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THROUGH A NEW CONCEPT OF PAPER MANUFACTURING.

WE GET GREATER.

ECOLOGY CHALLENGE. A NEW STEP TO THE FUTURE.
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MADAGASCAR INVESTMENT CLIMATE.

From Marxism
to the market

Madagascar is marketing itself as a low-cost, duty-free manufacturing destination but
investors must approach the island with a realistic attitude.

HEN BUSINESSES consider pos-
sible overseas locations, Madag-
ascar is unlikely to be the first
name that leaps to mind. The
country is little known intermacionally and
what is remembered tends to be vague but nega-
tive recollections of the Mamast-leaning regime
that held sway tor much of the last two decades.

Yet this island nation of some 12m people
has been tinding its way hack to the market-
place since the mid-1980s. More recentdy 1t car-
nied out a successtul and peacetul transition to
democracy and today @ new govermment s
actively seeking intemational investors and
encouragng the growth ot tree enterprise.

In the short term Madagascar's main attrac-
tion to foreign companies 1s its abundant pool of
cheap and adaptable workers combined with
senerous taix holidavs and related beneties tor
those willing toaim their output at national pri-
ority targets such as expont production. Longer
term prospects are linked 16 reconstruction of
the country's intrastructures and revival ot
domestic markets. They  centre on
Madagascar's nich natural resources, including
development of the agn-toodstutts industnes,
mining and tounism.

BREAK WITH THE PAST

Henzo | Razatimahaleo, Madagascar's mimister
tor the promotion of industry and tounsm, 1~
proud ot his background s a successtul busy-
nessman who tumed o polities atter leaming
how the world really works, His munisery was
gven its present name o underline the break
with the central planning instincts of the past
and to show that the govemmient's role s to tos-
ter business development rather than o twll
bustness people what tode,

“The free zong legshation that was instially
put i place 1 1YRY encousages intemational
nvestors to use Madagascar as a base tor export
production,” Razatimahalen expluns,
" Authorsations have already been granted 1o
100 or so such enterprises and we expeet this
pohiey to lead 1o the creation o at least 130,000
wbs over the next three toive vears,” he adids.

“Inaddition to these spectal legal structures a
turther important aspect of government policy
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towards ivestment is to sumphify and improve
access to the tullest possible range of tinancing
techmiquss. We are keen o boost the local
development of procedures thataie well-known
to Western countries such as venture capital,
leasing,  and  mutual  tunds  vehicles ™
Razatimahaleo indicates.

Another project the government wants
Lwunch atan carly date s the creation ot a one-
stop intormation and advice service tor poten-
tal investors, “Our ulumate imis o make this
ottice play & truly  promouonal role for
Madagascar, espectally by encouraging private
sector mvestment i the  cconomy,”
Razatimahalco explains.

As a more modest hirst step, the government
recently issued a decree aimed at simphitying
regulatory procedures. Under current rules tor-
ein enterprises have o obtin permits from
several ditterent governmoent oftices betore they
canstartaperating. The new decree - which will
reguire tuether inter-mimistenial co-ordinaton
betore 1t can enter into torce provades for the
establishment of 4 sangle othce ("Guichet
Unigque™) at which all the selevant applications
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can be fodgad.

Foreymers who sre permanent resi-
dents in Madagascarare tree toimnvestin
local businesses without limitation. In
the case of non-resident torenm corpo-
rations. prior authonsation s roguired
trom the Minister of Finance, where
the proposed investment exceeds 200,
ot the total capttal ot the tocal business
concermned. Mozeover, because ot the
countrv’s acute lack ot toretgn cur-
reney. tight exchange restricuons sull
applv.

SPECIAL STATUS

However, most foreign investors opt
tor one of the top spectal status corpo-
rate structures now provided tor under
the countrv's recent investment regu-
lations. The tirst of these s known as
the “tree zone” or “tax-tree business”
regime Cregime de cone anche” or
“Entreprises  tranches™. It applies
solely to compantes that spectalise 1in
export prenduction, though both toreym
and local businesses canapplv.

The maior advantage gronted by this
status is a tax holidav on proties ranging
trom two to 13 vears. This s coupled
with a total exempuon trom impornt
and export taxes, plus trec access to tor-
cign currencies and an unbimited nght
to transter these abroad.

