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PROGRAMME SUMMARY 

Programme 

Overview 

Programme Name: Emergency Economic Recovery Programme (PURE) 

Geographic Coverage: Nationwide  

General Schedule: 15 months, October 2014 – December 2015. 

Financing: UA 25 million  (ADF/AfDB Loan under the Transition Support Facility (TSF) – Pillar I) 

Operational Instrument: Crisis Response Budget Support (CRBS)  

Sector: Economic Governance. 

Programme 

Description  

Madagascar is emerging from a five-year long (2009-2013) political crisis that has weakened political and economic 

institutions and led to a general deterioration of the living conditions of the country’s population. The crisis 

seriously eroded the State’s capacity to provide basic essential services to the population: (i) many healthcare 

centres were closed (about 241 in 2010); (ii) the number of children out of school increased by more than 600,000; 

and (iii) acute malnutrition among children increased in some areas by over 50%. Productive public investment 

dropped sharply during the crisis. Real GDP growth fell to -3.5% in 2009 before picking up again  to 1.6% on 

average over the 2010-2013 period, thus reflecting the adverse effects of the crisis. To address this emergency, and 

following political normalisation, the IMF in June 2014 approved emergency financial assistance under the Rapid 

Credit Facility arrangement intended not only to pave the way for complementary support, but primarily to ensure a 

gradual return of order in financial and budgetary management. At the social level, PURE is the response provided 

by the Bank, in agreement with and the supplementary support of development partners, to shore up the efforts of 

the new Malagasy authorities in addressing the crucial and urgent social and economic needs resulting from the 

political crisis. Thus, PURE’s development objective is to help restore the State’s capacity to provide, as a matter of 

priority, basic social services and create conditions for sustainable growth likely to allow Madagascar to gradually 

exit from the fragile situation in which it finds itself as a result of the political crisis. PURE also has the following 

specific objectives: (i) enhance public resource mobilisation; (ii) improve the quality of public spending through 

efficient re-allocation of resources to meet the urgent needs of priority social sectors; (iii) support public investment 

programmes; and (iv) stimulate the private sector. The programme is based on two mutually reinforcing 

components, namely: (I) strengthening budgetary management; and (II) supporting the promotion of economic 

recovery. 

Expected 

Programme 

Achievements 

and 

Beneficiaries  

As a matter of priority, the first component of PURE is intended to: (i) improve the quality of public spending by 

ensuring that the CPIA composite indicator 15 - "Building Human Resources" – evolves positively from 2.3 in 2013 

to 3 in 2015. This includes access to education, health and nutrition; and (ii) increase the contribution of total 

domestic resources by about three percentage points between 2013 (9.6% of GDP) and 2015 (11% of GDP) to better 

support economic recovery. Under the second component, supporting economic recovery will improve the rate of 

public investment by more than three percentage points between 2013 (2.4% of GDP) and 2015 (6.1% of GDP) by 

the end of the programme. Reeling from the severe adverse effects of five years of socio-political crisis, the people 

of Madagascar will be PURE’s main beneficiaries. 

Needs 

Assessment 

and 

Relevance 

The newly installed Malagasy authorities have to address major needs resulting from the serious political crisis, 

especially with regard to urgently restoring productive infrastructure and basic social services in the education and 

health sectors. Given the country’s multi-dimensional fragility, and the high number of the challenges/needs of the 

Malagasy people, the commitment of development partners remains an important precondition for effective and 

sustainable response. Thus, as part of a complementary approach to addressing the dire needs, PURE plans to 

support the authorities' efforts in mitigating the negative impacts of the political crisis, in order to enable the country 

to emerge gradually from its fragile state.  

Bank 

Comparative 

Advantages 

and Value 

Added 

PURE builds on the Bank’s experience in implementing similar operations in emergency and post-conflict 

situations, which allows it to promote dialogue on such socially sensitive issues as the re-allocation of public 

resources from less productive areas (fuel subsidies) to more important ones where the people’s living conditions 

have been severely degraded by the crises. The Bank’s value added consists especially in its responsiveness and 

flexibility, enabling it to prepare a rapid disbursement emergency operation to meet a country’s crucial and pressing 

needs, as was the case in Mali and Côte d'Ivoire, for example. This advantage is partly the outcome of the 

participatory and continuous dialogue that was maintained between the Bank and Madagascar, through the 

institution’s Field Office in Antananarivo (MGFO), despite the crisis situation that prevailed in the country.  

Institutional 

Development 

and 

Knowledge 

Building 

Despite the urgent nature and short duration of PURE, its implementation will be supported by the Institutional 

Governance Support Project (PAGI) approved in 2013 and the new institutional support project planned for 2015 to 

promote private investment. The various projects will work together to support the Malagasy structures in reform 

implementation, as well as the production of analytical work in vital areas whose findings would be used to prepare 

future operations. Thus, PURE contributes to the building of institutional capacity in the public and private sectors. 



 

v 

 

Results-Based Logical Framework 

Country and Programme Name: Madagascar – Emergency Economic Recovery Programme (PURE)  

Programme Goal: Contribute to the restoration of the State's capacity to provide, as a matter of priority, basic social services and to create conditions for sustainable growth 

that may allow Madagascar to gradually exit from its fragile situation. 

RESULTS CHAIN 

PERFORMANCE INDICATORS  

MDV. RISKS/MITIGATING MEASURES  

Indicator (including CSI)  
Baseline 

Situation 
Target 

IM
P

A
C

T
 

Impact: The 

conditions for 

inclusive and 
sustainable 

economic recovery 

are achieved. 

GDP growth rate (%) 2.4% (2013) 5% (2016) 

MFB, 
IMF 

 

Human Development Index (HDI) 0.483 (2012) 0.500 (2016) 

Impact I: The 

fiscal space 
necessary for 

economic recovery 

is created. 

Domestic resources (% GDP) 9.6% (2013) 10.4% (2014), 11% (2015) 

IMF, 

MFB, 
CPIA 

Political and institutional risk is 

linked to the fragile state of political 
institutions. 

M1: This risk is mitigated by the 

normalisation of the political situation 
following the elections held in late 2013 

and the appointment of the Government 

in April 2014. 
Macroeconomic risk: This risk is 

linked to the country's vulnerability to 

external shocks that adversely impact 
economic growth and public finance 

management. 

M2: This is mitigated not only by 
development partners' support of the 

efforts of GoM aimed at boosting 

economic recovery by creating the 
fiscal space required to finance 

productive investment and priority 

social expenditure, but also by GoM’s 
commitment to resume dialogue with 

the private sector. 

Risk of limited capacity for effective 
reform implementation. 

M3: The Bank’s and WB’s PAGI 
project will help to mitigate this risk 

related to the limited capacity of entities 

responsible for the implementation and 
monitoring of reforms. 

Fiduciary risk: The level of fiduciary 

risk posed by Madagascar's control and 
financial management systems is 

deemed substantial on the whole.  
 

M4: A detailed analysis of the fiduciary 

risk has been provided in Technical 

Annex 4 and summarized in Annex 4 
with specific mitigation measures for 

each area, namely: budget preparation, 

implementation and control; 
management of cash flows and funds; 

accounting and financial reporting; 

internal oversight and internal audit; 
and external oversight and external 

audit. This detailed assessment and a 

plan for monitoring the implementation 
of these measures were prepared in 

agreement with the Malagasy 

authorities. 

CPIA Indicator 15: Strengthening of 

human resources (education, health and 

nutrition) 

2.3 in 2013 At least 2.7 in 2014 and 3 in 2015 

Impact II: 
Productive 

investments are 

made to boost 
economic recovery. 

Rate of public investment (% GDP) 2.4% (2013) 
6.1% (2014), 6.1% (2015) 
 

O
U

T
P

U
T

S
  

I. Strengthening of Budget Management 

(I.1.1.) Intensify 

public resource 

mobilisation 

Priority action plan for increasing 

domestic resources.  

Plan non-

existent 

Plan developed, adopted in the 

Council of Ministers, and 
implemented in 2014  

MFB 
(I.1.2.) Improve 

the quality of 

public expenditure  

Plan for the phased elimination of fuel 

subsidies and flanking measures over a 

12-month period. 

Plan non-

existent: 

subsidies in 
2013 stood at 

MGA 370 

billion  

A plan was developed, adopted by 
the Council of Ministers (CM) 

and implemented, which caused 

the subsidies to drop to MGA 108 
billion in 2014// 

Level of basic social expenditure 

(education and health) in the 2014 

Supplementary Finance Law (SFL) 
compared to the Initial Finance Law for 

2014. 

The allocation 

for education 
and health 

amounted to 

21.8% and 
7.6% of the 

budget in  

FL2014, 
respectively 

The social expenditure on 
education and health increased by 

at least 30% and 80% in the 2014 

Supplementary Finance Law 
(SFL), respectively, compared to 

the Initial Finance Law (IFL) for 

2014 (or about 22.4% and 10.8% 
of the SFL 2014 allocation for 

education and  health, in that 

order) 

II. Economic Recovery Promotion Support  

(II.1.1.) Support 

public investment 

programmes  

Draft Supplementary Finance Law (SFL) 

for 2014 with increased budget 
allocations for the public investment 

programme (compared to the Finance 

Law for 2014). 

Capital 

expenditure 
totalled 25.9% 

of the budget in 

IFL 2014 

A draft SFL 2014 is adopted by 
the Council of Ministers and 

transmitted to Parliament in 2014 

with an increase of at least 40% of 
the budget allocations for the 

public investment programme, 

compared to the IFL 2014 
allocations (or about 29% of the 

budget in the  SFL 2014) 

MFB 

(II.1.2.) Stimulate 

the private sector  

A plan, along with a timetable, for 
clearing identified domestic arrears 

(VAT and receivables). 

Plan non-

existent: the 
arrears 

increased by 

2.2% of GDP in 
2013 (or about 

MGA 515.7 

billion) 

A plan is developed and 
implemented from 2014, thus 

reducing domestic arrears by 1.5% 

of GDP (or about MGA 395.9 
billion) 

 

Identification and audit of identified 
extra-budgetary spending arrears 

(committed and not authorized) between 

2010 and 2013. 

Audit non-

inexistent 

Extra-budgetary spending arrears 
for the period between 2010 and 

2013  are identified and audited in 

2015 

 

ACTIVITIES RESOURCES 

Signing of the Loan Agreement and opening of the special account with the Central Bank of Madagascar; reform 
implementation and Bank supervision reports; Programme Completion Report.  

TSF: UA 25 million in a single tranche 
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REPORT AND RECOMMENDATION OF MANAGEMENT TO THE BOARDS OF 

DIRECTORS ON PROPOSED TSF LOAN FOR FUNDING THE ECONOMIC RECOVERY 

SUPPORT PROGRAMME (PURE) 

 

I. PROPOSAL  
 

1.1 Management hereby submits the following proposal and recommendation concerning 

the granting of a loan of UA 25 million from the Pillar I window of the Transition Support 

Facility (TSF) to the Republic of Madagascar to finance the Emergency Economic Recovery 

Programme (PURE). Madagascar was classified as a Fragile State
1
 in the AfDB/World Bank (WB) 

harmonized list in 2013 and 2014, and an assessment of the required criteria shows that the country 

meets the eligibility requirements under TSF Pillar I (Technical Annex - TA 12). This is a Crisis 

Response Budget Support (CRBS) operation, which aims to address the urgent and priority needs of 

the Malagasy people who bore the brunt of the protracted political crisis that paralyzed the country for 

five years (2009-2013).  PURE is part of a concerted effort of development partners that materialized 

after the political normalisation in 2014, to support the new authorities in mitigating the socio-

economic impact of the political crisis by financing urgent needs and thereby creating the conditions 

for sustainable and inclusive economic recovery. The five years of crisis are years of lost 

socioeconomic development, estimated at more than USD 8 billion (according to the World Bank). 

This amount could have helped to improve the living conditions of millions of Malagasy people living 

in poverty. Instead, Madagascar sank slowly into a state of increasing fragility, which kept it in a cycle 

of poverty. 
 

1.1.1. The long political crisis and weak economic performance resulted in an almost general 

deterioration of living conditions of the population. Consequently, reaching the Millennium 

Development Goals (MDGs) in 2015 will be even more unlikely. With a Human Development Index 

(HDI) of 0.483, Madagascar was ranked 151
st
 out of 187 countries in 2012, with a negative 

development trend since 2009 (the beginning of the political crisis). According to the latest 

International Monetary Fund (IMF) estimates, 90% of the population live on less than USD 2 a day, 

with the poverty rates even higher level in rural areas. Real GDP growth rate, which averaged 

approximately 6.13% over the period 2006-2008, fell to -3.5% in 2009 before inching up to 1.6% over 

the period 2010-2013, reflecting the adverse effects of the 2009 crisis. Following the suspension of the 

country from the African Growth and Opportunity Act (AGOA) facility in 2009, many jobs were lost 

in companies in the industrial free zones where women make up the bulk of the labour force. 

Macroeconomic stability was relatively preserved during the crisis through drastic fiscal adjustments 

in: (i) capital expenditure, which however plays a vital role in driving growth and poverty reduction; 

and (ii) expenditure on social services such as education and health. This austerity budget policy 

affected the State’s ability to provide basic services to the population and create the conditions for 

economic recovery. In this context, it appears urgent and necessary for the Bank, in agreement with 

other development partners and in a spirit of complementarity, to support the new Malagasy 

authorities in their economic recovery efforts, particularly by stepping up productive public 

investment and facilitating access to basic social services for vulnerable segments of the population. 
 

