficit by 1 percentage point for 2020 
relative to the prior DSA. Under the COVID-19 scenario, external public and publicly guaranteed (PPG) 
debt is well below applicable thresholds and other stress tests do not breach the thresholds. Overall 
(external plus domestic) risk of debt distress remains moderate. Total public debt is below the 
benchmark under the COVID-19 scenario, but a growth shock continues to drive the present value of 
debt to GDP above the benchmark at the end of the projection period and it is on a persistent upward 
trajectory. Moreover, shocks could introduce liquidity problems, as the debt-service to revenue ratio 
could exceed 75 percent over the long term under the growth shock. These assessments continue to be 
supportive of Madagascar’s plans to scale up its borrowing to meet its investment needs; however, 
updates with respect to economic impact and policy response to the COVID-19 crisis are rapidly 
evolving and risks are heavily tilted to the downside, which could lead to a faster than expected 
deterioration in external and public debt indicators

 
1 Country Report No. 20/61 (March 2020) contains the latest DSA conducted jointly with the World Bank. 
2 Madagascar has a Composite Indicator score of 2.82 and is classed as having medium debt-carrying capacity. The 
DSA covers public and publicly guaranteed external and domestic debt, including State-owned Enterprises’ domestic 
debt and central bank external liabilities. 
3 The COVID-19 pandemic scenario is based on the revised baseline projections outlined in the Staff Report, while 
other scenarios, including the baseline in this Annex, are based on the previous DSA. 



  
  

 

Table 1. Madagascar: External Debt Sustainability Framework, Baseline Scenario, 2016–2039 
(In percent of GDP, unless otherwise indicated)  
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Table 2. Madagascar: Public Sector Debt Sustainability Framework, Baseline Scenario, 2016–2039 
(In percent of GDP, unless otherwise indicated) 

 

 
 

2016 2017 2018 2019 2020 2021 2022 2023 2024 2029 2039 Historical Projections

Public sector debt 1/ 40.3 40.0 39.9 40.1 39.8 40.8 42.1 43.8 45.1 47.2 51.1 36.6 43.9
of which: external debt 25.3 25.7 26.7 27.2 27.6 29.1 30.8 32.7 34.1 37.0 40.3 24.8 32.8
of which: local-currency denominated

Change in public sector debt -3.8 -0.2 -0.1 0.2 -0.2 1.0 1.3 1.7 1.3 0.5 -0.2
Identified debt-creating flows -3.5 -2.6 -1.9 -1.2 -0.1 1.0 1.3 1.9 1.5 0.5 -0.2 -0.3 0.7

Primary deficit 0.4 1.4 0.6 0.6 1.9 3.6 3.8 4.1 3.5 2.8 2.0 1.3 2.8
Revenue and grants 12.4 12.8 12.9 13.0 13.8 13.0 13.2 13.1 13.3 14.1 15.3 10.9 13.5

of which: grants 2.9 2.5 2.5 2.4 2.5 1.4 1.2 0.6 0.4 0.1 0.0
Primary (noninterest) expenditure 12.8 14.2 13.5 13.5 15.7 16.6 16.9 17.2 16.8 16.9 17.3 12.3 16.4

Automatic debt dynamics -3.9 -4.0 -2.5 -1.8 -2.5 -3.0 -2.9 -2.6 -2.4 -2.7 -2.6
Contribution from interest rate/growth differential -3.1 -2.4 -3.0 -2.3 -2.3 -2.7 -2.6 -2.4 -2.2 -2.5 -2.3

of which: contribution from average real interest rate -1.4 -0.9 -1.3 -0.5 -0.3 -0.7 -0.5 -0.2 0.1 -0.1 -0.1
of which: contribution from real GDP growth -1.7 -1.5 -1.7 -1.8 -2.0 -2.0 -2.2 -2.2 -2.3 -2.3 -2.3

Contribution from real exchange rate depreciation -0.8 -1.5 0.6 ... ... ... ... ... ... ... ...
Other identified debt-creating flows 0.0 0.0 0.0 0.0 0.5 0.5 0.5 0.5 0.5 0.4 0.4 0.0 0.4