The sceond ovpe of spectal status
corporation 1~ set out in the Malagasw
Investment Code (Cade des
Investissements™ and 1t applies to
MAOr INVestnients I manutacturing
acuvites amed  essentiallv ot the
domasuc market. According to the pre-
cise nature of the investment, the code
allows tor partial or sotal tax exemp-
tons duning a tive-vear peniod together
with exempuons trom import duties
and the treedom o ranster dividends
and proties abroad.

4 CORPORATF

Doespite these mducements, Madag-
asGar is not a4 country tor the taint-
hearted or those seeking a prestige loca-
uon. “Evervbody recognises that the
industrial tabric ot our counury s virtu-
allv non-existent,” sad Prime Minister
Francisgue Ravonvy, when he presented
his govemment's programme o the
parfiamentin August.

As this poor but potentially prosper-
ous counery stngles w tind 1ts new
wav 10 a changed world, burcaucraue
retloxes inhented trom the recent past
can ~stll hitter the impatient business-
man’s pathwav toprotits,

One complaint repaatediv vorcad by
CXport companices lor mstinee i the
ditticulties and delavs expenienced in
potting thar goods through customs.
“These criticisms are Lot very kir
though,” clmms an othaal with the
tnance ministry. CWe are senously
under-statted, whilst otten tiee zone
exporters are not prepared o comply

LOCATION

witheven the mingmum checking pro-
cedures that we have to impose,” he
clinms.

By wav of contrast most torenm
investors  who  have  located 1o
Madiagascar sav thev have expenenced
no ditticulties in obtuining authonsa-
nons at the ouset. One example s
Francors Pemot, a French citizen who
recentiv set up a knitwear undertaking
called Trucomad near the capital
Antananarnvo,

“The procedure was very simpleand
quick, with the man part taking no
fonger than a tortmght.” Pemot imdi-
cates. “The t2ct that | have no local
partners and thae all my sharcholders
come from outside Madagascar ereated
noproblems atall,” he adds.

On the other hand Madagascar's
legal structures are sull not tully
adapted 10 the modern market ceon-
omv. For instance, the countrv sull
lacks an cttective svstem ot 1., stnal
property protection. However, a local
ottice has now been establishedand the
authonties are working on the issue
with UNexpents.

Foragn individuals and corporate
bodies are sull precluded trom owning
Land and real property in Madagascar,
Athough the situation s cased by leas-
ing regulations which allony tor fong
leases ot up o 30 vears,

Pobtcal  retorm has enabled
Madagascar to open up tor brisiness,
Abandoming the planned ceonomy and
intreducmg democraey ought to be the
corperstones  of - iure. prosperity.
However, the mtermm penod will e
tough as the government attempts to
halance the needs of ccononie restrue-
winag with consensuat demand. CL
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Papeteries de

Madagascar

Madagascar’s premier papermill is looking to increase its export potential.

OUNDED in 1963, the

Paoeteries de Madagascar

(Papmad) is the only paper-

mill operating in the Indian
Ocean. With an annual production of
9-10,000 tonnes, Papmad dominates
Madagascar's domestic market of
around 13,000 tonnes a year. Starting
from this strong local base, the com-
pany is now actively searching for
export opportunities.

Papmad’s productive plant is situ-
ated in the town of Ambohimam-
abola, some 7krm tothe east of thecap-
ital, Antananarivo. The company
predicts a total turnover of around
FMG20bn ($10.9m) this year, com-
pared with a figure of FMG17bn
($9.2m)in 1992.

Papmad produces a full range of
paper for the local market, covering
everything from the lowest priced
products to luxury papers. Major lines
include exercise books, envelopes,
continuous stationery, telex paper
and office writing pads. With a viewto
answering all the needs of the
Madagascar market, Papmad imports
the few lines of paper that it does not
produce itself, such as high-security
paper.