1.1.2. PURE’s development objective is to contribute to the restoration of the State’s capacity 

to provide priority basic social services and create the conditions for sustainable growth that is 

likely to allow Madagascar to gradually emerge from its fragile state. To create the conditions 

needed to achieve the above development goal, PURE also has the following specific objectives: (i) 

enhance public resource mobilisation; (ii) improve the quality of public spending by reducing fuel 

subsidies and lending significant support to priority basic social sectors, particularly education and 

health; (iii) support public investment programmes; and (iv) stimulate the private sector by clearing 

identified domestic arrears. 

 

                                                 
1  See the study on “Assessing Madagascar’s Fragility” conducted by the Bank in 2014. 
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II. COUNTRY AND PROGRAMME CONTEXT 

 

2.1 Recent Socioeconomic Developments, Prospects, Constraints and Challenges 

 

Political Context 

 

2.1.1. After a transitional period of nearly five years (2009 – 2013), the political situation in 

Madagascar is returning to normal, but is still fragile. The country has gone through several 

political crises (in 1972, 1991, 2002 and 2009), the root causes of which are related to weak 

institutions and frequent slippages in governance. With the close support of the electoral process by 

the international community and regional organisations, the presidential and parliamentary elections 

were held successfully in December 2013. The swearing in of President H. Rajoanarimampianina, 

who received 53.5 % of votes, took place in January 2014, while a broad-based government including 

the main political parties was formed in April 2014. Local and senatorial elections will be held in 

2014, thus completing the process of establishing new institutions. However, the political process 

remains fragile in light of recent difficulties in the appointment of the Prime Minister and the 

establishment of the Bureau of the National Assembly
2
 where the parliamentary majority has changed 

in less than two months. The high number of members not affiliated with a political party (25 of 151) 

and low visibility in the sustainability of their policy commitments is a potential source of instability 

of parliamentary institution and a risk faced by the incumbent president of losing the majority. 

Madagascar became a State in Transition in 2013, mainly because of political, institutional and 

security factors (Technical Annex 9). According to the Bank study conducted in 2014 and entitled 

“Assessing Madagascar’s Fragility”, the main cause of the country’s fragility is the weakness of the 

democratic process, compounded by the lack of independence and neutrality of higher institutions of 

the Republic (Justice, Defence and Security Forces, and Administration). 

 

Economic Context 

 

2.1.2. The Malagasy economy suffered major disruptions during the political crisis. Economic 

activity slowed down, investment stagnated and social indicators deteriorated. Following the 

suspension of budget support, the social situation worsened, forcing the authorities to cut spending on 

social sectors and infrastructure, among others. In addition, domestic arrears accumulated. However, 

the Transitional Government was able to maintain relative macroeconomic and financial stability 

through prudent fiscal and monetary policies directed towards recurrent expenditure such as salaries. 

Following the political normalisation, Madagascar is ready to engage in an emergency economic 

recovery and social rehabilitation programme with the support of technical and financial partners, 

including the African Development Bank.  

 

2.1.3. Economic growth contracted sharply due to the uncertainty that prevailed from 2009 to 

2013. According to World Bank
3
 analyses, the last five years (2009-2013) have been lost years for 

poverty reduction and development, and the losses are estimated at more than USD 8 billion. Real 

GDP growth which averaged approximately 6.13% over the period 2006-2008 fell to -3.5% in 2009 

before inching up to 1.6% on average over the period 2010-2013. Growth stood at 2.4% in 2013, 

slightly below its 2012 level (2.5%). This situation was due to the slowdown in economic activity and 

contraction in domestic demand. In 2013, the secondary sector was the main driver of growth which 

increased by 7.5%, driven mainly by mining and agribusiness. Although the services sector slowed 

down in 2013 (1.9%, compared to 3.1% in 2012) as a result of the poor performance of transport- and 

commerce-related industries, the sector remains the second engine of growth. Lastly, primary sector 

growth declined significantly, from a low 1.5% in 2012 to 0.9% in 2013, due to the locust invasion 

and cyclones that affected agricultural production. However, through prudent monetary policy, 

                                                 
2  Of the 151 seats at the new National Assembly, 49 are held by MAPAR, the party supporting the out-going President of the Transitional Authority, 

while the party of the President forced into exile in 2009 has 20 seats. The remaining seats are held by 29 small parties and 25 independent members. 
3  World Bank: “Madagascar - For a Dialogue on the Challenges of Development”, June 2013. 
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inflation (end of period) that stood at 10.1% in 2008 was maintained at approximately 7.5% over the 

period 2009-2013. In a bid to reduce the adverse social impact of international oil prices on the 

population already reeling from the effects of the crisis, the Government of Madagascar (GoM) 

adopted a fuel price stabilisation policy. The fuel subsidy, which began in 2011, accounted for 1.5% 

of GDP in 2013
4
. 

Table 1 

Key Macroeconomic Indicators 2008 - 2015 
 2008 2009 2010 2011 2012 2013 2014 2015 

Real GDP growth (%) 7.2 -3.5 0.1 1.5 2.5 2.4 3.0 4.0 

Inflation, CPI (end of period in %) 10.1 8.0 10.2 7.5 5.8 6.3 8.5 6.0 

Tax revenue (% of GDP) 11.8 9.4 9.8 9.6 9.7 9.6 11.1 11.3 

Total revenue, including grants (% of GDP) 12.1 9.9 11.3 9.8 9.7 9.6 11.1 11.3 

Total expenditure (% of GDP) 17.4 14.1 14.1 14.1 13.5 16.0 17.0 17.2 

Fiscal balance (cash basis, % of GDP) -2.1 -2.5 -1.1 -1.6 -1.4 -3.1 -3.6 -2.8 

Gross reserves (in months of imports) 2.5 2.9 2.9 3.7 3.3 2.2 2.3 2.5 

External debt (% of GDP) 24.5 25.7 24.4 24.3 24.3 22.8 24.4 24.9 

Domestic debt (% of GDP) 7.3 7.7 7.6 8.3 9.5 11.4 10.3 9.7 

Current account balance (% of GDP) -20.6 -21.2 -9.7 -6.9 -6.8 -5.4 -3.4 -5.7 

Source: Malagasy Authorities, IMF calculations (Country Report No.14/181, July 2014) 

 

2.1.4. Although a macroeconomic crisis was averted during the transition, public finance 

indicators were adversely affected during this period, including cuts in social spending and 

investment and a significant accumulation of domestic arrears. To cope with the impact of 

dwindling external financing
5
, the Malagasy authorities adopted a fiscal austerity policy that resulted 

in a significant reduction in capital spending (road infrastructure, education, health, etc.). Such 

spending, which accounted for more than 44% (MGA 1 244.8 billion) of total expenditure (MGA 2 

803.8 billion) in 2008, represented only approximately 19.4% (MGA 730.5 billion) in 2013 (MGA 3 

750.7 billion), i.e. a drop of over 41% between 2008 and 2013
6
. Recurrent expenditure

7
 increased 

sharply from 9.7% of GDP in 2008 to 12.9% in 2013, primarily in salaries and benefits. Tax revenue 

declined from 11.8% of GDP in 2008 to around 9.3% in 2013, reflecting weak economic activity, the 

growing share of the informal economy and the significant challenges faced by the tax and customs 

administrations in collection. The budget deficit (cash basis) was contained in average at about 1.9% 

of GDP over the period 2009-2013, with a peak of about 3.1% of GDP in 2013, mainly due to a 

significant adjustment in expenditure. In a context of lack of budgetary support, the budget deficit was 

financed mainly by the domestic banking system and a significant accumulation of domestic arrears
8
 

(outstanding Value Added Tax, receivables, etc.) which reached 3.8% of GDP (MGA 515.7 billion) in 

2013, according to IMF preliminary estimates
9
. These arrears had an adverse impact on the 

development capacity and level of private sector activities in Madagascar. This sector was further 

adversely affected by inadequate and poor transport infrastructure. The Government has pledged to 

carry out reforms to create an environment that is conducive to private sector activities and attractive 

to foreign direct investment (FDI). Therefore, it is essential and urgent to restore investor confidence 

and stimulate the private sector not only by stabilizing the legal and regulatory framework but also by 

clearing domestic arrears and establishing mechanisms for avoiding the accumulation of new arrears. 

 

2.1.5. On the external front, the current account deficit, which reached 21.2% of GDP
10

 in 

2009, improved gradually to 5.4% in 2013, primarily as a result of the improvement in the trade 

balance.  Mining sector exports rose (from 12.3% of GDP in 2009 to 18.3% of GDP in 2013), 

compared to a decline in imports (from 37.4% of GDP in 2009 to 30.6% of GDP in 2013), due to the 

fall in economic activity. Owing to the pressure especially on petroleum and food imports, and 

                                                 
4  IMF, Country Report No. 14/181, July 2014. 
5
  Before 2009, development partners financed 40% to 50% of the budget. 

6
  IMF (Country Report No.14/181, July 2014). 

7  Recurrent expenditure mainly comprises salaries, interests and fuel subsidies. 
8  According to IMF, there is no indication about accumulation of external arrears. 
9  Cf. Country Report No. 14/181 of July 2014 on the Rapid Credit Facility. 
10  This record level of current account deficit of 21.2% of GDP resulted from imports associated with capital goods that were financed through foreign 

direct investments. 
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coupled with a drop in FDI
11

, the country’s foreign exchange reserves deteriorated from SDR 742 

million in 2011 (3.7 months of imports) to SDR 502 million (2.2 months of imports) in 2013. The real 

effective exchange rate has appreciated in recent years, from -1.6% in 2009 to 9.5% in 2013. 

 

2.1.6. According to the latest IMF-WB joint analysis of the sustainability of Madagascar's 

debt (June 2014), the risk of debt distress is low and has remained unchanged since 2008, 

showing that the authorities conducted a prudent debt strategy during the crisis. The total public 

debt stock was estimated at 34.2% of GDP by end-2013. Domestic debt increased sharply during the 

crisis, from 7.3% of GDP in 2008 to 11.4% of GDP in 2013. During the same period, the external debt 

fell from 24.5% of GDP in 2008 to 22.8% in 2013 due to the elimination of external financing. Public 

external debt was contracted mainly on concessional terms based on a prudent approach. However, the 

debt service/revenue ratio increased thanks to greater recourse to domestic financing and a drop in tax 

revenue (Table 1). The analysis shows that the country's debt level is expected to remain relatively 

stable in the long term, since the increase in new loans to finance infrastructure projects should be 

offset by the rise in tax revenue resulting from renewed growth and donor contributions. 

 

Governance 

 

2.1.7. The country’s performance in the area of economic and financial governance has 

deteriorated because of the crisis. The various analyses (PEFA self-assessment in 2013, public 

expenditure review in 2011) reveal significant weaknesses in public finance management (PFM) 

systems, especially in terms of credibility of the fiscal year, internal and external oversight, 

accounting and cash flow management, financial decentralisation and the quality of oversight of 

autonomous public agencies by the central administration. There are also weaknesses in the 

governance of sectors such as infrastructure, which often suffer from lack of maintenance, as well as 

strategic and fishery resources. Lastly, it was noted that the public procurement control mechanism 

process has been relaxed. Therefore, the main governance indicators show a decline in the country's 

ranking. On the Mo Ibrahim Index, Madagascar is ranked among countries that witnessed a sharp 

decline in governance, falling from the 9
th

 position in 2009 to the 37
th

 in 2012 in Africa. Moreover, 

according to the Transparency International Report 2013, Madagascar has dropped 4 spots, compared 

to 2012, ranking 127
th

 out of 177 countries. The Country Policy and Institutional Assessment (CPIA) 

conducted by the Bank in 2013 (CPIA ABC was scored at 3.3) for 2012 and following which 

Madagascar was declared a State in Transition
12

, shows that the areas that under-performed were 

particularly those related to property ownership and the rule of law, economic and political 

governance as well as social inclusion and equity measures. 

 

Social Context 

 

2.1.8. The adverse effects of the crisis and the significant reduction in social spending led to a 

sharp decline in social indicators. The country is facing a structurally high poverty level, 

exacerbated by the recurrent extreme weather conditions that make the population even more 

vulnerable. According to the IMF, about 90% of the population live on less than USD 2 a day 

(adjusted for purchasing power parity - PPP). Madagascar’s human development level was sharply 

altered by the crisis. As a result, the country ranked 151
st
 out of 187 in the 2012 HDI. The cycle of 

poverty is fuelled by lack of an appropriate social safety net that would protect people from all forms 

of vulnerabilities (71.2% of workers affected by the crisis received no reintegration support and were 

forced to resort to informal employment). The inadequate employment situation
13

 has become even 

more widespread with the prevailing crisis and affects over 81% of the workforce, especially women 

                                                 
11  At end-2013, FDI was estimated at 5.2% of GDP for that year, compared to 8.2% of GDP in 2009. This decline is accounted for by the completion of 

the construction of major mining projects. 
12  As a reminder, according to the Bank and other multilateral development banks, a State is said to be “fragile or in transition” (i) if the CPIA 

harmonized average score (AfDB and World Bank) is lower than or equal to the threshold of 3.2; or if the country has accepted the deployment of 

sub-regional, regional, multinational or international forces to restore, keep or build peace. 
13  These are full-time jobs with an hourly remuneration below the minimum wage in force. 
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in rural areas. Nearly 56% of young people aged 15 to 29 years who are employed are dissatisfied 

with their current status. Since 2009, many jobs in the formal sector, which accounts for more than 

three-quarters of employment, have been slashed and the informal sector has become the area of 

refuge for those seeking to survive
14

. Madagascar will not be able to achieve the Millennium 

Development Goals (MDGs) in 2015 (TA 3). Regarding universal education (MDG 2), the net 

enrolment rate at the primary level dropped from 91.3% in 2009 to 86.3% in 2013; one of every two 

children starting primary school will drop out before the end of the cycle. This phenomenon affects 

girls more than boys. In the health sector, people make less use of basic health centres (29.2% in 2013, 

compared to 37.6% in 2008). Poor access to health care is compounded by the deterioration of road 

facilities and the closure of many basic health centres (241 were closed in 2010). There was an 

outbreak of bubonic plague in five of the 112 districts of the country, largely due to the inability of the 

authorities to ensure proper sanitation. The mortality rate among children below five years of age 

(MDG 4) has remained unchanged since 2009; the maternal mortality rate (MDG 5) is still high (478 

per 100 000 live births in 2012). HIV prevalence (MDG 6) is low (0.5% at end-2012). Moreover, only 

48.1% of the population had access to an improved drinking water source while 13.7% used improved 

sanitation facilities in 2012 (MDG 7). All these social impairments have adverse effects on economic 

activity, dragging the country into a vicious circle. In light of this precarious social situation, most 

post-crisis programmes backed by major development partners, including the Bank’s PURE, are 

targeted at improving the allocation of resources to priority areas to raise basic social indicators.  