Privatization receipts (negative) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Recognition of contingent liabilities (e.g., bank recapitalization) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Debt relief (HIPC and other) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt creating or reducing flow (please specify) 0.0 0.0 0.0 0.0 0.5 0.5 0.5 0.5 0.5 0.4 0.4

Residual -0.3 2.3 1.8 1.9 -0.4 -0.3 -0.3 -0.4 -0.5 -0.2 -0.3 1.8 -0.1

Sustainability indicators
PV of public debt-to-GDP ratio 2/ ... ... 29.2 29.4 29.2 29.8 30.6 31.8 32.9 35.5 40.1
PV of public debt-to-revenue and grants ratio … … 225.7 226.2 212.0 228.9 232.1 243.6 246.6 251.2 261.4
Debt service-to-revenue and grants ratio 3/ 7.0 7.0 6.4 43.9 48.2 55.3 57.0 62.2 65.8 62.5 62.8
Gross financing need 4/ 1.2 2.3 1.4 6.6 9.1 11.3 11.8 12.7 12.7 12.1 12.0

1.12 1.36
Key macroeconomic and fiscal assumptions 1.09 1.16
Real GDP growth (in percent) 4.0 3.9 4.6 4.8 5.2 5.4 5.6 5.6 5.6 5.2 4.7 2.2 5.4
Average nominal interest rate on external debt (in percent) 0.8 0.9 1.1 1.2 1.4 1.2 1.3 1.3 1.3 1.4 1.6 0.6 1.3
Average real interest rate on domestic debt (in percent) -8.2 -4.7 -7.0 -3.0 -1.2 -4.1 -2.3 0.2 3.4 0.8 1.3 -6.8 -0.1
Real exchange rate depreciation (in percent, + indicates depreciation) -3.0 -6.3 2.3 … ... ... ... ... ... ... ... 1.0 ...
Inflation rate (GDP deflator, in percent) 9.0 5.0 7.6 5.9 7.2 6.5 5.6 5.5 5.4 5.2 5.0 7.3 5.7
Growth of real primary spending (deflated by GDP deflator, in percent) 8.0 15.6 -1.0 5.2 21.6 11.6 8.0 6.8 3.3 5.9 3.8 1.7 7.6
Primary deficit that stabilizes the debt-to-GDP ratio 5/ 4.1 1.7 0.7 0.4 2.1 2.6 2.5 2.4 2.2 2.3 2.2 2.2 2.2
PV of contingent liabilities (not included in public sector debt) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Sources: Country authorities; and staff estimates and projections.
1/ Coverage of debt: The central, state, and local governments, central bank, government-guaranteed debt, non-guaranteed SOE debt . Definition of external debt is Currency-based.
2/ The underlying PV of external debt-to-GDP ratio under the public DSA differs from the external DSA with the size of differences depending on exchange rates projections. 
3/ Debt service is defined as the sum of interest and amortization of medium and long-term, and short-term debt.
4/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period and other debt creating/reducing flows.
5/ Defined as a primary deficit minus a change in the public debt-to-GDP ratio ((-): a primary surplus), which would stabilizes the debt ratio only in the year in question. 
6/ Historical averages are generally derived over the past 10 years, subject to data availability, whereas projections averages are over the first year of projection and the next 10 years.

Definition of external/domestic debt Currency-based
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Figure 1. Madagascar: Indicators of Public and Publicly Guaranteed External Debt Under 
Alternatives Scenarios, 2019–029 
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Figure 2. Madagascar: Indicators of Public Debt Under Alternative Scenarios,  
2019–2029 
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Table 3. Madagascar: Sensitivity Analysis for Key Indicators of Public and Publicly 
Guaranteed External Debt, 2019–2029  

(In percent) 
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Table 4. Madagascar: Sensitivity Analysis for Key Indicators of Public Debt,  
2019–2029 
(In percent) 
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Annex II. Selected Economic Indicators 

Table 1. Madagascar: Before and After the COVID-19 Shock 

 
Sources: Malagasy authorities and IMF staff 
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Appendix I. Letter of Intent 

