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Basic information about the country:

Beginning in the 17" century, the British and French empires competed for control of
Madagascar. In 1890, Madagascar formally became a French protectorate, and did not fully
gain its independence from France until 1960.

Today, of the 20 million Malagasy people, most live in rural areas, and derive the majority of
their income from farming, livestock breeding, or fishing. Farms, however, do not typically
receive the financing needed to yield enough crops to feed the Malagasy people. In response,
the government has explored solutions through loans, subsidies, etc. Additionally, the
government has undertaken microfinance initiatives to distribute small scale funds to rural
communities. >

Recently, politician and television station owner, Andry Rajoelina staged a coup to
overthrow Marc Ravalomanana as President of Madagascar. Because the transfer of power
occurred through force, the European Union has refused to recognize Rajoelina’s government.
Other organizations such as the African Union, and the United Nations have also voiced
concerns about Madagascar’s future under Rajoelina’s rule. >

Population: 20,042,552 (July 2008 est.)
Population Growth Rate: 3.005% (2008 est.)

GDP (purchasing power parity): $21.62 billion (2008 est.)
GDP (official exchange rate): $9.729 billion (2008 est.)
GDP - real growth rate: 7% (2008 est.)
GDP - per capita (PPP): $1,100 (2008 est.)

GDP - composition by sector: Agriculture: 26%
industry: 15.9%

services: 58.1% (2008 est.) |

Most important industries: meat processing, seafood, soap, breweries, tanneries, sugar,
textiles, glassware, cement, automobile assembly plant, paper, petroleum, tourism. Agriculture
employs 80% of the population

! http://en.wikipedia.org/wiki/History of Madagascar

2 Case Study on Microfinance Institutions in Madagascar:
http://www.imf.org/external/np/seminars/eng/2008/afrfin/pdf/Andrianasolo.pdf

3 http://en.wikipedia.org/wiki/Madagascar#Politics




Macro data such as inflation, unemployment

Inflation rate (consumer prices): 9.2% (2008 est.)
Labor force: 7.3 million (2000)

Population below poverty line: 50% (2004 est.)
Household income or consumption by lowest 10%: 1.9%

percentage share: highest 10%: 36.6% (2001)

Distribution of family income - Gini index: 47.5 (2001)

Banking system

There are eight commercial banks operating in the country, with the four largest banks (89%
market share), each controlling more than 15% of the market.* Some of the largest banks are:>
Bank of Africa-Madagascar®
BOA-MADAGASCAR was established on 18 November 1999 during the takeover by
the BANK OF AFRICA Group of the business of the former National Bank BTM.
The Bank has 55 outlets throughout the territory

The capital of the BOA-MADAGASCAR is owned by:
The company AFRICAN FINANCIAL
HOLDING Indian Ocean (AFH-10) 38.86%
The local private shareholders 26.47%
The Company Financigrave; re
Internationale (SFI) 12.78%
The Dutch Society for Development (FMO) 10.08%
The Malagasy State 10.00%
Other shareholders (minority 1.81%
shareholders)

* African Development Bank: http://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/24108396-
EN-MADAGASCAR.PDF

> http://www.mapsofworld.com/madagascar/economy-and-business/banks.html

® Bank of Africa-Madagascar (www.boa.mg)




The year 2007 was exceptional for the BOA-MADAGASCAR. The efforts undertaken under the
three-year Development Plan 2007-2009 have already borne fruit, among others:

- Certification with ISO 9001: 2000 in the treatment of international transactions,

- The real-time connection of all 55 agencies of the BOA

- The proliferation of ATMs, which now number 39

BFV-Societe Generale
40 locations’
BNI-Crédit Lyonnais Madagascar
Bank SBM (State Bank of Mauritius) Madagascar

Foreign versus domestic ownership®
The Malagasy government encourages public foreign investment.

Privatizations: partial versus full’

Before Madagascar gained independence from France in 1960, private investment was almost
entirely French. In the 1970’s the government instituted socialist policies that restricted
imports, price and foreign exchange, resulting in a marked decrease of private foreign
investment and, eventually economic decline. In 1994, however, the IMF, World Bank and
donating states intervened, applying pressure on the Malagasy government to liberalize its
economic policy. As a result, in 1997, the government planned to privatize 45 state enterprises
by the end of the year, although only two were successfully privatized.