 

2.1.9. Indicators related to gender issues, particularly the socio-economic status of women and 

their resilience capacity, deteriorated during the political crisis. Many women working in 

companies in industrial free zones where the workforce is predominantly female lost their jobs, 

following the suspension of the country from the African Growth and Opportunity Act (AGOA) 

facility in 2009. Women also suffer more from food insecurity that, in turn, affects the education of 

children, especially girls. The vulnerability of girls has increased with a consequent increase in 

prostitution and human trafficking affecting young women. The political crisis also led to a flurry of 

assaults on girls and women, who are still very vulnerable to domestic and sexual violence. Lastly, 

women continue to be discriminated against in administrative, political and military spheres. 

 

Short- and Medium-Term Prospects 

 

2.1.10. Growth prospects should be better in 2014 and 2015 since political normalisation could 

create enabling conditions for the gradual resumption of development assistance and private 

investment, and consequently pave the way for economic revival. According to IMF forecasts, 

economic growth could reach 3% in 2014 before increasing to 4% in 2015 (Table 1). In particular, 

these gains in growth could result from the climate of political appeasement conducive to private 

investment and the emergency programmes instituted by the authorities in support of economic 

activity. They could be further complemented by the major mining projects that have reached 

commercial production, agro-industry, tourism and major public works projects. Inflation (end of 

period) will remain at one digit with a slight increase of about two percentage points in 2014 (8.5%), 

compared to 2013 (6.3%) due to the phased elimination of fuel subsidies to be reflected in the 2014 

Supplementary Finance Law (SFL). The budget deficit (including grants, on a cash basis) in 2014 will 

stand at 3.6% of GDP, as a result of an increase in social spending and public investment in the 

context of economic recovery, and will be slightly higher than in 2013 (3.6% of GDP), and followed 

by a decline of about one percentage point in 2015 (-2.8% of GDP). The current account deficit will 

continue its downward slide in 2014 to 3.4% of GDP, mainly due to lower food imports. 

Madagascar’s public debt will not pose any problem in the short term because the external debt stock 

will remain relatively sustainable in 2014 (24.4% of GDP) and 2015 (24.9% of GDP) and therefore 

                                                 
14  An ILO/UNDP study conducted in 2011 titled “Évaluation des impacts de la double crise sur l’emploi” (Assessing the Impact of the Two Crises on 

Employment) showed that 336 000 jobs were destroyed (91% of formal companies were affected), while employment quality deteriorated (90% of 

jobs vulnerable). 
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viable. The clearance of domestic arrears by the authorities will help to reduce the domestic debt
15

 by 

about two percentage points between 2013 (11.4% of GDP) and 2015 (9.7% of GDP). This should 

help to stimulate private investment, which is conducive to economic growth. In view of the gradual 

resumption of assistance and the pressing socio-economic needs, the Government plans to prepare a 

Supplementary Finance Law (SFL) in 2014 that should be marked by a significant rise in priority 

social spending and investment spending totalling approximately USD 350 million (3.2% of GDP). 

This increased spending would be funded by a boost in domestic revenue, budget support from 

development partners and better control of public spending through a reduction in non-priority 

expenditure such as fuel subsidies. 

 

Constraints and Challenges 

 

2.1.11. Madagascar’s main constraint is related to its fragile situation (TA 9) and inadequate 

financial resources to meet social and economic challenges arising from the five-year long 

political crisis. The main factors of fragility have been highlighted in the study on the country’s 

fragility summarized in TA 9. The Bank intends to support the new Malagasy authorities in coping 

with the significant challenges caused by the political crisis, particularly by: (i) restoring productive 

infrastructure and basic social services in the education and health sectors to alleviate the socio-

economic impacts of the crisis, thereby sustaining the fight against growing poverty; and (ii) 

strengthening the strategic, equitable and efficient management of public resources and the creation of 

an enabling environment for private sector activities to allow it to participate in the quest for economic 

recovery and to create jobs (particularly for women and young people). 

  

2.1.12. Therefore, the main challenge is the need to address the pressing social and economic 

demands inherited from the severe effects of the political crisis, while laying the groundwork for 

a society in which the risk of such crises is minimized. The weak economic performance 

exacerbated by the political crisis and the effects of natural disasters have contributed significantly to 

the deterioration of living conditions in Madagascar. To address this emergency, the new Malagasy 

authorities must essentially redirect public policy with a view to delivering a minimum level of basic 

social services to the population, especially the most vulnerable segments such as women and young 

people, and supporting economic recovery, while preserving the relative macroeconomic stability. In 

this regard, the authorities will need to scale up spending on social services and priority infrastructure, 

in proportion with available resources, in order to mitigate the effects of the crisis and create a solid 

foundation for more sustainable, inclusive and poverty-reducing growth. In the short term, much of 

the responsibility will devolve on the budgetary authorities, given that the most urgent task is to create 

the necessary fiscal space, which should then be used in areas that can have the greatest impact in 

terms of creating conditions for inclusive and sustainable economic recovery. The Government must 

take measures to increase revenue and improve spending quality to create such fiscal space. On the 

expenditure side, the challenge is to revise the price stabilisation policy and gradually replace it with 

programmes targeting the most vulnerable population segments
16

, especially those in the education 

and health sectors. The authorities’ expansive fiscal policy should enable them, with the support of 

development partners, to tackle the challenge of economic recovery by enhancing productive public 

investment, and to stimulate the private sector by clearing domestic arrears. 

 

2.2 Government Strategy and Priorities 

 

2.2.1. Madagascar has had no medium-term development strategy paper since late 2012, when 

the Madagascar Action Plan (MAP) 2007-2012 expired. To fill this gap, the Transitional Government 

initiated the preparation of an interim development revival strategy for the period 2014-2015 which, 

                                                 
15

  Access to external funding through budget support will also help to reduce recourse to domestic financing as was the case during the crisis. 

Accordingly, the domestic debt will be substantially reduced. 
16  The experience in many countries shows that reversing the fuel subsidy is a delicate issue, although its elimination is economically logical. Although 

the rich benefit more from fuel subsidies, poor people spend a relatively higher share of their income on transport. Therefore, the poor are less 

prepared to bear the adverse effects of inflation, which is often the result when fuel subsidies are eliminated. 
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unfortunately, the new authorities did not find very suitable. Therefore, the main national reference 

framework available is the General State Policy (GSP) statement developed by the Government and 

approved by the National Assembly in May 2014. The GSP, whose priority actions are presented in 

Box 1, is now the basis of Government actions; it is used by all development partners in their 

respective emergency programmes, pending the formulation of a new medium-term development 

strategy for the country. The objective of the GSP is to 

"establish inclusive and sustainable development grounded 

in inclusive growth, to counter poverty". It focuses on three 

priority areas: (i) strengthening governance, the rule of law 

and the establishment of a fair justice system; (ii) expanding 

access to high-quality basic social services; and (iii) 

economic recovery through the creation of a socially and 

politically stable environment, maintaining macroeconomic 

stability and restoring an attractive business environment.  

 

2.3 Status of Bank Portfolio  

 

2.3.1. The Bank’s active portfolio in Madagascar represents a volume of UA 248.37 million 

(TA 1) for 10 public sector projects funded to the tune of UA 142.96 million, and three for the private 

sector totalling UA 105.41 million. With the changes that took place in the composition of the public 

sector portfolio, it has clearly rejuvenated. Its average age fell from 4.4 years in 2013 to 3.08 years in 

2014. The disbursement rate stood at 31.88% at end-June 2014 and the number of aged projects 

decreased from three to two at end-June 2014 (PALMT closed in May 2014). The portfolio contains 

two projects-at-risk, both funded from PPF grants: the PPF for the Bas Mangoky II Project Study and 

the Mid-West Young Rural Enterprises Project Study (PROJERMO). The result of the portfolio 

performance review is highly satisfactory with a score of 2.38 on 3 in June 2014, compared to 2.04 on 

3 during the 2013 review, i.e. an increase of 16%
17

. This improvement was mainly due to the close 

monitoring provided by MGFO, allowing a better control of procurement and financial management 

processes by the Project Implementation Units (PIU), a higher performance of work sites and an 

effective implementation of the recommendations of the previous review. However, the main 

weaknesses observed during the present review include the slow signing of contracts by the 

administration, the irregular payment of internal capital resources, poor contract management and 

inadequate project monitoring and evaluation. The implementation of a revised portfolio performance 

improvement plan will help to address these weaknesses.  

 

III. RATIONALE, KEY DESIGN ELEMENTS AND SUSTAINABILITY 

 

3.1. Linkages with the CSP, Assessment of Country Readiness and Underlying Analytical 

Elements 

 

3.1.1. Linkages with the CSP: The Emergency Economic Recovery Programme (PURE) is aligned 

and consistent with in the Bank’s Interim Country Strategy Paper (iCSP) for 2014-2016. The reforms 

it supports contribute generally to the achievement of the priority actions of Pillar I of the iCSP, 

namely "Strengthening Governance to Consolidate the State," and specifically to the attainment of the 

two thrusts of that Pillar: "Strengthening Management" and "Stimulating Private Investment". The 

programme also takes into account governance and accountability, as well as private sector 

development, which are two operational priorities identified in the Bank's Ten-Year Strategy for 

2013-2022. Moreover, PURE is aligned with two of the three pillars of the Governance Strategic 

Framework and Action Plan for 2014-2018 (GAP II): public management and improvement of the 

business climate. PURE is also aligned with the Bank’s Private Sector Development Policy for 2013-

2017, particularly Pillar I on business climate improvement, since it aims to clear domestic arrears 

                                                 
17  In keeping with the existing approach, private sector operations were not taken into consideration in the portfolio performance assessment. 

Box 1: GSP Priority Actions 

1. Improving democratic governance and the rule 

of law; 

2. Improving access to basic social services and 

building human capital; 

3. Accelerating growth, developing the territory 

and promoting employment; and 

4. Protecting the environment and mitigating the 

adverse impacts of climate change. 
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owed by the State and create a climate of trust for investors. It is also consistent with the first priority 

thrust ("Strengthening State Capacity and Supporting Effective Institutions") of the new strategy for 

countries in transitional situation entitled: "Addressing Fragility and Building Resilience in Africa 

(2014-2019)". The programme is intended to have a distributive and lasting impact, providing the 

State with the necessary fiscal space for improving the supply of basic social services, including 

education and health. Thus, it will help to create conditions for inclusive economic revival in 

Madagascar. PURE’s implementation will contribute not only to strengthening social cohesion and 

peace, but also to improving the people’s living conditions that have been undermined by the 

lingering effects of the five-year political crisis.  

 

3.1.2. Prerequisites for implementing a programme-based support operation: The proposed 

operation, which is a Crisis Response Budget Support (CRBS), is consistent with the Bank’s Policy on 

Programme-Based Operations adopted in March 2012 (ADF/BD/WP/2011/38). Analysis of 

Madagascar’s readiness presented in Table 2 below shows that the country meets the CRBS eligibility 

conditions. With regard to Government's commitment to reduce poverty, it is worth noting that 

Malagasy authorities have embarked on the formulation of a National Development Strategy that will 

be finalized in 2015. However, GoM’s efforts are supported by the General State Policy (GSP), which 

gives priority to productive public investment and social sector operations. Regarding the fiduciary 

framework, the Bank, in cooperation with other development partners, conducted an assessment of the 

fiduciary framework (TA 4) and agreed with the Government on the minimum provisions that would, 

in the very short term, help to mitigate the risks and open the possibility for an acceptable framework 

for the implementation of budget support programmes (Annex 4). With respect to macroeconomic 

stability, the IMF assessment (Annex III) asserts that, despite the socio-economic difficulties (§ 2.1.2 

and 2.1.6), Malagasy authorities were able to maintain macroeconomic stability during the crisis and 

that the conditions had been met for this objective to be pursued during the implementation of the 

2014-2015 programme. As for political stability, the last presidential and legislative elections ended 

the political crisis, thus allowing the return to constitutional order and the rule of law, with strong 

support from development partners towards the implementation of urgent cyclical and structural 

policies to enable a gradual exit from the fragile situation inherited from the political crisis. Lastly, the 

harmonisation of the activities and policies of various donors, in tune with the country's priorities 

outlined in the General State Policy (GSP), has improved since the end of the crisis. Regular meetings 

of various thematic and sector-based groups have resumed, especially the "budget support/public 

finance" partnership meetings. Furthermore, a sustained coordination effort is being made particularly 

in respect of economic governance, within the context of emergency budget support initiatives. 
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Table 2 

Crisis Response Budget Support Eligibility Conditions 

 

Conditions 

 

Assessment of Fulfilment of Conditions 

Government 

Commitment to 

Poverty Reduction 

Following the presidential and parliamentary elections of 2013, the appointment of a Prime Minister 

and the formation of a new government in April 2014, Madagascar is ready to embark on an economic 

recovery and social rehabilitation programme with support from development partners. The reference 

framework for the Government's activities is the General State Policy (GSP) statement approved by 

the National Assembly in May 2014. The GSP's primary objective is “to establish inclusive and 

sustainable development rooted in inclusive growth, to counter poverty." Thus, in the short term, it 

plans to focus on improving budgetary management with a view not only to maintaining 

macroeconomic stability, but also to generating adequate fiscal space allowing for a substantial 

domestic financial contribution towards the urgent tasks of economic recovery. In the same vein, it 

intends to support priority social sectors in terms of structural and productive investments aimed at 

improving the delivery of social goods and services to the people, in response to their ever-growing 

needs. 