RECYCLING

Since 1991 the company has engaged
in the recycling of medium gquality
waste paper. This makes it possible for
Papmad to prociuce low cost exercise
books for consumers of modest
means selling at between FMB200
($0.10) and 400. This approach is also
positive in environmen‘al terms. in
addition, from next vyear the
Papeteries de Madagascar plans to
invest in the decontamination and
recycling of higher quality waste
paper. Corporate officials believe this
is particularly worthwhile since there
are potential supplies of around 3,000
tonnes in Reunion, 2,000 tonnes in
Mauritius and 1,000 tonnes in
Madagascar itself.

Originally the Papeteries de
Madagascar belonged to a US-based
corporation called Parson & Wetmor.
Following a buy-out at the beginning
of the decade, the company is now
100% owned by local investors
headed by the company’s chief execu-
tive, Patrick Rajaonary. In line with its
development plans Papmad is cur-
rently increasing its capital.

EXPORT POTENTIAL
Company managers believe that they
are now in a good position to attack a
number of export markets. Primary
targets in this respect will be the mar-
kets for packaging products devel-
oped from recycied paper. Papmad
claimsthatitis in a strong competitive
position in this sector with capacity to
produce 500to 600 tonnes a month.

Because of low production costs,
Papmad also selieves it has strong
export potentia! for some of its other
products such as exercise books
which can be sold for less than FFr1
each. The fact that the sector is one
that does not require a huge produc-
tion capacity in order to be profitable
also acts in the company’s favour,
executives believe. A further positive
factor is Papmad'’s continuing ability
to produce products that are still in
demand in markets such as Africa but
which are nvlonger produced by com-
panies in the most advanced coun-
tries. Stencil papers provide one
example. In addition, Papmad's
exporting potential is being inciden-
tally boosted by successive devalua-
tions of the Malagasy franc.

As part of its modernisation efforts
Papmad recently invested some
FMG200m with the assistance of
UNIDO in upgrading the company's
computer facilities. This exercise
placed particular emphasis on materi-
als purchasing procedures and inter-
nal administration.

At the same time, the company is
also carrying out research into the

CORPORATE

best ways of using raw materials in its
manufacturing processes and into
methods to optimise production and
improve quality. Work on silk finish
coloured writing paper provides one
example of this.

Papmad'’s productive plantinciudes
some 30,000 sq m of covered working
space and the company employs a
total of 900 staff. Particular emphasis
is placed on the provision of good
working conditions and related social
benefits foremployees. These include
medical cover and assistance for staff
and their families, whilst a new staff
canteen has recently been installed at
a cost of FMG200m. The minimum
salary paid by the company -
FMG90,000 a month - is around dou-
ble the legal minimum laid down by
Madagascan employment reguia-
tions.

CORPORATE CITIZEN
Moreover, as part of its corporate pro-
motional efforts Papmad plays an
active role in sponsoring cultural and
sports events throughout the region.
For instance, the company recently
staged a jazz cabaret event featuring a
local singer called Dama who is also 3
member of the national parliament.
Another example is Papmad'’s spon-
sorship of a major regional tennis
championship involving top players
from Kenya, southern Africa and the
Indian Oceanregion. 8
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BFV - National Bank for Trade
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HE BRANCH OFFICE network operated by the National Bank for Trade currently comprises 27 out-
lets. Eight of these are in the capital city, Antananarivo. The bank pursues its activities in all sectors of
the economy. BFV is present throughout the world by way of its close working relationships with 510
comrespondent banks. These include banks established in Mauritius, Reunion, the Seychelles and the
Comorp Islands.

The bank also supports the development of partnership arrangements between foreign and local investors par-
ticufarly in the context of tax exempt businesses (“entreprises franches").

BFV represents Visa Intemnational in Madagascar (cash advance service and merchants’ network).

We can also simplify your commercial operations and ensure the smooth-functioning of all your financial trans-
actions on foreign dealings.

With BFV, plan ahead with confidence.

Head office: ANTANINARENINA -~ ANTANANARIVO
14, Lalana Jeneraly Rabehevitra, BP 196
Tel; +261 20691 Fax: +261 34535 Telex: 22257-22264

Branchas ar Antalaha Antsrabe Antsiranana Andapa Farafangana Fenoanvo Atsinanana Fianarantsoa Mahajanga Manakara Mananjary Morondava
Nosy-Be Sa.rte-Mane Sanbava Tehary Tolagnaro Vohemar Thamasina Avenue da i'independance, Rue du Commerce. Basar - Ba
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. MADAGASCAR ECONOMIC OUTLOOK

Austere revival

Madagascar has embraced the free market but the economy needs to face the
challenge of debt and lack of investment.