Antananarivo, Madagascar 
     March 27, 2020 

Ms. Kristalina Georgieva 
Managing Director 
International Monetary Fund 
Washington, D.C. 20431 
 
Dear Ms. Georgieva, 

1.      The economic and financial impact of the Coronavirus pandemic has been felt 

globally, creating uncertainty and damaging near-term economic prospects. Also, the human 

costs of the coronavirus are rising at an alarming rate and the disease is spreading across 

many countries. While, to this date, the number of coronavirus cases in Madagascar is 

relatively small, the impact on our economy is already severe. The consequences are 

worrying with the tightening of credit conditions, slower growth, and the need to mobilize 

additional public resources for health spending if the epidemic spreads across Madagascar. 

The cost of coping with this pandemic will be very high. 

2.      The short-term economic impact is expected to be large. Our preliminary estimates 

project that real GDP growth in 2020 could decline to 1.6 percent—down from a pre-

pandemic projection of more than 5 percent—due to a dramatic decline in tourism, and 

disruptions to manufacturing and extractive industry exports, as well as to transport, 

communications, and services. In particular, the tourism sector, whose revenues accounted 

for 5 percent of GDP in 2019, has almost stopped with the halting of all international flights 

serving Madagascar. Based on these developments, we have urgent external financing needs 

estimated at 1.8 percent of GDP in 2020.  

3.      Our fiscal situation will be affected by a shortfall in tax revenue due to the decline in 

projected growth and the dramatic fall in oil prices (tax on oil imports accounted for close to 

30 percent of total customs revenue in 2019). We will need significant budget resources to 

address critical spending, including health spending and increased social assistance to the 

most vulnerable, to help contain, manage, and handle the pandemic while mitigating its 

negative financial consequences. Due to planned additional health and social spending and 
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the shortfall in revenue, we have immediate fiscal needs for 2020 estimated at 1.1 percent of 

GDP (about US$170 million).  

4.      To face the immediate external financing needs, the Government of the Republic of 

Madagascar requests emergency financing from the IMF under the Rapid Credit Facility 

(RCF) in the amount of SDR 122.2 million, equivalent to 50 percent of quota. We are 

confident that IMF involvement in the international effort to assist Madagascar in dealing 

with the global pandemic will play a catalytic role in securing additional budget support from 

our development partners. We are actively seeking this additional support, beyond the 

US$160 million already committed. The RCF disbursement will be instrumental to fill the 

projected balance of payments gap in 2020. Additional budget support would avoid relying 

excessively on a drawdown of official reserves.  

5.      We intend to use the RCF disbursement to help fill the projected fiscal financing gap. 

This amount will be on-lent by the central bank to the Treasury. We are aware that a 

Memorandum of Understanding (MoU) between the central bank and the government is 

needed, to specify the conditions of this operation. To this end, we will update the MoU used 

for a similar operation with the first review of the 2016-2020 Extended Credit Facility (ECF) 

arrangement. 

6.      Madagascar has been able to strengthen macroeconomic stability, promote inclusive 

growth and make progress in structural reforms helped by the 2016-2020 Fund-supported 

ECF program. We are going to run a deficit of the domestic primary public balance in 2020, 

but we are mindful of the need to avoid fiscal imbalances that could jeopardize hard-earned 

gains in macroeconomic stability. Our policy intentions for the medium-term remains guided 

by our ambitious reform plan formalized in the Plan Emergence Madagascar (PEM) and 

recently discussed with the IMF during the 2019 Article IV consultation. 

7.      In line with PRGT instrument IMF safeguards policy, we commit to undergoing a new 

safeguards assessment conducted by the Fund. We have already authorized IMF staff to hold 

discussions with external auditors, including access to the external audit reports. 

8.      We do not intend to introduce measures or policies that would exacerbate the 

current balance-of-payments difficulties. We do not intend to impose new or intensify 
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existing restrictions on the making of payments and transfers for current international 

transactions, trade restrictions for balance-of payments purposes, or multiple currency 

practices, or to enter into bilateral payments agreements which are inconsistent with Article 

VIII of the IMF’s Articles of Agreement. 