Macroeconomic 

Stability 

During the 2009-2013 crisis, the Transitional Government managed to maintain macroeconomic and 

financial stability by implementing prudent fiscal and monetary policies. Following the conclusion of 

an Agreement with the IMF under the Rapid Credit Facility (RCF)18  in June 2014, GoM is fully 

committed to implementing macroeconomic policies and structural reforms to stimulate economic 

growth and begin reducing the poverty rate which rose over the crisis period. In 2009, the country's 

GDP contracted sharply by 3.5% due to the uncertainty that prevailed and the suspension of budget 

support. Growth has continued to stagnate due to lingering uncertainty, loss of preferential market 

access, capital outflows, and natural disasters. A modest recovery began in 2011, with growth 

averaging 2.1% between 2011 and 2013.  The budget deficit (cash basis) rose from 2.5% of GDP in 

2008 to 3.1% in 2013, according to the IMF. However, monetary aggregates have been kept broadly 

in check and inflation has, by and large, remained in single digits for the 2009-2013 period. 

Satisfactory 

Fiduciary Risk 

Assessment 

Following the PEFA self-assessment report for 2013, the budget execution mechanism review 

conducted by the IMF in June 2014 and the Bank appraisal (TA 4 and 10), some weaknesses were 

identified in the areas of budgetary management, procurement, internal and external oversight. To 

overcome these weaknesses, a series of recommendations were made and a financial management 

priority action plan for achieving a limited number of realistic goals is being developed. Furthermore, 

Madagascar should in the medium term formulate a strategy to modernise its public finance 

management (PFM) system, with the support of technical and financial partners. However, the Bank 

has agreed with GoM on the minimum number of provisions that would, in the short term, mitigate 

risks and provide an acceptable framework for the implementation of budget support programmes. 

The Bank will monitor the measures for mitigating identified fiduciary risks.  

Political Stability  

Recent political developments are encouraging, but remain fragile. With the support of the 

international community and regional organisations (African Union, Southern African Development 

Community - SADC), presidential and legislative elections were successfully held during the last 

quarter of 2013. A broad-based government, including the main political parties, was formed in April 

2014.   

Harmonisation 

Collaboration between GoM and development partners involved in budget support to Madagascar is 

formalized in a “Partnership Framework for Budget/Public Finance Support” group. Exchanges with 

GoM had been suspended during the political crisis. Meetings resumed formally in June 2014 and it 

was agreed that a session would be held in September 2014 to establish a work programme and start 

the process of preparing a common reforms matrix. 

 

3.1.3. Key underlying analytical work: The programme design is based on studies conducted 

during and after the crisis (TA 13) by GoM, the Bank and other technical and financial partners 

(TFPs). These studies include: (i) the General State Policy – 2014; (ii) PEFA reports for 2008 and 

2013; and (iii) Assessing the Fragility of the Malagasy State – 2014. The key findings of these studies 

are: (a) the need to intensify domestic revenue mobilisation, given that performance in terms of tax 

collection has deteriorated significantly over the past five years; (b) the need to improve the control 

and quality of public spending, particularly through phased and concerted elimination of fuel 

subsidies; (c) the urgent need to counter the adverse effects of the political crisis by scaling up the 

budgetary allocations for priority social sectors, since, despite the increased vulnerability of the 

population during the crisis, the budget for social protection declined sharply from USD 179 million 

in 2008 to USD 97 million in 2010; and (v) the need to stimulate the private sector - the main source 

of job and wealth creation - by undertaking a phased and timely payment of the State’s financial 

                                                 
18  The RCF provides immediate financial assistance with limited conditionality to low-income countries with an urgent balance of payments need. In 

this context, the economic policies of a member receiving RCF financing are expected to address the underlying balance of payments difficulties and 

support policy objectives including macroeconomic stability and poverty reduction. 
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obligations and stopping the accumulation of new domestic arrears. 

 

3.2. Donor Collaboration and Coordination 

 

3.2.1. Development partners in Madagascar are on track to revive the mechanism for 

coordinating their efforts in terms of policy dialogue, alignment and harmonisation of their 

activities (TA 2). The pre-crisis partnership framework for budget support and public finance 

management was slackened during the crisis. With the gradual recovery, consultations among 

technical and financial partners (TFPs) and between TFPs and Malagasy authorities have begun with a 

view to reviving the partnership framework. The Bank worked closely with other TFPs during 

PURE’s appraisal. Thus, it organized coordination meetings between donors, the private sector, and 

civil society, and also with the authorities. As with Bank interventions, those of other PTFs are geared 

towards reducing factors of fragility (see TA 12) in areas related, among others, to: (i) restoration of 

basic social services (EU, WB, UN System, USAID and AFD); (ii) strengthening of public finance 

management (WB, EU and IMF); (iii) consolidation of the State, the rule of law, security and the 

democratic and electoral process (UNDP); (iv) the fight against informal and illegal exploitation of 

natural resources, including rosewood (WB); and (v) provision of support for inclusive growth and 

employment focused on the private sector, by strengthening competitiveness and infrastructure (UN 

System, WB, EU and AFD). Therefore, complementarity and synergy characterize donors’ concerted 

efforts to restore the State’s legitimacy and boost Madagascar's economy in the wake of the crisis.  

 

3.2.2. Like the Bank, the World Bank, the European Union, and the Japanese Cooperation 

Agency pledged to provide emergency budgetary support in 2014. The World Bank will present to 

its Executive Board in 2014 a proposal for emergency budget assistance of USD 40 million for the 

period 2014-2015. The European Union will approve budget support equivalent to EUR 65 million 

before end-2014. The Japanese International Cooperation Agency also plans to provide USD 17 

million as budget support. On 18 June 2014, the IMF approved an emergency financial assistance 

equivalent to SDR 30.55 million (about USD 47.1 million) for Madagascar under the Rapid Credit 

Facility (RCF) to enable the authorities to meet urgent balance of payments financing needs (Annex 3) 

arising from the political crisis. This multi-sourced financial support is intended mainly to enable 

GoM to meet the urgent needs spawned by the protracted crisis. Thus, although the PURE-supported 

reforms are certainly consistent with these crucial needs, they are the outcome of cooperation and 

exchanges between development partners and the Malagasy authorities. PURE’s preparation was 

guided by three principles: complementarity with other PTF-supported reforms, selectivity of the 

measures and their ownership by the authorities. This approach makes it possible to respond jointly 

and effectively to crucial needs in terms of restoring basic social services in the country's health and 

education sectors, while creating enabling conditions for gradual emergence from the fragile situation 

caused by the political crisis.  
 

3.3. Outcomes and Lessons from Similar Operations 
 

3.3.1. Recorded outcomes: The gains from similar operations could not be included due to the 

adverse effects of five years of political crisis. The Poverty Reduction Budget Support Programme 

Phase II (PABRP-II), whose second tranche was cancelled in 2010 owing to the political situation, 

was implemented in a relatively satisfactory manner until December 2008
19

. The outcomes (TA 7) 

relate particularly to the satisfactory development and implementation of the MAP Strategy Priority 

Action Programme, improvement of the quality of public procurement through the implementation of 

the 2009-2012 Action Plan for the public procurement system reform, and strengthening of internal 

and external oversight through the financial empowerment of institutions such as the Court of 

Auditors. Within the context of reforms implementation supported by PABRP-II, GoM received 

technical support from the Bank-financed Good Governance Capacity Building Project (PRIBG), 

which ended in 2012. 

                                                 
19  See Completion Report ADF/BD/IF/2010/301 
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3.3.2. Past lessons used in designing PURE: PURE’s design certainly took into account lessons 

from PABRP-II, and especially those drawn from emergency budget support operations (TA 8) 

financed by the Bank in recent years, particularly in Guinea (PAREF), Guinea-Bissau (PUARB), Côte 

d'Ivoire (PURSSAB), Mali (PUARE) and Malawi (RFSSP). Table 3 below lists the key lessons and 

states how they were taken into account in PURE’s preparation. 

 
Table 3 

Lessons from Similar Operations 
Key Lessons Consideration in the PURE  

Collaboration with all 

stakeholders, including other 

development partners, civil 

society, the private sector and 

the authorities. 

PURE’s formulation was based on a participatory approach involving all 

stakeholders. Close collaboration with other development partners within the 

partnership framework for budget/public finance support group made it possible not 

only to discuss the needs and urgent reforms to be implemented, but also to 

coordinate our efforts in a spirit of complementarity to better support the Malagasy 

authorities. Continuous and frank exchanges with civil society and the private sector 

helped to fine-tune PURE reforms in synergy with those of other TFPs. 

Prioritizing reforms while taking 

into account the emergency 

situation and the fragile state of 

the country.  

PURE’s structuring and the choice of preliminary reforms are well in line with the 

priorities of the General State Policy (GSP), thus ensuring ownership, which will 

guarantee effective implementation for a gradual exit from the fragile status. 

Prioritisation was done in synergy with the areas of intervention of other PTFs, while 

endeavouring to create necessary conditions for a gradual exit from the fragile 

situation caused by five years of political turmoil. 

 

3.4. Linkages with Other Bank Operations  

 

3.4.1.  The proposed emergency support is in line with other on-going Bank and planned interim 

Country Strategy Paper (iCSP) operations. The Institutional Governance Support Project (PAGI) 

approved in September 2013 aims to restore institutional capacity to enhance public resource 

mobilisation, improve financial governance and ensure transparency in the extractive sector. 

Therefore, PAGI contributes, in the medium term, to create the technical conditions for increasing the 

tax burden and improving the quality of public spending, which are also PURE’s operational 

objectives. Due to the fragile situation leading to increased capacity-building needs, among other 

outcomes, the iCSP provides for new institutional support in 2015, which will be complementary to 

PAGI, with a focus on private sector development and social-economic statistics. Both operations will 

support and consolidate the gains of reforms undertaken as part of PURE, thereby contributing to 

gradual emergence from the fragile situation.  

 

3.5. Bank’s Comparative Advantage and Value Added 

 

3.5.1. PURE builds on the Bank’s experience in implementing similar operations in emergency and 

post-conflict situations, which allows it to promote dialogue on such socially sensitive issues as the 

cancellation of fuel subsidies. The Bank’s value added consists essentially in its responsiveness and 

flexibility, enabling it to prepare a rapid disbursement emergency operation to meet the country’s 

crucial and pressing needs, as was the case in Mali, Central African Republic, Malawi and Côte 

d'Ivoire. This advantage is partly the outcome of the participatory and continuous dialogue that was 

maintained between the Bank and Madagascar, through the institution’s field office in Antananarivo 

(MGFO), despite the crisis situation that prevailed in the country.  

 

3.6. Application of Best Practices on Conditionality 

 

3.6.1. In compliance with the with Bank's policy on Programme-Based Operations (PBOs)
20

, 

the programme design took best practices on conditionality into account. The authorities assumed 

ownership of the reforms supported by PURE. Not only did the authorities agree with the priorities of 

the General State Policy (GSP), the said priorities were also been set with their consent and in accord 

with other development partners. The priorities are geared towards meeting the country’s urgent need 

                                                 
20  See ADF/BD/WP/2011/38/Rev.3/Approval of 29 February 2012 
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for a gradual emergence from fragility. Hence, at appraisal, the authorities expressed a firm 

commitment to implement PURE reforms so as to create the necessary fiscal space that would be used 

to support the financial efforts towards the effective recovery of the Malagasy economy. During 

PURE’s preparation, harmonisation and coordination within the "Budget/Public Finance Support" 

partnership framework led to the complementarity of various emergency support initiatives to 

effectively and collectively address the need to stimulate the Malagasy economy. The choice of 

measures precedent to Board submission was made in consultation with the Malagasy authorities, 

bearing in mind the limited number of such measures and the need to implement them within the set 

timeframe.   

 

3.7. Application of Bank Policy Relative to Concessional Borrowing 

 

3.7.1. The principles governing the Bank's policy on concessional borrowing are applicable to 

PURE. Within the context of implementing the Rapid Credit Facility (RCF) concluded with the IMF 

on 18 June 2014, the authorities have undertaken to consult with the Fund before signing any non-

concessional loan contract or guarantee.  