Monetary
situsti

{in billions of
FMG)

ADAGASCAR’s recent political and

econumic reforms represent a com-

plete reversal of the policies origi-

nally practised by the preceding
regime. For this reason it is more than usually diffi-
cult to predict the future performance of the econ-
omy by projecting past trends into the future.

However, an analysis of altermative economic
strategies for Madagascar carried out by the World
Bank in mid-1993 underlines the cnitical sttuation
in which the country now finds itself.

It the new government’s programme to attzact
productive investments and to place public sector
finances on a sound tooting is pursued vigorously,
the country could over the next 10 years regain the
level of relative well-being that it enjoyed at the
beginning of the 1970s. But if the dominant trend of
the last 20 years continues unchecked, Madagascar
could inevitably slide into general poverty and ever
worsening underdevelopment, the study suggested.

The immediate situation of the cconomy is
vividly illustrated by the following figures. First,
according to the govermment's own calculations
there will be abalance of payments deficit of around
FMG560bn (S337m) at the end of 1993, This repre-
sents a 3% worsening by comparison with the pre-
vious year's shortfall.

At the same time official foreign currency
reserves represent little more than the value of one
week's dimports. Madagascar’s petroleum needs
account for around 25% of the import hill.

Morcover, by the sccond half of 1993, arrears on
extemal debt repayments had risen to some
FMG1,5307bn {$§773ml. This was equivalent to
twice the country’s total export camings for 1992, A
package of debt rescheduling measures and new
credit lines is expected to be concluded with the
World Bank and the IMF by carly 1994. Continuing
support from both these multilateral donor institu-
tions will be critical to Madagascar's prospects of

recovery over the next few years.

In addition Government current account expen-
diture for 1993 is likely to reach FMGR08bn, com-
pared to FMG638bn for the previous year. The bud-
get deficit, which at end 1992 stood at FMG3680n,
is set to nsc ta around FMG551bn by the end of
1993. This is eyguivalent to some 6.6% of
Madagascar’s Gross National Product (GNP

GNP in 1993 is likely to show a smallish
increase of 1.9% over 1992, Because of the rate of
increase in the total population this will not be
enough to prevent a further tall in per capita output.
Also, businesses in Madagascar are working at
between 135 and 40% below their optimum produc-
ton capacitics.

“Beyond the financial cnsis that afflicts our
country we are today suftering from a failure to
come to grips with financial management, deterio-
ration of productive infrastructures, and a loss of
motivation amongst our business people,” com-
mented the new prime minister, Francisque
Ravony, when he presented the government’s
action plan to the parliament in August. “This situ-
ation calls for an austerity programme, making a
clean break with the past,” he added.

According to the recent World Bank study the
most favourable economic scenario can be realised
only if the private sector is allowed to develop
dynamically and if exporr-oriented production also
grows rapidly. This in tum will require an invest-
ment rate - from toreign and domestic resources
combined - of at least 20% of GNP by the year 2000

“This rate of investment calls for financial sta-
bility, but in addition it also requires a national
investment capacity, from both government and
private sector sources,” the study asserts.

“Domestic investment - which apart from for-
cign aid 1s today negative - will thus need to
increase to around 12 or 13% by the end of the
decade.” CL

1892 1993
December December January  February March April May June
before after
consolidation consolidation
External holdings (net) -398.3 2743 2416 226.7 2520 2785 281.8 292.2
Oomestic credit 1.382.1 1,617.0 1,598.6 1,804.9 1,607.3 1,639.0 1,646.8 1.679.1
Net credit to government 4318 666.5 650.8 661.9 8711 695.8 891.1 7119
Credit to priv. sec. & businesses 950.5 950.5 947.7 943.0 9368.3 943.1 9555 967.2
Holdings = Undertakings 983.8 1.891.4 1,840.2 1,831.7 1,859.3 1.917.4 1,928.5 1971.2
Monetary sggregate 1,236.0 1,238.0 1,212.0 1,.221.7 1,245.4 1,274.2 1,293.0 1,330.1
Long-term ext. undartakings  2,336.3 278.5 276.5 273.2 2731 2728 272.4 2727
Miscellaneous (net) -2,588.6 3789 351.8 338.8 3408 370.7 383.0 3685
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MADAGASCAR INVESTMENT OPPORTUNITIES . . _

Closed shop opens

tainted doors

The Madagascan economy is finally open for business after years of mismanagement,
inefficiency and underexploitation which have created investment opportunities as well
as chronic problerns.