9.      We are determined to meet the immense challenge we are facing due to the Covid-

19 pandemic. Support from the international community will be critical, and we look forward 

to an early approval of financial assistance by the IMF. Beyond this much needed immediate 

financial assistance, we reaffirm our willingness to remain engaged with the IMF, to benefit 

from its policy advices and its technical assistance, and we reiterated our interest on 

discussing the conditions for a successor arrangement aimed at supporting our development 

strategy. 

10.      We authorize the IMF to publish this Letter of Intent and the staff report for the 

request for disbursement under the RCF. 

Sincerely yours,  

  /s/       /s/  
Mr. Richard Randriamandrato     Mr. Henri Rabarijohn 
Minister of Economy and Finance    Bank of Madagascar Governor 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



 

 
 

Statement by Mr. Mohamed-Lemine Raghani, Mr. Aivo Andrianarivelo,  
and Mr. Thierry Nguema-Affane on Republic of Madagascar 

April 3, 2020 
 

On behalf of our Malagasy authorities, we would like to thank Management and Staff for the 
continued financial and technical support to Madagascar, particularly in the face of the global 
health crisis triggered by the propagation of the COVID-19 pandemic. The economic, financial 
and human toll of the pandemic is expected to be significant in Madagascar. The authorities are 
therefore requesting financial assistance under the “exogeneous shocks” window of the Rapid 
Credit Facility (RCF) to help face the urgent needs arising from the pandemic. They are grateful 
to the Fund for the rapid consideration of their request, which they believe will help catalyze 
additional external financing. 
 
Economic developments and prospects before the COVID-19 outbreak 
 
Madagascar has successfully completed the implementation of a three-year economic program 
under the Extended Credit Arrangement (ECF). Macroeconomic stability strengthened, with 
notably robust growth, lower inflation, higher reserves and low risk of debt distress. In addition, 
progress has been made in increasing revenue collection, reducing poverty, strengthening public 
financial management and enhancing the governance and anti-corruption framework. At the time 
of the Article IV consultations in January 2020, economic prospects before the pandemic became 
global were positive, supported by the scaling up of public investment envisaged in the 
authorities’ Plan Emergence Madagascar (PEM). In addition, a 15-percent increase in tourist 
arrivals was projected following the establishment of new air routes to the island by the national 
air carrier. Growth in 2020 was expected to remain robust at more than 5 percent of GDP, the 
fiscal balance was projected to be equilibrium, while inflation was likely to further decline, and 
the external position was set to improve with an increase in international reserves. The downside 
risks to this outlook were associated to the country’s vulnerability to exogeneous shocks 
including terms of trade and natural disasters. The Malagasy authorities have been contemplating 
a new ECF arrangement to support the implementation of the PEM over the medium-term.  
 
Impact of the pandemic  
 
The COVID-19 outbreak is a substantial external shock to Madagascar. There are 50 coronavirus 
cases with no related deaths in Madagascar as of March 31, 2020 and this number is expected to 
increase significantly in the near term. The fight against the pandemic is putting significant 
pressure on the country’s weak health system which is regularly dealing with outbreaks and 
epidemics including plague. On March 12, 2020, the World Bank provided a grant of $3.7 
million to strengthen prevention against the COVID-19 pandemic, purchase materials and 
equipment, and train health workers. 
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The impact on the Malagasy economy is already severe and the economic outlook has worsened. 
Assuming a gradual economic normalization in the second half of 2020 and the policy measures 
being taken, real GDP growth in 2020 is projected to decline to 1.6 percent due to the already 
notable sharp decline in tourism and disruptions to manufacturing, global supply chains and 
extractive industry exports, as well as to transport, communications, and services. Fiscal deficit 
is expected to widen in 2020 as result of lower revenues from tourism and petroleum products 
and higher COVID-19-related spending. In particular, the tourism-related revenues which 
accounted for 5 percent of GDP in 2019 will decline significantly, with the halting of all 
international flights serving Madagascar. Fiscal needs are estimated at 1.1 percent of GDP. 
External balances are projected to worsen with lower exports of goods and services including 
mining and tourism services. Based on these developments, urgent external financing needs are 
estimated at 1.8 percent of GDP in 2020. Downside risks to the outlook have significantly 
increased and include larger spreading of the pandemic in the country and delays in economic 
normalization. The authorities recognize that there is high uncertainty around the duration of the 
pandemic and stand ready to take additional measures and seek more external support should the 
downside risks materialize. 
 