 

IV. PROPOSED PROGRAMME  

 

4.1. Programme Rationale, Goal and Objectives 

 

4.1.1 Rationale: During the five years of internal socio-political crisis in Madagascar (the 2009 

crisis is said to be the longest the country has experienced) (§ 2.1.1), the public sector underwent a 

severe adjustment due to the decline in domestic revenue (§ 2.1.4) and the suspension of almost all 

external financing. Access to basic social services was drastically curtailed and social indicators 

declined (§ 2.1.8). Socio-economic infrastructure deteriorated: in addition to the damage caused by 

hurricanes, drastic cuts in investment and maintenance spending led to a state of increasing 

deterioration of road, health, education, energy and water infrastructure, thereby threatening the 

sustainable and inclusive development of the Malagasy economy. Indeed, the past five years have 

been lost years as far as poverty reduction and the development of Madagascar are concerned: (i) 

many healthcare centres were closed during the crisis; (ii) the number of children not attending school 

jumped by more than 600 000; (iii) acute child malnutrition increased in some areas by over 50%; (iv) 

more than 30 000 workers were laid off in the textile and clothing industries following the country’s 

suspension from AGOA; (v) public assistance over the 2009-2013 period dropped by about 30%
21

; 

(vi) degradation of road and socio-economic infrastructure; and (vii) drop in per capita income in 

2013 to its 2001 level (with a 2.9% population growth rate). These multifarious crisis-induced factors 

not only created an increasingly fragile state, but also generated urgent needs in all areas, especially in 

the social sectors, including education and health, which bore the brunt of the crisis. Thus, the 

rationale for this operation lies primarily in the urgent need to support economic recovery and public 

delivery of basic social services by carrying out productive public investments and stimulating the 

private sector. 

 

4.1.2 Goals and objectives: Considering the magnitude and urgency of the needs in both social and 

economic terms, the development objective of this operation is to contribute to the restoration of the 

State's capacity to provide basic social services, as a matter of priority, and create conditions for 

sustainable growth to enable Madagascar to emerge from the fragile situation caused by the political 

crisis. PURE’s appraisal is part of a harmonized and complementary approach, involving other 

development partners (§ 3.2.2), based on the following key actions: (i) increase public resources of the 

State and improve public spending with a view to having necessary and sufficient fiscal space to 

urgently support the recovery of Madagascar’s economy and enhancing the people's access to key 

basic social services, including education and health, all adversely affected by the five-year political 

                                                 
21

  Actual aid disbursements in 2013 represented only 52% of the volume of aid received in 2008.  
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crisis (§ 2.1.8); and (ii) place the State at the centre of this economic recovery with support from 

development partners following the political normalisation, by increasing productive public 

investment to enable the rehabilitation of infrastructure, payment of domestic arrears owed to the 

private sector, and support of priority social sector projects. 

 

4.1.1. To create necessary conditions for achieving the above-mentioned development objective, 

PURE aims specifically to: (i) intensify public resource mobilisation; (ii) improve the quality of 

public spending; (iii) support public investment programmes; and (iv) stimulate the private sector. 

 

4.2. Programme Components and Expected Outcomes 

 

4.2.1. This emergency operation is structured around two mutually reinforcing components, 

namely: (i) strengthening budgetary management; and (ii) supporting the promotion of economic 

recovery. The first component aims to support the creation of sufficient fiscal space by intensifying 

public resource mobilisation, on the one hand, and improving the quality of public spending through 

an efficient and effective reallocation of public resources mainly to basic social sectors, on the other. 

The second component focuses on support towards the creation of conditions conducive to the 

recovery of the Malagasy economy through increased State support for productive public investment 

programmes, and private sector support. The two components are complementary in that the creation 

of fiscal space will, in the short and medium term, generate additional domestic resources required not 

only to finance major public investment projects in all sectors, but also to help restore public delivery 

of health and education services, as well as stimulate the private sector through payment of domestic 

arrears owed by the State. Thus, supporting the private sector will restore investor confidence in the 

State which will, in turn, lead to the expansion of production activities and therefore to greater 

employment opportunities and more substantial public procurement spurred by productive public 

investment programmes. This will help to create national wealth, thereby having a positive impact on 

domestic revenue thanks to the potential broadening of the tax base. 

 

A- Component I – Strengthening Budgetary Management  

 

4.2.2. As part of this component, PURE will support GoM reforms aimed at strengthening 

budgetary management that would create fiscal space capable of enabling GoM to fulfil its main 

priorities in terms of carrying out productive public investments and delivering basic social services, 

while giving the private sector the needed financial impetus to fully play its role as employment 

provider. Thus, the reforms supported have two main objectives: (i) strengthening the mobilisation of 

domestic public resources; and (ii) improving the quality of public expenditure by phasing out non-

productive expenditures, especially fuel subsidies, and ensuring an efficient reallocation of these 

resources to basic social sectors such as health and education. 
Figure 1: Trends of Domestic Resources 

(% GDP) 

Figure 2: Structure of Expenditures from Domestic 

Resources (% GDP) 

  
Source: MFB, IMF calculations  Source: MFB,  IMF calculations  
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4.2.3. Context and challenges: Public resources available for implementing economic policies were 

curtailed during the political crisis between 2009 and 2013. Total domestic revenue (Figure 1) 

declined drastically in 2009 (9.9% of GDP), compared to 2008 (12.1% of GDP), and the downward 

trend continued until 2013 (9.6% of GDP). With regard to tax and customs revenue, the performance 

in terms of recovery has deteriorated over the past five years. Between 2005 and 2008, tax revenue, 

estimated at an average of 11.4% of GDP, rose gradually thanks to the successive modernisation 

efforts of both tax and customs services. By 2009, however, this rate had declined from 11.8% of 

GDP in 2008 to 9.4% and 9.3% in 2009 and 2013, respectively (after account is taken of the VAT 

refund obligations - net revenue)
22

. This reflects, for the five-year period of crisis, the weak economic 

activity, the increasing informal economy, and the significant challenges faced by tax and customs 

administration in their recovery effort.   

 

4.2.4. The decline in public domestic revenue was followed by an increase in compulsory 

expenditure (Figure 2) between 2008 and 2013, due to the fact that wages and pensions went up (by 

about one GDP percentage point). In an effort to maintain the prices of petroleum products at their 

current levels, GoM suspended a portion (25%) of the taxes paid by oil importers on their imports 

from 2011. The implementation of this measure generated a substantial shortfall in the revenue 

received by financial services. The fiscal cost of fuel subsidy was about 1.6% of GDP in 2013 (Figure 

2), which was used to compensate oil companies. Fuel price stabilisation financing reduces the 

resources available for other essential services such as health, education and road infrastructure, 

whose benefits are more proportionately enriching for the poor
23

. In this context, there is an urgent 

and crucial need to undertake short- and medium-term reforms to increase tax collection levels and 

improve the quality of public spending. 

 

4.2.5. The proportion of the budget spent on health and education has been severely reduced in 

recent years due to financial difficulties stemming from the crisis. For example, in 2012, 8.20% and 

19.69% of the budget adopted by Parliament were allocated to health and education, in that order 

(Table 4). Already low, 

these rates fell even further 

in 2013 to 7.60% and 

17.88%, respectively, for 

health and education. The 

implementation of these 

budget allocations in the 

priority areas was also poor 

during the crisis (Table 4). 

In 2012, the implementation 

rates for health and 

education stood at 72.36% 

and 95.53%; the figures for 2013 were 74.27% and 88.78% (Table 4). In view of the importance of the 

two sectors, these relatively low implementation levels weaken the expected impact of these 

expenditures on improving the delivery of social goods and services to meet the huge and urgent 

demand of the vulnerable segments of Madagascar's population.  

 

4.2.6. Reforms under PURE: To support GoM in its effort to strengthen budgetary management 

with a view to creating sufficient fiscal space to finance Madagascar's economic recovery, PURE will 

back the following reforms: (i) preparation, adoption in the Council of Ministers and implementation 

                                                 
22  A portion of this decline is attributable partly to the decline in income tax rates from 25% to 20% between 2008 and 2013. During this period, 

income tax revenue dropped from 1.5% of GDP in 2009 to 1.1% of GDP in 2013. 
23  Fuel subsidies are intended to maintain social peace by helping the poor, but it is not a well-targeted policy. According to World Bank estimates, the 

richest fifth of the population used 97% of the fuel and 76% of transport services. On the other extreme, it is estimated that 50% of the poorest 

enjoyed only 1% and 7% of the benefits from the fuel and transport price stabilisation policy, respectively. In other words, it is estimated that 90% of 
the population living below the international poverty line of USD 2 PPP received MGA 1 000 per person per year, on average, while the “non-poor” 

received MGA 66 000 per person per year, on average, in 2011-2012. 

 

Table 4: Allocation and Execution of Budgetary Expenditures for Health and Education 

2012 - 2013 

 
2012 2013 

 
Allocation 

% 

Budget 

% 

Execution 
Allocation 

% 

Budget 

% 

Execution 

Health 215 8.20 72.36 222 7.60 74.27 

  Balance 115 4.41 93.9 127 4.35 96.01 

  Recurrent 29 1.11 69.41 32 1.09 69.41 

  Investment  70 2.68 30.36 63 2.17 30.36 

Education 515 19.69 95.53 522 17.88 88.78 

  Balance 358 13.69 97.71 410 14.04 95.75 

  Recurrent  120 4.59 98.80 70 2.41 89.44 

  Investment  37 1.41 62.61 42 1.43 17.12 

- Allocations in Ariary (MGA) million 

Source: Ministry of Finance and Budget  
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of a priority action plan for increasing the tax burden; (ii) increase in the SFL 2014 allocations for the 

education and health sectors by at least 30% and 80%, respectively, compared to the IFL 2014 

allocations (approximately 22.4% and 10.8 % of the SFL 2014 budget for education and health, in that 

order); and (iii) preparation, adoption in the Council of Ministers and implementation of a 12-month 

plan for the phased elimination of fuel subsidies and implementation of related support measures. The 

goal is to gradually reduce fuel subsidies by MGA 200 billion between 2013 (MGA 370 billion) and 

2014 (MGA 108 billion). The subsidy-elimination exercise will be preceded by an information and 

awareness campaign to alert the population to the merits of the policy, whose primary objective is 

certainly to keep spending in check, and more importantly to re-allocate resources to priority areas 

with greater impact on the most vulnerable segments of the population. GoM intends to implement 

flanking measures with the support of development partners, in this case, the World Bank. These 

measures will focus on: (i) targeted temporary subsidies for public urban transport; (ii) development 

of a "cash-for-work" programme for rural areas; (iii) extension of the pilot conditional cash transfer 

programme whereby payments are contingent upon children's school attendance; and (iv) expansion 

of the school kit programme to a larger number of regions. 

 

4.2.7. Expected outcomes: PURE plans to scale up the contribution of total public resources 

channelled, as a matter of urgency, into economic recovery by about two percentage points between 

2013 (9.6% of GDP) and 2015 (11% of GDP ). Regarding the improvement of the quality of public 

spending, PURE aims to improve of CPIA composite indicator 15 – “Strengthening Human 

Resources” - from 2.3 in 2013 to 3 in 2015, which includes access to education, health and nutrition 

services. 

 

B- Component II –Economic Recovery Promotion Support 

 

4.2.8. Under this second component, PURE plans to support GoM efforts to create conducive 

conditions for the effective recovery of the Malagasy economy. In this context, the supported reforms 

are mainly aimed at achieving two objectives: (i) increasing public investment in major infrastructure 

projects and rehabilitating roads; and (ii) stimulating the private sector by clearing domestic arrears.  

 

4.2.9. Context and challenges: Public investment is considered a major economic policy 

instrument in developing countries. It is used in the short term to boost overall demand and in the 

medium term to provide the country with stocks of physical and human capital. However, during the 

political crisis, this dual role was considerably reduced in Madagascar. Analysis of the composition of 

domestically-financed spending shows (Figure 2) that national wealth-generating discretionary 

spending dipped by about four percentage points between 2008 (7.5% of GDP) and 2013 (3.8 % of 

GDP). This significant reduction is largely due to investment spending (-2.3% of GDP), which 

accounted for over 44% of total expenditure in 2008, but fell sharply to 13% in 2013 (TA 6). The drop 

in capital expenditure led to a deterioration of social and development indicators, thus delaying the 

progress of several MDGs. With an average score of 6.62 out of 100, Madagascar is ranked 49
th

 out of 

53 countries in 2013 on the Africa infrastructure development index.  

 

4.2.10. The risk of arrears accumulation has increased since the onset of the crisis in 2009. 

Preliminary estimates by the IMF relating to identified but unsettled arrears
24

 (carrying value) - 

pending a full assessment (more specifically extra-budgetary arrears) - suggest that the stock of 

domestic arrears owed by the Central Government was about 3.8% of GDP at end-2013. The 

accumulation of domestic arrears has repercussions for private investment. Identified arrears include 

VAT refunds, fuel subsidies, arrears owed to JIRAMA (the National Water and Electricity Company), 

and the debt owed to the Central Bank. The IMF
25

 suggests that there are also extra-budgetary arrears 

the actual amount of which is still to be determined, made up of expenditures that were earmarked but 

not incurred by the end of the fiscal year. Thus, these domestic arrears should be identified as soon as 

                                                 
24  These are bills for which authorisations or orders had been issued for payment by the Treasury, but had not been paid at the close of the fiscal year. 
25  IMF “Review of Budget Execution Mechanisms” May 2014. 
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possible and a strategy for their clearance developed, adopted and implemented.  