The isiand’s
agricultural
resources
need to be
better utilised.

8 CORPORATE

OURISM, agriculture, export production

and infrastructure are priority arcas for

investment. Asked at a meceting held in

Paris in September to identify the priority
sectors for foreign investments, Tovo Rabetsitonta,
Madagascar’s cconomy minister gave the following
answer. "Everything is a priority, but arcas such as
infrastructure, tourism, agriculture and export pro-
duction are especially important.”

The country’s agricultural resources are consid-
crably underexploited, with most activity bheing
concentrated on subsistence level farming,

Asaresult current production does not cover the
country’s food requirements, which have tohe met
in part by imports, For example, there is an annual
deficitof around 180,000 tonnes with regard to cere-
als and 13,000 tonnes for vegetable vils, By the y ar
2005, this deticit could be about 213,000 tonnes
annually for rice, 130,000 tonnes for wheat and
42,000 tonnes for vegetable oils,

Food sector export markets are poorly organised
and sull sutfering from a legacy of regulatory
restraints. Traditional exports in this scetor that
could be developed include vanilla, coffee, pepper,
cotton and groundnuts.

Scafonds already occupy a predominant position
in the toodstutfs export scctor, Abundant marine
resources exist around the country’s 5,000 km of
coasthines, and there is great potential for develop-
ing exports of species such as crab, cravfish, tna,
and scawceed,

LOCATION

Woad and wood products could also be prof-
itable. However, Madagascar faces a difficult prob-
lem of reconciling its need to expand commercial
exploitation with the longer term requirements of
protecting  the environment and managing the
country’s natural resources.

MANUFACTURING

Manufacturing industry still occupies a modest
place in the Madagascan cconomy representing
around 14% of GDP. Structured in the 1970s
around a drive towards import substitution, the
manufacturing scctor is now trying to adjust to the
new market conditions. Smaller companies in the
private sector have so far proved the most effective
in this respect, particularly with regard to export
production in the textiles and tootwear sectors.

Foud processing and textiles represent the major
part of Madagascar's manufacturing. Under the first
heading, sugar production, vegetable oils, canned
toods, cooked meats, milk, tapioca and tlour are the
most important. Though many textile manutacur-
cers import all their raw materials, the possibilities
for sctting up integrated production systems are
now increasing. Cotton is an important local prod-
uct, whilstothers including silk, sisal, raffia and jute
are being developed.

TOURISM

Tourism provides one of the biggest growth sectors
for Madagascar. The country benefits from a sub-
tropical climate, moderated by temperate influ-
ences, together with extensive coastal scenery and
exotic plants and animals. Many species are unigque
tothecountry. Tothis may be added the attractions
of local crafts and the importance traditionally
placed on welcoming visitors.

Tourism has grown dramatically but remains at
pitifully low levels. Forexample, between 1985 and
1990 the number of foreign visitors increased from
about 23,300 to nearly 33,000, “Studics we have had
carnied out show that we could be welcoming
235,000 visitors by the year 2000, says Henizo |
Razatimaheleo, minister for the promotion of
industry and tourism. “This implics a big cHortin
arcas such as hotel construction, infrastructures,
and making air passenger transport more competi-
tive,” he adds,




MADAGASCAR INVESTMENT OPPORTUNITIES

MINERALS

Madagascar is rich m mineral resources. Mining,
currently accounts for around 10% of export cam-
ings. Exploitable resources range trom industnal
mincrals such as chrumite, quartz, coal and iron te
precious and semi-precious stones including rubies,
sapphires and emeralds. Moreover QIT, a sub-
sidiary of RTZ, is investigating major mining possi-
bilities in the south of the country.