Interest spread (lending rate minus deposit rate)™
33%: =45% - 12%

Bank credit to the private sector™
Claims on the Private Sector: 1,796.36 billion Ariary as of December 2008

Bank credit to the public sector™
Claims on the Public Sector: 359.97 billion Ariary as of December 2008

Deposit insurance: partial versus full
As of 2006, no deposit insurance system existed in Madagascar. However, Malagasy authorities
were, and presumably still are, in discussions about the introduction of such a system. 13

" http://www.bfvsg.mg/
¢ http://www.nationsencyclopedia.com/Africa/Madagascar-FOREIGN-INVESTMENT.html
® http://www.nationsencyclopedia.com/Africa/Madagascar-FOREIGN-INVESTMENT .html
12 IMF International Finance Statistics, Country Report, March 2009
Ibid
2 1hid
132006 International Monetary Fund’s Republic of Madagascar: Financial System Stability Assessment:
http://www.imf.org/external/pubs/ft/scr/2006/cr06305.pdf




Insurance companies and other financial institutions
Three insurance firms operate in the country. They are liquid and are supervised by the
Ministry of Finance and Economy.14

Central bank and its role in the economy:
The rate of the BCM is a reference rate for the formation of the base rate for banks.
Modification is a signal of tightening or 'flexibility in conducting monetary policy™

Floating rates: introduced in May of 1994. Previously, the exchange rate applied was that of
the fixed exchange rate until 1982, then adjusted on a discretionary basis by the BCM until May
1994.

Under Article 6 of Law No. 94-004 establishing its constitution, the Central Bank of
Madagascar (BCM) is responsible for ensuring the stability of the currency. In practice, the
BCM performs this mission for the stability of domestic prices and real effective exchange
rate (REER). These objectives can theoretically be controlled by targeted actions on the
money. Under the optical "assets"”, the money is defined as the sum of the net external
position of the banking system, net claims on the State and credit to the economy, while
in the optical "commitments" it represents the whole of the money held by foreign banks
(notes and coins) and their deposits with the banking system.

The REER is equivalent to the ratio "price expressed in domestic currency / price of our
major trading partners shown in currencies". The REER is the measure of the
competitiveness of our products for export. Thus, a decrease in the REER indicates an
improvement in the competitiveness of our products, and higher TCER amounts to a
deterioration in competitiveness.16

The Interbank Currency Market (MID): Introduced by Decree n ° 2004-731 du 27 /
07/2004, the MID continuously replaced the MID to the auction. The MID is a continuous
network of intermediaries linked by an electronic system. It is governed by the
Convention Place between intermediaries authorized participants, which sets the rules,
organization and operation of the MID. Transactions on the MID are in cash. The BCM
may intervene in the MID. Its operations are carried out to promote an orderly market."’

Data on the rates it sets and on the exchange rate

4 African Development Bank: http://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/24108396-
EN-MADAGASCAR.PDF

15« Monetary Policy of Central Bank of Madagascar.” Source: Central Bank of Madagascar, http://www.banque-
centrale.mg/index.php?id=m2_2

18 http://translate.google.com/translate?hl=en&sl=fr&u=http://www.banque-
centrale.mg/&ei=ITTWSePZL47rIQeioP3cDA&sa=X&oi=translate&resnum=1&ct=result&prev=/search%3Fq%3
Dcentral%2Bbank%2Bof%2Bmadagascar%26h1%3Den. Central Bank of Madagascar

17 Central Bank of Madagascar. See “Monetary Policy of Central Bank of Madagascar”




Ariary Exchange Rate, 2008 (Central Bank of Madagascar)