 

4.2.11. Programme reforms: To achieve its objective of supporting economic recovery in 

Madagascar, PURE plans to support the following measures: (i) adoption by the Council of Ministers 

and transmission to Parliament of the Draft SFL 2014, which provides for an increase of at least 40% 

in budget allocations, compared to the IFL 2014 allocations for the public investment programme 

(approximately 29% of the budget in the SFL 2014); (ii) preparation and implementation of a plan 

with a timetable for clearing identified domestic arrears (VAT and receivables) to support the private 

sector - the biggest source of employment; and (iii) identification and preparation of an audit of extra-

budgetary spending arrears for the period 2010 - 2013.  

 

4.2.12. Expected outcomes: By supporting major public works, basic social sectors (education and 

health) and the private sector, this emergency operation will improve the public investment rate by 

more than three percentage points between 2013 (2.4% of GDP) and 2015 (6.1% of GDP). 

 

4.3. Financing Requirements and Arrangements 

 

4.3.1. Following the formation of the new government in April 2014, the Initial Finance Law (IFL) 

for 2014
26

 could no longer meet Madagascar's pressing and crucial spending needs. As shown in 

Table 5, the IFL 2014 projected an overall deficit of about MGA 409 billion (or 1.6% of GDP) in 

2014, characterized by a continuous downward trend of total expenditure.  

 

The Supplementary Finance Law (SFL) for 2014, adopted in July 2014, takes into account the 

additional tax revenue to be mobilized and the urgent expenditures to be incurred to lay the 

groundwork for economic recovery. Thus, the increased spending on public infrastructure, 

the repayment of domestic arrears 

and support to basic social sectors 

add up to an overall projected 

deficit (including grants, cash 

basis) of approximately MGA 

939.5 billion (or 3.6% of GDP) in 

2014. This gap is to be filled by 

financing from domestic sources 

(bank and non-bank financing) to 

the tune of MGA 448.3 billion 

(1.7% of GDP) and external 

financing amounting to MGA 

491.2 billion (19% of GDP). Of 

this external financing, MGA 182.5 

billion represents budget support 

(loans and grants), of which MGA 

91.6 billion (UA 25 million) sourced from the ADF (approximately about 50% of the budget support 

and 9.7% of the total financing needs).  

 

4.4. Programme Beneficiaries 

 

4.4.1. PURE’s main beneficiaries will be the entire people of Madagascar, who have been severely 

affected by the adverse impacts of five years of socio-political crisis. The programme, which aims to 

create the fiscal space necessary to finance economic recovery, will help not only to stimulate 

economic growth, but also to meet pressing social needs in terms of education, health and social 

protection for the most vulnerable segments of the population. Paying domestic arrears and scaling up 

                                                 
26  Law No. 2013-2012 of 6 December 2013 relating to the Finance Law for 2014 

Table 5: Needs and Sources of Financing (in MGA billion) 

 2013 2014 

  IFL SFL 

Total Revenue and Grants  2 549.6 3 020.1 3 864.6 

  Total revenue  2 253.5 2 722.1 2 893.4 

  Grants 291.1 298.0 971.1 

Total Expenditure 3 750.7 3 429.3 4 408.2 

  Recurrent expenditure 3 020.2 2 617.8 2 817.9 

  Capital expenditure 730.5 811.5 1590.3 

Overall Balance (including grants, on a 

cash basis) 

-725.4 -409.2 -939.5 

Total Financing  725.4 409.2 939.5 

  External financing  233.8 181.2 491.2 

      Programme loans   0.0 0.0 182.5 

       including ADF budget support loan 0.0 0.0 91.6 

     Project loan  297.1 346.1 473.6 

     Amortisation  -63.4 -164.9 -164.9 

  Domestic financing  491.5 227.9 448.3 

Financing Gap  0.0 0.0 0.0 

Source: Malagasy authorities (MFB) and IMF calculations  
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productive public investments will mainly allow economic operators to avail themselves of business 

opportunities, thus helping to create national wealth through productive investment and job creation 

for the benefit of young people and women. PURE’s other indirect beneficiaries are mining and oil 

companies. 

 

4.5. Poverty and Social Impact, including Gender 

 

4.5.1. The PURE-supported reforms will create enabling conditions for gradual and sustainable 

reduction in poverty, and improvement of the living conditions of the Malagasy population. 

Supporting basic social sectors such as education and health by significantly increasing budget 

allocations for 2014-2015, will address the urgent and crucial needs that accumulated in these sectors 

during the crisis as a result of dwindling public resources. Thus, the living conditions of vulnerable 

population segments, especially women and young people in urban and rural areas, will be improved 

by these inclusive and productive infrastructure investments. With PURE’s support, GoM’s efforts in 

terms of priority social spending and rehabilitation of health and education infrastructure will 

especially allow women and young people to access basic social services. Furthermore, the support 

measures introduced by GoM with the backing of development partners, including the World Bank, 

following the reduction of fuel subsidies, will cushion the social impacts of the subsidy-reduction 

policy (or return to the right price) on vulnerable groups such as women and young people (see § 4.2.5 

for support measures). 

 

4.6. Impact on the Environment 

 

4.6.1. The proposed programme is a general budget support operation with no impact on the 

environment, and therefore is classified as Category III. However, strengthening budgetary 

management to create adequate fiscal space will not only help to support economic recovery, but will 

also provide GoM with financial resources required to combat natural disasters more effectively. 

 

V. IMPLEMENTATION, MONITORING AND EVALUATION  

 

5.1. Implementation Arrangements   

 

5.1.1. Institutional framework for implementation: PURE’s implementation will be coordinated 

by a Budget Support Monitoring Committee, under the supervision of the General Secretariat of the 

Ministry of Finance and Budget. This Committee is responsible for monitoring the implementation of 

all budget support programmes of development partners. It hosts regular meetings with development 

partners on the status of implementation of various economic and financial reforms agreed upon with 

the authorities. It is also responsible for forwarding evidence of reform implementation to 

development partners.  

 

5.1.2. Disbursement: In view of the urgency of the operation (see Section 4.6.1.c: Operational 

directives on the programming, design and management of programme support operations, Ref: 

ADF/BD/IF/2014/35 of 3 March 2014), PURE will be disbursed in a single tranche of UA 25 million, 

subject to the Borrower’s fulfilment of the general and specific conditions related thereto, as 

mentioned in Section 6.2 below. The choice of the single-tranche disbursement is justified by: (i) the 

imperative of meeting the most urgent needs in terms of rehabilitating productive infrastructure, 

improving social services and creating conditions for the effective recovery of the Malagasy economy 

whose fundamentals were severely affected by the five years of political crisis; (ii) the firm 

commitment by GoM to implement the priority and urgent reforms identified in consultation with 

development partners, and intended to help create adequate fiscal space and promote sustainable and 

inclusive economic growth to pave the way for a gradual emergence from fragility; and (iii) 

Madagascar's fiduciary system which, despite the adverse effects of the protracted political crisis, was 

deemed satisfactory, albeit subject to agreement by GoM to implement the mitigation measures 



 

18 

 

identified by the Bank (Technical Annex 4). At the Borrower's request, the Bank will disburse the 

funds into a special account opened with the Central Bank of Madagascar (BCM). This account will 

be used solely to receive PURE’s resources. Moreover, the Ministry of Finance and Budget will 

forward to the Bank a written confirmation that the funds have been received in the special account. 

Thereafter, PURE’s resources will be transferred from the special account to the Treasury's general 

account with the BCM. The latter will charge no fee for this transaction, in accordance with the 

agreement signed between the BCM and the State, and the exchange rate used will be that applicable 

on the day of transfer of funds.   

 

5.1.3. Procurement of goods and services: Madagascar's legal framework in force for public 

procurement is based on Law No. 2004-009 of 26 July 2004. In 2011, the Bank reviewed the country's 

national procedures for National Competitive Bidding and concluded that they were broadly 

consistent with Bank Procurement Rules and Procedures, despite the existence of a number of 

disparities related to AfDB fiduciary requirements (TA 5). In light of these conclusions, Madagascar's 

public procurement framework seems appropriate for ensuring the effective use of Bank resources 

disbursed for budget support. However, it is worth noting that the socio-political crisis suffered by the 

country has led to deterioration in the control of the procurement process. In this regard, the Bank 

urges the Malagasy Government to initiate measures for revitalizing and streamlining the public 

procurement institutional framework, with special emphasis on the system's integrity and capacity 

building.   

 

5.1.4. Financial management and audit: Given that this is a budget support operation, resources 

will be used within the public expenditure system. The Ministry of Finance and Budget will be 

responsible for the administrative, financial and accounting management of PURE's resources. 

Detailed analysis of the fiduciary risk is presented in TA 4 (see Annex 4 for a summary of the 

fiduciary risk). It presents the various mitigation measures to be implemented against the residual 

fiduciary risk deemed substantial overall. Annex 4 summarises the fiduciary risk and mitigation 

measures. The analysis was carried out in accordance with the policy on the financial management of 

Bank Group-financed projects. The programme will be audited in accordance with the Policy on 

Programme-Based Operations 
27 which provides for the use of the national system - in this case, the 

Court of Auditors - to control the budget execution. Moreover, prior to this external audit, the 

financial flows will be audited by an independent firm under terms of reference approved by the Bank. 

The report of this financial flows audit must be submitted to the Bank latest by 30 October 2015. 

 

5.2. Monitoring and Evaluation Arrangements 

 

5.2.1. PURE’s implementation will be monitored through the results-based logical framework and 

reforms matrix. The Ministry of Finance and Budget (MFB) will collect data, coordinate the 

monitoring and evaluation exercise and furnish the Bank with the information. The Bank will conduct 

a supervision mission to assess the progress achieved, based on the reforms agreed upon in the logical 

framework and the reforms matrix. The appraisal of PURE's expected achievements will be monitored 

on an on-going basis with the support of the Bank's Field Office in Madagascar (MGFO). At the end 

of the programme, the Bank will prepare a completion report, in collaboration with the Government. 

 

VI. LEGAL INSTRUMENTS AND AUTHORITY  

 

6.1. Legal Instruments  

 

6.1.1. The legal instrument used in the programme shall be a Loan Agreement between the 

Republic of Madagascar, on the one hand, and the African Development Bank and the African 

Development Fund, on the other.  

                                                 
27  See paragraph 9.3 of Bank Group Policy on PBOs (ADF/BD/WP/2011/38/ Rev.3/Approval). 
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6.2. Conditions Precedent to Bank and Fund Intervention 

 

6.2.1. Conditions precedent to PURE’s presentation to the Boards of the Bank and the Fund: 
Based on the dialogue with the Government, the latter is expected to implement a number of reforms 

prior to PURE's presentation to the Board. The reforms are outlined in Table 6 below: 
 

Table 6 

Conditions Precedent to Board Presentation 
1. Transmission to Parliament of the Draft Supplementary Finance Law for 2014 with an increase, compared 

to the   Finance Law for 2014, of at least: 40% of the budgetary allocations for public investment, and 30% and 80% 

of the allocations for the education and health sectors, respectively 

Evidence: Letter from the Ministry of Finance and Budget forwarding a certified copy of the Cover Note of the SFL 2014 to 

Parliament. This letter must state that the SFL 2014 provides for an increase in budgetary allocations, compared to the LF 

2014, of at least: 40% for public investments (or about 29% of the approved budget), 30% (or approximately 22.4% of the 

approved budget) and 80% (or approximately 10.8% of the approved budget) respectively for the education and health 

sectors. 

2. Prepare and ensure adoption of a priority action plan for increasing tax and customs revenue in 2014 by 

the Council of Ministers. 

Evidence: Letter from the Ministry of Finance and Budget forwarding the priority action plan developed and adopted by the 

General Directorate of Taxation and the Directorate General of Customs for increasing tax and customs revenue in 2014. 

3. Prepare a plan, along with a timetable, for clearing the identified domestic arrears (VAT and receivables)  

Evidence: Letter from the Ministry of Finance and Budget forwarding a plan, along with a timetable, for clearing the 

identified domestic arrears. 

 

6.2.2. Effectiveness: Loan effectiveness will be subject to fulfilment of the conditions specified in 

Section 12.01 of the Bank's General Conditions Applicable to Loan and Guarantee Agreements.  

 

6.2.3. Conditions precedent to loan disbursement: In addition to the effectiveness condition 

specified in 6.2.2 above, disbursement of loan resources shall be subject to the following condition: 

Provide evidence of the opening of a special account with the Central Bank of Madagascar (BCM) to 

receive the loan resources. 

 

6.3. Compliance with Bank Group Policies 

 

6.3.1. This operation is consistent with applicable policies and directives, particularly: (i) the Bank 

Group Policy on PBOs (ii) the Interim Country Strategy Paper 2014-2015 for Madagascar; (iii) the 

Bank Group Strategy for Enhanced Engagement in States in Transition; (iv) the Bank's Ten-Year 

Strategy; and (iv) FSF Operational Guidelines. 

 

VII. RISK MANAGEMENT  

 

7.1.1 Table 7 below gives a comprehensive presentation of risks that may impact programme 

implementation: 
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Table 7: Major Risks and Mitigation Measures 

Risks Mitigation Measures  

Political risk (moderate): 

This risk is linked to the fragile state of 

political institutions. 

This risk is mitigated by the normalisation of the political situation following the 

elections held in late 2013 and the formation of the Government in April 2014.  With the 

support of development partners, the new authorities have undertaken  to make every 

effort to foster national reconciliation through inclusive political and social dialogue, 

strengthening of the rule of law and governance, which are essential for triggering the 

country’s economic and social recovery. 

Macroeconomic risk (moderate):  

Vulnerability to external shocks that 

adversely impact economic growth and 

public finance management. The 

political risk could also have a negative 

impact on macroeconomic policy. 