PRIVATISATION
It is still not clear how tar the state-owned busi-
nesses will provide  investmene opportunities.
Many arce in a disastrous tinancial condition, and
government is adopting a cautious approach to pri-
vatisation.

“This is a sensitive arca. No possibilities are
being excluded, but privatisation is not necessanly
an immediate prionty,” commented economy
minister Tovo Rabetsitonta in Paris in September.
“Meny public sector enterprises still have large
debts to reimburse and we cannoe simply abandon
them. Morcover at this point in the country’s devel -
opment, public scctor businesses have a role to play
in maderating price increases,” he added.

SOURCES

Against the above background the Government
intends creating a one-stop-shop information ser-
vice for potential investors, bringing togetherall the
ditterent sources of data on local markets and part-
nership opportunities. In the meantime it is often
difficult to obtain good yuality up-to-date informa-
tion. Possible sources include banks, business fed-
crations and chambers of commerce. Very few
firms specialise in business consultancy.

Banks used to be a state monopoly in
Madagascar, but private capital has been admitted
to the sector over the fast few years. Around half a
dozen main commercial banking institutions now
operate on the market. These often provide busi-
ness information as well as financing.

For example the BMOI and the BNI-Credit
Lyonnais arc able to exploit their links with the
intemational networks of the French-based BNDP
and Credit Lyonnais banks respectively. A more
specialised example is the UCB, which is attiliared
to parent banks in Mauritius and South Afiica.

The Govern- In addition the main Madagascan insurance

company, ARO, has created a venture capital com-

ment pany called Fiaro. “To dae we have taken a stake in

intep Is 33 ventures representing a total investment of some

. FMG3bn (S1.6bn},” indicates operations manager
creating @ prick W Razatindratito,

one-stop- A recent study drawn up by the Foreign

Investment Advisory Service [FIAS), attached tothe
World Bank, concluded that in 2 number of cases

information  potential foreign investors had been put off because
service for  10cal parties looked for to much profit without
A being prepared to take on an eguivalent degree of
potential risk. Officials also sometimes encouraged this
investors. approach, though attitudes should change as the

advantages of direct foreign investment became
more obvious, the authors believed. CL

BANQUE MALGACHE DE
L'OCEAN INDIEN

Place de I'indépendance. Antaninarenina
BP 25 BIS — 101 Antananarivo
Tel: +261 2 34609
Fax: +261 2 34610
Tix: 22381

CONSULTEZ SES SPECIALISTES
“Entreprise Franche-Zone Franche”

— Fi
BMOIjx=*d 1 N P!

BNP! - SFOM (BNP - Dresdner Bank -
8anque Bruxelles-Lombert)

The Tobacco Product Manufacturer in Madagascar
Professional Know How Sexving Quality.

Sitge Social B.P, 128 ANTSIRABE - TEL ; 482 41 « FAX : (19 261.4) 497 28 MADAGASCAR
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UALITY, COSTS and adaptability of
the labour force figure am...igst the tirst
questions inward investors “vill want to
ask about Madagascar. The country
offersa large, available pool of low-cost adept work-
ers who can be trained quickly and effectively.
However, there is a serious shortfall in adequately
qualificd technicians and middle managers. With
support from international organisations, the gov-
emment and professional bodies are now attacking
thisissue.

According to govemment figures, the total
workforce in 1990 was 5.389m. At the same time a
recent study by the World Bank points out that total
salaried employment in the non-agricuitural "for-
mal sector” represents just 2.7 % of the population.

Madagascar is a young country -vith more than
halfof the population under 20 years old. Combined
with an annual demographic growth rate of nearly
3%, the country’s pool of potential labour is con-
stantly increasing.

A World Bank subsidiary, the Foreign
Investment  Advisory Service (FIAS), recently
reviewed Madagascar’s investment outlook. It dis-
covered that the main motivation of potential
investors for choosing Madagascar was the hard-
working and abundant labour force.

COMPETITIVE

FIAS also noted that executive salaries were
extremely competitive, and standards of education
amongst the workforce were relatively  high.
According to the FIAS, investors were generally sat-
isficd with the performance of their workforces in
Madagascar and they generally considered labour
problems to be minimal.