Euro EUR 2504,11
Dollar des Etats Unis (US A) usD 1708,37
Livre Sterling ( Royaume Uni ) GBP 3 156,79
Franc Suisse ( Suisse ) CHF 1578,89
Yen Japonais ( Japon ) JPY 16,61
Dollar Canadien ( Canada ) CAD 1 609,76
Couronne Danoise ( Danemark ) DKK 336,05
Couronne Norvégienne ( Norvege ) NOK 305,93
Couronne Suédoise ( Suede ) SEK 261,43
Franc Djiboutien ( Djibouti ) DJF 9,70
Droit de Tirages Spéciaux (FM |) XDR 2 698,13
Roupie Mauricienne ( Maurice ) MUR 60,32
Rand Sud Africain ( Afrique du Sud) ZAR 208,94
Dollar Australien ( Australie ) AUD 1 449,79
Dollar Hong Kong ( Hong Kong ) HKD 219,44
Dollar de Singapour ( Singapour ) SGD 1 206,74
Dollar Néo-Zélandais ( Nouvelle Zélande ) NZD 1216,57




Ariary Exchange Rate, 2009 (Central Bank of Madagascar) \

JAN FEV MAR
2 2 2
Euro EUR 525,81 510,61 523,16
Dollar des Etats Unis (US A) usD . L L
904,75 964,08 937,22
Livre Sterling ( Royaume Uni ) GBP 2 2 2
£y 784,20 830,42 749,24
. . 1 1 1
Franc Suisse ( Suisse ) CHF 692,31 684,74 675,64
Yen Japonais ( Japon ) JPY 21,07 21,27 19,82
Dollar Canadien ( Canada) CAD L L L
554,88 577,19 532,72
Couronne Danoise ( Danemark ) DKK 338,95 337,12 338,97
Couronne Norvégienne ( Norvege ) NOK 273,09 285,72 285,76
Couronne Suédoise ( Suede ) SEK 235,28 230,69 226,27
Franc Djiboutien ( Djibouti ) DJF 10,82 11,16 10,86
Droit de Tirages Spéciaux (FM ) XDR 2 2 2
s 883,27 921,19 867,62
Roupie Mauricienne ( Maurice ) MUR 58,85 58,71 56,98
Rand Sud Africain ( Afrique du Sud ) ZAR 192,04 196,12 194,39
Dollar Australien ( Australie ) AUD L L L
287,08 273,29 288,32
Dollar Hong Kong ( Hong Kong ) HKD 245,57 253,31 249,85
Dollar de Singapour ( Singapour ) SGD L . L
gap gap 277,69 294,06 265,41
Dollar Néo-Zélandais ( Nouvelle Zélande ) NzD L L L
049,28 010,68 029,50




Functions: unitary role of price stability; or price stability plus bank supervise18

it exercises the privilege of issuing banknotes and coins are legal tender on the territory of
Madagascar;

it is the bankers' bank;

it is the bank of the State;

it manages the national currency;

it guarantees the proper function of the banking and financial system;

ensures the proper functioning of the payments system;

provides the General Secretariat of the Commission for Supervision Bancaire et Financiere.

Independence and governance™

The Central Bank of Madagascar consists of two decision-making bodies: the Governor assisted
by a Director General and Board of Directors and a supervisory body: the Censors.

The structure is as follows:

Directorates central charge, each in its case, financial operations in the territory and abroad,
design and implementation of monetary policy, budget execution and management of human
resources , processing and reliability of information;

Fourteen located throughout the island and whose primary function is to supply regions in
monetary signs and collection of economic and financial information necessary for the conduct
of monetary policy;

And the General Secretariat of the Commission for Supervision Bancaire et Financiére (SG-
CSBF).

Government bond market

Per Central Bank of Madagascarzo:

Purchases of Treasury bills by the banks of BCM on the secondary market have the effect of
injecting liquidity, while its sales result in the reduction in liquidity. It should be stressed that
the BCM acquires treasury bills only on the secondary market, given that the State 's debt
directly to the BCM only by cash advances. The functioning of markets for treasury bills is

18 Central Bank of Madagascar, “Mission and Functions”
19 (i
Ibid

20 Central Bank of Madagascar, “Monetary Policy”



contained in a procedures manual treasury bill auctions. These markets, primary market only
since May 1997 and primary and secondary markets since November 1997, also contribute to a
better control over liquidity banks and, consequently, the money supply. Indeed, given the
centralization of operations in treasury bills is provided by the BCM, the subscriptions by banks
and purchases of traders on the primary market is reflected in a decrease in liquidity.
In June 2005, the Central Bank has revised its interventions in the money market, for better
regulation of the money.
The actions of the Central Bank in this market mainly include refinancing operations and the
collection of cash.