Responses to the pandemic 
 
While committed to the development objectives of the PEM and the implementation of structural 
reforms initiated in the previous ECF arrangement, the authorities are shifting their near-term 
policies towards preserving the health of the population and mitigating the impact of the 
pandemic. As indicated in the IMF policy tracker related to COVID-19, they have declared a 
national state of emergency and adopted a range of measures to limit the spread of the virus 
including travel restrictions (on international flights and internal public transportation), a 
confinement of the population of Antananarivo, the capital city, and Tamatave, the main port 
city. In addition, the authorities ordered a nighttime curfew in the capital, closure of schools and 
public offices (except for critical public services), and increased testing. A large communication 
campaign has been launched to increase population’s awareness of the pandemic and related 
measures and recommendations to contain its propagation.  
 
On the fiscal front, measures are being taken to increase health spending, help the most 
vulnerable, support the private sector and preserve the stability of the financial sector. Key 
measures include: (i) increased spending on epidemic prevention and control; (ii) cash-transfers 
and in-kind necessities to the poorest and those unemployed; and (iii) tax relief, suspension of 
government fees and waived social contributions. The authorities are actively seeking additional 
budget support from development partners, beyond what was already disbursed or committed, to 
support their efforts. They intend to revise the 2020 budget law that to consider additional fiscal 
and support measures to combat the COVID-19 pandemic and mitigate its impact. It is worth 
confinement had a catastrophic effect on vulnerable households and immediately led to the 
closure of many small businesses and the stop of small income-generating activities. The 
authorities are therefore looking at way of accompanying structures close to the poor (80% of the 
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population), in particular micro-finance and small savings institutions, to support the resumption 
of business activity by vulnerable populations when the health crisis passes. 
 
As regard the monetary, exchange rate and macro-financial policies, the central bank provided 
monetary policy support and acted to safeguard financial stability, by providing additional 
liquidity to the banking system to allow banks to defer delayed payments on existing loans and 
increase lending to businesses. The central bank made some limited interventions in the foreign 
exchange market, and the exchange rate depreciated by less than 1 percent in March 2020 
compared to February 2020.  
 
Financing request under the RCF 
 
The authorities are requesting emergency financing from the Fund in the amount of SDR 122.2 
million, equivalent to 50 percent of the quota, to fill the projected balance of payments gap in 
2020 created by the coronavirus pandemic. The level of international reserves is projected to 
decline but will remain adequate at above 4 months of imports. The RCF disbursement which 
will be deposited at the central bank will be lent to the government to close the fiscal deficit 
under the terms of a Memorandum of understanding already signed between the two parties. 
With the RCF disbursement, the risk of external debt distress is expected to remain low and the 
country’s capacity to repay to stay strong. The additional budget support from other donors 
beyond what is already committed will help avoid drawing reserves at the central bank.  
 
Consistent with IMF safeguard policy, the authorities are committed to undergo a new IMF 
safeguards assessment. In the meantime, the authorities have authorized IMF staff to hold 
discussions with external auditors. More importantly, the authorities will refrain from 
exacerbating balance-of-payments difficulties from any kind of restrictions related to current 
international transactions or trade, multiple currency practice, or bilateral payments agreements, 
inconsistent with Article VIII of the IMF’s Articles of Agreement.  
 
Conclusion 
 
The global COVID-19 pandemic is severely affecting Madagascar. The authorities have swiftly 
taken measures to limit the pandemic contagion within the country and contain its economic 
impact. Going forward, they are committed to preserve the health of the population and maintain 
macroeconomic stability in their fight against the pandemic. In light of the substantial and urgent 
needs in this endeavor, the authorities are requesting financing assistance under the RCF. Given 
their strong commitment to pursue prudent policies, we would appreciate Directors’ favorable 
consideration of the request. 
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