This risk is mitigated not only by development partners' support of GoM’s economic 

recovery efforts aimed at boosting economic recovery by creating the fiscal space 

required to finance productive investment and priority social expenditure, but also by 

GoM's commitment to resume dialogue with the private sector by clearing domestic 

arrears and thus stimulating private investment. 

Risk due to limited capacity for reform 

implementation (moderate). 

The Institutional Governance Support Project (PAGI) of the Bank and the World Bank 

will help to mitigate this risk related to the limited capacity of entities responsible for the 

implementation and monitoring of reforms.  

Fiduciary risk (substantial): Overall, 

the level of fiduciary risk posed by 

Madagascar's control and financial 

management systems is deemed 

substantial.  

 

A detailed analysis of the fiduciary risk has been provided in Technical Annex 4 and 

summarized in Annex 4 with specific mitigation measures for each area, namely: budget 

preparation, implementation and control; management of cash flows and funds; 

accounting and financial reporting; internal oversight and internal audit; and external 

oversight and external audit. This detailed assessment and a plan for monitoring the 

implementation of these measures were prepared in agreement with the Malagasy 

authorities. 

 

VIII. RECOMMENDATION 

 

In light of the foregoing, Management recommends that the Boards of Directors approve, under the 

resources of Pillar I of the Transition Support Facility (TSF), a loan of UA 25 million for the Republic 

of Madagascar to finance the Emergency Economic Recovery Programme (PURE). 
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MINISTRY OF FINANCE 

AND BUDGET  

------------       Antananarivo, 14 AUGUST 2014 

Minister 

--------- 

LETTER OF DEVELOPMENT POLICY FOR 2014-2015 

 

Mr President, 

 

Madagascar is entering a new chapter in its history following the holding of presidential and 

legislative elections, as well as the establishment of the Institutions of the Fourth Republic. The 

political crisis led to the suspension of external financing, stalled the public finance management 

reforms initiated, and undermined the sound financial and economic governance effort. The return 

to constitutional rule after a five-year transitional period thus offers the country an opportunity to 

achieve better visibility based on policies and strategies for enabling its recovery in all areas that 

were adversely affected. 

 

The new Government is committed to building the pillars of a strong, modern and prosperous 

State to combat poverty and ensure inclusive and sustainable development. This letter 

demonstrates the commitment to meet the challenges, firstly, to improve the performance of tax 

and customs administrations to ensure the effective revival of economic growth and, secondly, to 

optimize the allocation of resources to sectors with tangible impact on the public (education, 

health and infrastructure). 

 

Political Context and Macroeconomic Developments 

  

From 2009 to 2013, Madagascar experienced a long period of social and political crisis that left 

the country in dire straits. Economic activity slowed, poverty increased. The achievement of the 

Millennium Development Goals has become questionable.  Per capita income dropped and 

economic growth has been well below the population growth rate. This poor performance resulted 

in a growth rate estimated at 0.9% over this period. 

 

The poverty rate rose from 69% in 2005 to 71.2% in 2012. The political crisis worsened 

Madagascar’s social indicators. Limited access to high-quality health resources increased maternal 

mortality rates. In parallel with the chronic problem of under-nutrition, the impact of the crisis is 

also reflected in the increase in acute malnutrition (increase of over 50% since 2012 in the south-

eastern, south-west, and central parts of the country). Similarly, in the education sector, primary 

enrolment has stagnated at 4.3 million pupils since 2009, despite a sustained population growth 

rate. Indeed, the deficit in terms of the number of children out of school as a result of the crisis is 

estimated at between 400 000 and 600 000. In addition, the number children dropping out before 

the last year of the primary cycle increased by approximately 255 000. 

  

The weakening of the rule of law, the growing insecurity, poor governance in the exploitation of 

natural resources (rosewood, gold and precious stones), limited progress in the anti-corruption 

effort and lack of transparency in public resource management are problems that the crisis has 

only compounded. The long-standing problems of governance in Madagascar have also worsened. 

 

On the budgetary front, the suspension of budget assistance compelled the authorities to 

implement an austerity policy. Thus, government spending on infrastructure and the social sector 

was slashed and budgetary arrears accumulated. Moreover, given the volatility of international oil 

prices, the Government adopted a pump-price subsidizing policy to prevent a surge in underlying 
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inflation. However, thanks to the implementation of prudent economic policies, macroeconomic 

stability was maintained. 

 

Over the period 2009-2013, a weak tax revenue performance was observed following the 

slowdown in economic activity. The tax burden rate dropped from 13% of GDP in 2009 to 10.5% 

of GDP in 2013. Despite the poor performance of domestic resources compounded by the lack of 

budgetary support due to the withdrawal of Technical and Financial Partners since end-2008, the 

Government has managed to maintain macroeconomic balance. The fiscal deficit has been 

contained at less than 2% of GDP since 2010. This result was achieved thanks to the 

implementation of an austerity policy and budgetary stringency characterized by spending cuts. In 

2013, total expenditures accounted for 13.8% of GDP, compared to 15.3% of GDP in 2009. 

 

During the crisis, public and private investment plummeted, hovering around 16%, compared to 

35% in 2009. The suspension of external financing and the weak flow of foreign direct investment 

(FDI) were partly responsible for this decline in funding. FDI dropped sharply following the 

completion of major mining infrastructure.  

 

Short-Term Prospects 

 

In the wake of the 2013 presidential and legislative elections and the formation of a new 

Government, the return to constitutional order was achieved. Dialogue with technical and 

financial partners resumed and the Government is determined to start tackling the pressing 

economic and social challenges facing the country. 

 

In May 2014, the General State Policy (GSP)) defining the major guidelines of Government 

policy and strategy was presented to the National Assembly. The GSP, which is based on the 

vision known as “Madagascar: Modern and Prosperous Nation,” focuses on three priority areas: 

(i) Strengthening of governance; the rule of law and the establishment of a system of equitable 

justice; (ii) economic recovery, maintaining macroeconomic stability and restoring an attractive 

business climate; and (iii) expanding access to high-quality basic social services. 

 

The programme will prioritize the fight against poverty, including by improving the population's 

access to high-quality basic social services in areas such as education and health. In an effort to 

improve education, it is planned to: (i) reintegrate 500 000 out-of-school children and teenagers 

into the school system; (ii) implement a national literacy policy; (iii) improve the quality and 

effectiveness of education, as well as the match between training and employment; (iv) introduce 

free primary education in public schools; and (v) promote school enrolment in disadvantaged 

areas. 

 

Regarding the health sector; the Government's programme will include: (i) provision of high-

quality health services to ensure the survival of mother and child by intensifying the expanded 

immunisation programme; (ii) delivery of high-quality integrated services to inhabitants of remote 

areas; and (iii) steady supply of high-quality health inputs by level of care.  

 

The Government believes that economic recovery can be achieved by implementing the State’s 

General Policy. This commitment by the Government is supported by technical and financial 

partners as reflected in the gradual return of external financing. Through public-private 

partnership, the private sector is also supporting these economic recovery initiatives, all of which 

will help to achieve the short-term goals and to maintain the 2014 growth rate at 3%. 

 

For the rest of 2014, the secondary sector will remain the engine of economic growth with a rate 

of 8.6%. A strong momentum of 26.2% will be posted by extractive industries. Moreover, 

significant improvements are expected in other sectors such as energy (+5%), beverages (+4%), 

tobacco (+3%) and building materials (+3.3%). 
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For the primary sector, growth will stand at 1.5%. This situation will result from government 

measures to promote the development of the agricultural sector and control animal diseases. 

However, the persistence of locust invasions will allow only moderate growth in agriculture, at 

0.8%. The livestock and fisheries sector will grow by 2.8%, and forestry will decline by 1.0% if 

the logging-control efforts are maintained. 

 

Regarding the tertiary sector, a 2.5% growth rate is expected. The improvement in the economic 

climate will encourage banking (+5.3%), trade (+2.7%), freight transport (+3.4%) and 

construction (+3.1%). In addition, the dynamism of the tourism sector will scale up passenger 

transport to 2.6% and service delivery to businesses and households to 1.2%. 

 

Concerning external trade, the balance of trade deficit has undergone marked improvement since 

2010. In 2012, the balance (in SDR million) stood at -727.4, compared to -1 204.9 in 2008. This 

uptrend was due, in particular, to mineral exports. A deficit of SDR 471.7 million is expected by 

the end of the year. 

 

The foreign exchange policy is designed to safeguard the stability of the external value of the local 

currency and the overall competitiveness of the economy. The free market policy will be pursued 

as part of the mechanism for the steady rebuilding of foreign exchange reserve. 

 

The monetary policy will focus on matching the currency in circulation with the real needs of the 

economy so as to support productive activities in a setting where price increase rates will be 

gradually reduced. Thanks to the implementation of a prudent monetary policy, the inflation rate 

has always been kept below the 10% mark. The Central Bank has always endeavoured to ensure 

price stability by focusing monetary policy on matching money supply with the real needs of the 

economy. Based on this policy, inflation in terms of the consumer price index (CPI) will be 

contained at 7% by end-2014.  

 

A medium-term investment and debt management strategy will be developed to ensure that public 

and external borrowing is kept within limits that guarantee debt sustainability. To that end, 

external financing on concessional terms will be prioritized. The use of non-concessional external 

borrowing would be determined by the magnitude of the socioeconomic spinoffs and the 

significance of the project. In the case of domestic borrowing, new securities will be placed on the 

domestic market this year (2014), and efforts will focus on the development of the domestic 

market in the coming years. 

 

In the medium term, the macroeconomic policy should boost the effectiveness of sector-based 

measures and actions. It should aim at improving predictability by providing economic operators 

with a stable framework for their activities.  

 

Key Reforms Initiated and Prospects  

 

The Government will continue reforms to enhance the performance of tax and customs 

administration with a view to establishing an effective and fair tax system, improving and 

securing tax revenue. Fiscal policy will focus on increasing revenue and ensuring the optimal 

allocation of resources according to pre-established priorities, as well as on deficit control. In the 

short term, the focus will be on increasing tax collection and correcting the malfunctions 

responsible for distortions and imbalance.  

 

Further intensification of domestic resource mobilisation is expected to raise the tax burden to 

11.6% in 2014. Efforts will focus on broadening the tax base by taxing informal sector activities, 

intensifying the control and audit system, and increasing the staff and equipment of tax services. 

To this end, a priority action plan for increasing domestic revenue will be developed and 

implemented. With regard to customs revenue, a business operations monitoring and coordination 

centre will be set up.  
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To optimize the quality of public expenditure allocation, the Supplementary Finance Law for 2014 

raised spending on infrastructure and essential services, while prioritizing expenditures related to 

education (+5.5%), health (+22%) and nutrition, compared to the allocations of the Initial Finance 

Law for 2014. Furthermore, to strengthen the improvement of public expenditure management, a 

plan for the phased elimination of fuel subsidies will be prepared in the near future. Prices at the 

pump should thus reflect changes in world prices and foreign exchange rates, which will lead to a 

substantial increase in consumer prices.  

 

Conscious of  the social implications of this increase in prices of petroleum products, the 

Government will introduce support measures, with the backing of technical and financial partners, 

to include: (i) targeted temporary subsidies for public urban transport; (ii) development of a "cash-

for-work" programme for rural areas; (iii) extension of the cash transfer pilot programme whereby 

payments are contingent upon children's school attendance; and (iv) expansion of the school kit 

programme to a larger number of regions. Information campaigns on theses support measures 

have been planned.  

 

Support for the Promotion of Economic Recovery  

 

A pick-up in total investments is expected from this year. Thus, the investment rate is estimated at 

19.1% of GDP, with the private sector accounting for 14.5% and the public sector for 4.6%. 

Compared to the Initial Finance Law for 2014, public investment spending will experience an 

increase of 45.9% in the Supplementary Finance Law, representing 30% of the total budget.  

 

The priority thrusts of the public investment programme (PIP) will focus, among others, on: (i) 

promoting integration/reintegration into the school system, building new primary school 

classrooms and extending school kit supply to all public primary school (EPP) pupils; (ii) 

reopening a number of basic health centres (BHCs), strengthening health facilities, procuring 

vaccines, and improving the quality of maternal and child health services; (iii) ensuring the revival 

of agricultural production, the maintenance and rehabilitation of irrigation infrastructure and 

networks, and increasing crop yields by providing farmers with improved seed varieties and 

fertilizers at affordable prices; (iv) rehabilitating and gradually building national roads and 

bridges; and (v) revitalizing the "energy" and "tourism" sectors.  

 

The Government is committed to preventing the accumulation of domestic arrears and clearing off 

existing stock of arrears as soon as possible. Given the amount of existing stock, an action plan 

with a timetable for repaying the arrears (VAT and receivables) will be drawn up. Meanwhile, an 

audit of arrears relating the extra-budgetary spending of previous years will be carried out and a 

corresponding clearance plan developed.  

 

As part of the long-term objective to ensure the recovery and the reform of the public finance 

management (PFM) system, the Government will step up efforts to increase the efficiency and 

transparency of public finance. To meet the identified priorities, the reform action plan will take 

into account the PEFA self-assessment recommendations prepared in 2013 and those of technical 

and financial partner appraisal missions. The budgeting process of the Draft Finance Law for 2015 

has already begun showing signs of transparency.  