Two types of refinancing operations are planned:

- Refinancing operations at the initiative of the Central Bank: repos of treasury bills or other
negotiable debt securities by tender positive; outright purchase of such securities.
- Refinancing operations at the request of banks: repo securities for a period of 2 to 10 days;

special repo securities (24 hours).
The actions of the Central Bank to drain liquidity are:

- Either in the form of negative tender;
- Either in the form of outright sales of Treasury bills or other negotiable debt securities.

Outstanding Auction-Based Treasury Bills (BTA): 652.5 bn Ariary outstanding as of Q4 2008.

Ariary (in billions)

Total ‘ dont secteur non bancaire
Mar
Enco Enco .
z Sous Enco Sous ché Enco
Anne urs . urs .
Tom cri- urs Tom cri- seco urs
e au . . N au . . N
) bées ptio ala ) bées ptio n- ala
déb . déb . .
ns fin ns dair fin
ut ut
e
Annuelle
341, 660, 409, 128, 146, 114,
2002 7 252,3 7 3 6 60,4 § 9,1 g
1
409, 1 593, 114, 318, 172, 207,
2003 3 5516 735£; 6 5 404,3 5 3 5
1
593, 1 614, 207, 452, 256, 316,
2004 6 582.8 6035, 5 5 599,4 1 c 7
2005 614, 2 2 640, 316, 1 850, 415, 438,
2 214,7 240, 1 7 143,8 1 7 9




2006 6401, 3313 48 1: 7906 43853 085'5 7 47: 42 12, 5226,

790 2 2 814 522 1 . 216 486

2007 o 385 M3 4 6 as09 ¥ 9 o

9 4

2008 8112 442’; 281(13 65251 486(; 803,4 5096 91,2 2828,
Trimestrielle

ZO(I)Z 3417, 115,5 1145, 3407, 128é 35,1 18,7 17 1146

I 3407, 0,0 0,0 3407, 1 146 0,0 0,0 42 1098,

[ 3407' 0,0 0,0 3407' 1098’ 0,0 0,0 -0,2 1096'

v 0,0 136,8 5461, 409?: 109é 253 1281, 11,7 1145:

ZO(I)3 409?: 364,4 485(; 52953 1145, 775 79.2 232 1453:

" 5295 454.4 4911, 5665, 1453: 131,7 1366 32,9 18251

[ 5665' 428,5 431(; 5691' 1825' 115,3 43,0 68,4 1787'

v 5691, 304,3 3288, 5936, 1787, 79.8 60,4 482 2075:

ZO(I)4 593é 403,2 5023: 6928, 2075, 136,9 618 917 2241,

I 6928, 4445 445é 6942, 2241, 186,9 1407, 576 23551

" 6942, 346,8 2592, 606é 2355, 117,0 1027, 478 2696

v 6066, 388,4 3966 6142, 2696 1585 1465; 59.3 3167,

ZO(I)S 6142, 501,2 5685, 681é 3167, 2245 152é 147(; 3926

Il ‘ 681, 652,1 606, 636, 392, 350,0 245, 122, 410,

10




.6 8 3 6 o0 4 0

" 6365 505,1 4721, 6033, 4106 276,6 1806, 784 392;1

v 6033: 556,3 59253 6401, 3924'1 292,7 2717, 673 438§

20(|)6 6401, 613,3 718é 7454 4389, 3385 3066 103é 510(3

" 745, 1 984, 680, 510, 730 2 609, 102, 491,

4 049,2 0 2 0 ! 2 6 6

" 6802, 7525 8016 7287, 49 1é 469,5 3887, 92,8 5036,

" 7287, 916,2 9775', 790(3 503é 547,0 4438, 1222, 522é

20(|)7 7906 8245 9729, 9384 522é 462,9 4336, 1131, 606£,l

" 938‘; 638,2 52053 8211, 6064; 385,5 259‘; 47.9 5282,

" 8211, 396,9 3496 7732, 5282, 2616 2397, 26,4 5327,

v 7732, 529,9 5711, 814‘i 5327, 340,9 2647, 29,5 4866

20(|)8 8112 5350 4412, 7206, 4866 287.8 23 16 24,3 4535,

" 720é 4117 399é 7085; 4535', 2216 158é 38,3 4288,

Il 708!_; 248,6 2004 6603' 428é 160,5 51,3 13,9 3335'

v 6603: 247,6 2398' 6525; 3335' 133,5 68,1 14,7 2828'
Mensuelle

ZJ():s 8112 155,3 1688, 82753 486(; 74.9 65.4 10,2 4867,

FEV 8279, 193,9 173é 807é 4867, 1116 1029, 22 4802,

MAR 807, 185,8 98,6 720, 480, 101,3 62,7 11,9 453,

8 6 2 5

AVR 7206' 158,9 1594 721:[ 4535' 82,1 57,4 9,4 4382'

11




721, 164, 731, 438, 426,
MAI ;1539 ; . ;) 863 556 185 ;
N, BL g9g9 759 7081 400 5350 usel 104 B

5 5 0 8
wi| 7% g4l 672 %8O B g6l 182 64
5 3 8 8
aou,  B% 913 ggal 0 3BL g0 219 6p PP
3 2 8 9
sep| %% 679 esol U P 379 112 13 P2
2 3 9 5
660, 104, 642, 333, 298,
ocT ;1220 . i . 669 238 84 o
642, 638, 298, 278,
NOV s 709 672 i | 392 153 33 ;
pec, % 547 ess| % B 74 290 30 82
7 5 2 8
Rate of Return by Treasury Bill Auction:
| | Taux de rendement moyen
Année 4 12 24 52 Total
weeks| weeks  weeks — weeks
| Annuelle
| 2002 | 10,56 11,28| 12,29 0,00, 11,39
| 2003 | 10,86 11,88 12,98 13,75 12,08
| 2004 | 12,66| 12,27| 12,79| 13,19| 12,78
| 2005 | 1871 1855 19,000 19,45 18,84
| 2006 | 20,96 21,14 21,32| 22,64| 21,20
| 2007 | 1322 12,06) 12,44 1531 1328
| 2008 | 627 768 9,08 1034 880
| Trimestrielle
‘ 2002 t"m ‘ 5 50‘ 8,89‘ 9,04‘ o,oo‘ 8,19
. Trim.2 | 000 000 000 000 0,00
' Trim.3 | 000 000 000 000 0,00
. Trim.4 | 11,24) 1207, 1285 000 12,06

12




2003 trlm

‘ ‘ 11,56‘ 12,33 ‘ 13,43 ‘ 14,36 ‘ 12,64
. Trim.2 | 11,33] 1241 1325 14,00 12,84
. Trim.3 | 1063 11,53 12,64 13,55 11,53
. Trim.4 | 10,03) 1059 11,80 12,50 10,85
‘ 2004 t"m ‘ 10,04‘ 10,46‘ 11,40‘ 12,37‘ 11,03
. Trim.2 | 10,06) 10,44 11,18 12,04 11,02
. Trim.3 | 1322]  12,03| 12,07, 12,59 12,92
. Tim.4 | 1683 1657, 1686 17,26 16,90
‘ 2005 t"m ‘ 18,03‘ 17,89‘ 17,75‘ 18,27‘ 18,05
. Trim.2 | 1951 19,33 19,44 20,01 19,62
. Trim.3 | 19,28 1832 19,66 20,31 19,27
. Tim.4 | 18,16 1863 1891 19,38 1847
‘ 2006 t"m ‘ 19,53‘ 19,40‘ 19,87‘ 21,46‘ 19,80
. Trim.2 | 2227 2263 21,87 2420 22,51
. Trim.3 | 21,81 22,97| 2350 2421 22,19
. Trim.4 | 1971 20,49 20,55 21,43 20,09
‘ 2007 t"m ‘ 17,66‘ 18,40‘ 18,64‘ 19,94‘ 18,33
. Trim.2 | 11,26 11,79 1325 1521 12,52
. Trim.3 | 7,72] 860 867 860 823
. Trim.4 | 759 829 924 958 845
‘ 2008 t"m ‘ 6,96‘ 8,06‘ 9,14‘ 9,94‘ 8,58
. Trim.2 | 618 766 900 1035 897
. Tim.3 | 519 723 906 10,60 8,63
. Trim.4 | 461 695 9,11 1064 9,08
| Mensuelle

| 2008 JAN| 7,18  812| 925 981 847
| FEV | 679 804 907 972 851
| MAR | 669 800 9,15 1032 891
| AVR | 655 7083 910 1040 9,13