 

The Government will also develop a plan for revitalizing the State-owned water and electricity 

supply company, JIRAMA. The short-term measures include reforming the management and 

operations, particularly to end water and power cuts. In the medium term, the Government plans 

to adopt measures to control fuel costs in terms of price and volume, and reduce the amount of 

electricity produced and not sold. It will also examine issues related to the pricing of electricity, 

increased operational efficiency and the guidelines on JIRAMA’s statutes to bring them in 

compliance with the provisions of the Law on Commercial Companies.  
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Needs for Technical and Financial Assistance in the Conduct of Reforms 

 

The implementation of all the measures envisaged in the framework of the General State Policy 

will enable the Government to revive economic activities in Madagascar in the coming years. 

However, given the limited resources, the Government is seeking financial support from the 

African Development Bank within the context the Emergency Economic Recovery Programme 

(PURE). 

 

Mechanism for Coordinating and Monitoring the Implementation of PURE-Supported 

Reform Policies  

 

The programme will be evaluated and monitored by the output and outcome indicators. The 

indicators are presented in the appraisal checklist, which outlines the key findings and 

recommendations of the mission. Output indicators are used to monitor the achievements of the 

reforms to be implemented to ensure better recovery of the economy, while outcome indicators 

relate to quantitative criteria and will be the benchmarks for 2014 and 2015. 

 

(Signed) Pr. Jean Razafindravonona 

Minister of Finance and Budget 
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MADAGASCAR – Emergency Economic Recovery Programme (PURE) 

Matrix of Programme Reforms 

Objectives 2014 Measures  2015 Measures  Output Indicators  
Outcome 

Indicators  

Component I – Strengthen Budgetary Management  

Intensify public 

resource 

mobilisation  

Implementation of a priority action 

plan for increasing domestic revenue  

 - Priority Action Plan for 2014 

 October 2014 
- Priority Action Plan 

implementation monitoring  

report  April 2015 

Ratio of 

domestic 

revenue to GDP 

Baseline  

9.3% in 2013, 

Target 10.4% 

(2014), 11% 

(2015) 

 Develop and ensure the adoption by the 

Council of Ministers of  a tax system and tax 

administration reform strategy  

- Tax system and tax 

administration reform strategy 

 June 2015 

Establishment, by ministerial order, 

of a Centre for the Monitoring and 

Coordination of Customs 

Commercial Activities  

 - Decree establishing the 

centre, defining its terms of 

reference and structure  

November 2014 

Improve the 

quality of public 

expenditures  

Develop and ensure adoption by the 

Council of Ministers of a plan for the 

phased elimination of fuel subsidies 

[over a 12-month period  - July 2014 

–July 2015] 

 - Plan for phased elimination of 

fuel  subsidies  October 

2014: Subsidies dropped to 

MGA 108 billion in 2014 

CPIA indicator 

15: 

Strengthening of 

human resources 

(Baseline  2.3 

in 2013, Target 

 2.7 in 2014 

and 3 in 2015) 

Increase the resources allocated to 

the education and health sectors in 

the Supplementary Finance Law 

(SFL) for 2014 by at least 30% and 

80% respectively, compared to the 

allocation in the Initial Finance Law 

(IFL) for 2014 (or about 22.4% and 

10.8% of the SFL 2014 allocation for  

education and health, respectively) 

 - The social expenditure on 

education and health 

increased respectively by at 

least 30% and 80% in the SFL 

2014, compared to the IFL 

2014 allocation (or about 

22.4% and 10.8% of the SFL 

2014 allocation for education 

and health, respectively)  

October 2014 

 Increase the resources allocated to the 

education and health sectors in the 

Supplementary FL 2015 by at least 35% and 

85%, respectively, compared to the SFL 2014 

allocation  

- FL 2015: The allocation for 

education and health increase 

by 35% and 85%, 

respectively, compared to the 

SFL 2014 allocation 

February 2015 
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Objectives 2014 Measures  2015 Measures  Output Indicators  
Outcome 

Indicators  

 Operationalize the Budget and Finance 

Disciplinary Board (CDBF), in accordance 

with Law No. 2004-006 of 26 July 2004 - 

October 2004  

-  Follow-up to the transmitted 

control reports (Registrar's 

and Rapporteur's report) 

February 2015. 

Component II – Support Promotion of Economic Recovery  

Support public 

investment 

programmes 

Adoption by the Council of Ministers 

and transmission to Parliament of the 

SFL 2014 with an increase of at least 

40% of the budget allocations for the 

public investment programme, 

compared to the IFL 2014 allocations 

(or about 29% of the SFL 2014 

budget) 

 

  

- SFL 2014 increased by the 

budgetary allocations for 

productive public 

investments  October 

2014 
- Public investment 

programme  October 

2014 
Rate of public 

investment 

(%GDP) 

(Baseline  

2/4% in 2013, 

Target 6.1% 

in 2014, 6.1% in 

2015) 

 

 

 

- FL 2015  February 2015 

- Public investment 

programme  February 

2014 

Support the 

private sector  

Develop a plan, along with a 

timetable, for clearing domestic 

arrears (VAT and receivables)  

 - October 2014: A plan is 

developed and implemented 

from 2014, thus reducing 

domestic arrears by 1.5% of 

GDP (or about MGA 395.9 

billion) 

 Identify and audit arrears relating to the extra-

budgetary expenditure from previous years 

(the audit should be conducted by an 

independent auditor, for example, the Court of 

Auditors or the General State Inspectorate - 

IGE); 

- Audit reports available  

November 2015 
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ANNEX III 

NOTE ON RELATIONS WITH IMF 
 

IMF Executive Board Approves USD 47.1 Million Disbursement under the Rapid Credit 

Facility (RCF) for Madagascar 

 

Press Release No. 14/287°June 18, 2014 

The Executive Board of the International Monetary Fund (IMF) today approved emergency 

financial assistance under the Rapid Credit Facility (RCF) in the equivalent of SDR 30.55 

million (about USD 47.1 million) for Madagascar to enable the authorities meet their urgent 

balance of payment needs. 

 

The IMF financial assistance is in support of a set of economic and structural policies and 

measures the authorities plan to implement in order to restore macroeconomic stability, 

provide a favorable environment in support of inclusive growth and poverty reduction, and to 

strengthen the capacity of the Malagasy government. The Executive Board’s approval of the 

RCF disbursement will also enable the authorities to engage in discussions with development 

partners regarding further assistance. The Board’s approval enables the immediate 

disbursement of the full amount, which is equivalent to 25 percent of Madagascar’s quota in 

the IMF.  

 

After several years of reasonably strong economic growth, output contracted in 2009 and 

remained weak over several years, given a high level of political and economic uncertainty 

that impacted investment decisions. Over this period, Madagascar also experienced dwindling 

financial support from development partners and enduring fiscal deficits that became 

progressively more difficult to finance. Supported by large mining projects that are reaching 

commercial production, recovering rice production, and a less uncertain political environment, 

growth is projected to increase to 3 percent in 2014. 

 

The RCF provides immediate financial assistance with limited conditionality to low-income 

countries with an urgent balance of payments need. In this context, the economic policies of a 

member receiving RCF financing are expected to address the underlying balance of payments 

difficulties and support policy objectives including macroeconomic stability and poverty 

reduction. Financing under the RCF carries zero interest (until end 2014), has a grace period 

of 5.5 years, and a final maturity of 10 years. The Fund reviews the level of interest rates for 

all concessional facilities every two years.  

 

Following the Executive Board discussion on Madagascar, Mr. Min Zhu, Deputy Managing 

Director and Acting Chair, said: 

 

“Madagascar’s re-engagement with the Fund marks the end of a difficult period of economic 

disruption in which economic activity slowed, investment stagnated and social and 

governance indicators weakened. Last year’s elections, and subsequent widespread 

recognition of the new government by the international community, are helping to set the 

stage for a revival of the economy, but large balance of payments and fiscal gaps need to be 

filled in order not to jeopardize the economic recovery and to begin to address social needs.  

 

“With support under the Fund’s Rapid Credit Facility, the government intends to implement 

macroeconomic policies and structural reforms to correct macroeconomic imbalances, shore 

up growth and begin tackling high rates of poverty. Key challenges for fiscal policy in 2014 

include easing disorderly spending compression, increasing outlays on infrastructure and 
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essential government services, and developing a multi-year strategy to clear domestic 

budgetary arrears. Steps to boost fiscal revenue through improved tax and customs revenue 

administration and a broadened tax base, phased elimination of general fuel subsidies, and 

elimination of low-priority expenditures are key to creating room for more productive 

infrastructure and better targeted social spending. Exchange rate flexibility will be an 

important element in safeguarding and facilitating a steady rebuilding of foreign exchange 

reserves.  

 

“Revitalizing structural reforms is a priority for fostering sustained growth and lasting 

reductions in poverty, with key areas being: public finance management, domestic revenue 

mobilisation, and enhancing financial inclusion and deepening Governance improvements 

will require building stronger institutions, enabling a level playing field for the private sector, 

creating incentives that reinforce proper conduct, and providing adequate resources for the 

control and audit of public entities. 

 

“The Fund will continue to play a key role in facilitating international efforts in the provision 

of financial and technical assistance to support the government’s reform strategy.” 

 

IMF Mission and Madagascar Reach Agreement on Financial Assistance Under the 

Rapid Credit Facility 

 

Press Release No. 14/202 

 

May 6, 2014 

 

An International Monetary Fund (IMF) mission, headed by Mr. George Tsibouris, visited 

Antananarivo, Madagascar, from April 23 to May 6, 2014 and reached agreement with the 

Malagasy authorities on a program that could be supported by the IMF’s Rapid Credit Facility 

(RCF). Subject to IMF management approval, the staff-level agreement is expected to be 

submitted to the IMF Executive Board for its consideration in June 2014. Under the 

arrangement, Madagascar would be able to access up to SDR 30.55 million (about USD 47.4 

million). 

 

The mission met with His Excellency President Hery Rajaonarimampianina, Minister of 

Finance and Budget Jean Razafindravonona, Minister of Economy and Planning Herilanto 

Raveloharison, and Acting Governor of the Central Bank of Madagascar Vonimanitra 

Razafimbelo, as well as representatives of the private sector and civil society. 

At the end of the mission, Mr. Tsibouris issued the following statement: 

 

“The Malagasy authorities have been able to maintain macroeconomic and financial stability 

during a difficult period of economic disruption over the past five years. However, low 

economic growth has interrupted the trend of improving social indicators. As a result of weak 

tax revenue performance and declining support from Madagascar’s development partners, the 

government has compressed fiscal spending and accumulated domestic arrears. In addition, 

budgetary subsidies for fuel and energy more generally have become very costly and have 

been crowding out the room for other priority fiscal spending. Cuts in public infrastructure 

and social spending have been considerable. About 90 percent of the population now lives 

below USD 2 a day (adjusted for purchasing-power parity), making poverty a critical issue for 

Madagascar. 
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“The government’s immediate objective for 2014 is to create a solid foundation for faster 

growth and poverty reduction. In this context, it will be crucial to pursue policies that address 

pressing social and development needs while maintaining macroeconomic and financial 

stability. The International Monetary Fund stands ready to support the government’s goals. 

 

“Madagascar has urgent balance of payments and budgetary needs that, if not addressed, 

could result in further economic disruption. Accordingly, the Malagasy authorities and the 

mission agreed on a combination of measures aiming to: (i) improve tax and customs revenue 

collections; (ii) increase funding of priority public investment programs and social spending; 

(iii) stop the accumulation of new domestic arrears and clear existing arrears in a phased 

manner; and (iv) address the issue of fuel price subsidies over time, while identifying efficient 

mechanisms for supporting vulnerable groups. 

 

“There is also a need for a medium-term strategy to bring the Malagasy economy back on the 

path of sustainable and inclusive growth. In particular, reforms advancing governance and the 

rule of law, creating a level playing field for the private sector, and encouraging investment 

inflows are critical. The strategy should also maintain debt at a sustainable level and give 

priority to concessional sources of financing. In this context, the Fund stands ready to provide 

assistance in its core areas of expertise. 

 

“The mission takes this opportunity to thank the Malagasy authorities for their exemplary 

cooperation and the constructive discussions that took place.” 
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Annex IV 
Summary of Fiduciary Risk Appraisal and its Mitigation 

Objectives 
Initial 

Risk  
Reform Measures to be Implemented   

Residual 

Risk  

Time-

frame 

Budget High 

 Preparation of a medium-term strategy for modernizing the PFM 

system (COS/PREA) with the support of technical and financial 

partners. 

 Operationalization of Tax Centres in 2015 and development and 

adoption of a priority action plan for increasing tax revenue 

(DGI) 

 Strengthening of ex ante control and the service performed 

(DGCF) 

Substantial 
2014-

2015 

Financial  

Informatio

n & 

External 

Verificatio

n /Audit 

High 

 Establishment of internal audit and oversight functions at the 

Central Bank of Madagascar (BCM). 

 Establishment and implementation of an action plan for 

finalizing the 2008-2013 Budget Review Laws (MFB/CdC). 

 Establishment of a platform for coordination/consultation 

between key oversight bodies to increase the clarity of the 

interventions of the various oversight bodies. This would help to 

redefine certain missions and make the various missions 

complementary. 

 Effective establishment of the Budgetary and Financial 

Discipline Board (CDBF). 

 Communication of audit reports to the public in accordance with 

the Bank's information disclosure policy. 

Substantial 
2014-

2015 

Corruption High 

 Operationalization of the High Court of Justice. 

 Revision of the legal framework on corruption to ensure 

compliance with international standards for combating money 

laundering and terrorism financing. 

 Awareness raising and use of existing mechanisms at the Bank 

(audit review and penalty mechanisms) 

High 
2014-

2015 

Total Risk  Substantial  

 