13



| MAI | 612 7,63 897 1044 891
| JUN | 568 7026 884 1012 877
| JuL | 542 725 9,05 1056 824
| AOU | 508 719 905 1057 878
| SEP | 480 725 908 1065 888
| ocT | 474 704 901 1059 9,09
| NOV | 452 674 90| 10,67 9,24
| DEC | 449 69 924 1071 890

RESULTS OF SUBMISSIONS BY TREASURY BILLS AUCTION
(Billions of Ariary)

03
Choose a date: I

L” April

L” 2009 l| Brow se

RESULTS: 03/04/09

Maturity ’ weeks welezks weZ:ks wesezks Total

' Bid Number | 4.00| 4.00| 13.00| 12.00| 33.00
| Tenders | 4.00| 4.00| 12.00| 12.00| 32.00
| Offers rejected | 0.00] 0.00] 1.00| 0.00] 1.00
| Non-competitive | 0.00 0.00| 0.00| 0.00| 0.00
' Pledged | 1.00| 10.00| 22.00 47.00| 80.00
| Competitive bids | 1.00| 10.00| 22.00| 47.00| 80.00
| Non-competitive | 0.00| 0.00| 0.00| 0.00| 0.00
| Assessable | 10.11] 10.89| 37.92| 70.89 129.81
| Competitive bids | 10.11| 10.89)| 37.92 70.89| 129.81
| Non-competitive | 0.00| 0.00| 0.00| 0.00| 0.00
' Amountawarded | 5.00| 10.00| 17.92| 70.89| 103.81
| Competitive bids | 5.00 10.00| 17.92| 70.89 103.81
' Non-competitive | 0.00| 0.00| 0.00| 0.00| 0.00

e | el el aE BE ssous
| Min/Maxrates | 3.50-| 6.00 - | 8.50 - | 9.40-|  3.50-12.50

14




- allowed (in%) | 5.00| 8.29| 9.30| 12.50|
Weighted average ‘

rate (in%) 4.97‘ 8.10‘ 8.85‘ 11.27‘ 10.24

Primary versus secondary
Secondary market: The volume of transactions executed in the secondary market was MGA
161.6 bn (2006). It is dominated by transactions made by brokers and non-bank institutions.

Methods of Primary Issuance
A Dutch Treasury Bill Auction system was set up in 1997. Since 2006, the Madagascan Treasury
now sets a maximum rate and indicates the total amount to be raised on the day of the auction
to the central bank. Offers made below the maximum rate are all satisfied at their initial bidding
rate. The central bank issues auction-based treasury bills (Bons du Trésor par Adjudication-BTA)
using four maturity buckets:
4-weeks, 12-weeks, 24-weeks, and 52-weeks. As of December 2006, the outstanding BTA
amount was
MGA 728.7 bn. Non-bank financial institutions are the largest investors in treasury bills,
followed by banks
(35%) and insurance firms (5%). Foreign investors can only purchase government securities
if they are
residents and hold a local currency bank account.”
Micro finance®:
The Malagasy government established the National Microfinance Strategy (SNMF) in 2004
as part of its initiative to alleviate poverty through microfinance. Additionally, under the
Ministry of Finance the government established the National Microfinance Coordination
Unit (CNMF) to develop policy on and promote microfinance.

Private equity and so forth

I&P Management

Euro 40 million under management?®®

The Funds managed by I&P Management makes equity investments in Mauritius, Madagascar
and the other countries of Indian Ocean region, in all sectors, which typically amount to
between €1 million and €5 million. Investments can be made at any phase of the development
of a project, i.e start-up, expansion or buy-out.

21 African Development Bank, http://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/24108396-
EN-MADAGASCAR.PDF

%2 Case Study on Microfinance Institutions in Madagascar:
http://www.imf.org/external/np/seminars/eng/2008/afrfin/pdf/Andrianasolo.pdf
Zttp://www.ip-mngt.com/default_en.aspx
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