“We found chat it was possible to trair our work-
force  remarkably quickly,” says Jean-Pierre
Maurus, an entreprencur and business develop-
ment consultant who runs two  “entreprises
franches” near Antananarivo. One of these - Janel
Facrory Malagascar - specialises in clothing, whilst
the other - Fleurus - manufactures watchstraps.
“We took people from the immediate surroundings
of our plant with no previous training and we were
able to bring them up to the standard we required in
about three months.”

Curiously, despite high levels of unemploy-
ment, many employers r:port that absentecism is a
problem, while some complain of high rates of pil-
fering by employces. There are also widely eredited
reports of some firms evading government regula-
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Untapped pool

Madagascar’s young and willing workforce is often reported as being the major draw
for investors. The Government and professional bodies are now attacking the crucial
issue of producing enough middle managers and skilled technicians.

tions on minimum wages and working conditions.

Madagascar has a detailed code of labour law and
related social security regulations. “In general
terms these rules are fair to all parties,” says Hanna
Grafin Keyserlingk, a business finance and invest-
ment advisor who runs a consultancy firm in
Antananarivo. “The law gives some protection to
the employee without penalising the employer.
Moreover, the minimum legal salary is very modest
and in practice there are few strikes - at least in the
private sector,” Keyserlingk adds.

The minimum legal salary is currently
FMG40,490 {$22) per month. Workers are entitled
to two and a half days paid leave a month, or 30 days
for a full year's service. Employers have topay intoa
medical insurance scheme at a rate of between 5
and 5.5% of staff salaries. In addition social security
charges come to 13% of salaries paid [8% in the agni-
cultural sector).

The normal maximum legal length of the work-
ing week is 40 hours (48 hours in the case of agricul-
tural jobs). Qvertime working is permitted up to a
maximum of 20 hours a week subject to the prior
authorisation of the labour inspectorate. A precise
scale of premium payments is laid down for over-
time working, nising from an additional 30% above
the basic rate for the first eight hours of overtime to
2 100% premium for work on a paid public holiday.

Contracts of employment can be terminated
only with advance notice. The period of notice
required depends on the employee’s length of ser-

Employment statistics

Active population 5,700,000
Informal and modern sectors 350,000
Government smployees 95,000
{except armed forces)

Merchant sector 100,000
Manufactunag 54,000
Unemployment rate 12t0 15%
Increase in active population

1980-1985 2.7%
19856-1990 2.9%
After 1990 3.2%
The incresse in the active urben populstion represents
sbout 26% of the growth in the workforce.
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vice with the tirm and his or her professional cate-
gory. For example, 10 days notice is required in the
case of an unskilled worker who has been with the
tirm for between one and three years, whereas a top
executive who has been with the firm for more than
five years is entitled to a tull six months notice.

Investors who set up businesses under the provi-
stons of the Investment Code or the Free Zone legis-
lation are subicct to the above regulations in the
same way as local firms. At the same ume there is
nolimitation on the number of expatriate managers
which can be brought in, though work permits and
residence papers are required. The first is issued by
the labour ministry and the second by the Ministry
of the Interior and the procedure should normally
take no longer than two weeks. Expatriate person-
nel can transter 60% of their net salaries abroad or
35% if they are accompanied by their families | 70%
and 30% respectively in the case of tax-exempt
businesses).

A number ot professional bodies in Madagascar
have set up training schemes for workers and/or
future managers. One example of this is an organi-
sation called Formaco which provides training for
textile workers. Another instance is a federation of
medium-sized private sector businesses  called
Fivmpama. “One of our main roles is to buteress the
bankability of our corporate members by providing
guarantees to the lending institutions ,” indicates
the federation’s president, Desire E Ralijaona. “We
also see it as an important part of our job to assist
traininy in arcas of practical importance such as

“We found
that it was
possible to
train our
workforce
remarkably
quickly,”
JEAN-PIERRE
MAURUS, AN
ENTREPRE-
NEUR AND
BUSINESS
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stock and treasury management and customer
hank refationshiaps,” he adds.

There are also several higher level business
schouls and management centres including the
“Centre de Formation Jes Cadres” and a private
institution called ISCAM. Inaddition, a public body
called INSCAE iInstitut National dJdes Sciences
compiables et de 'Administration d'Entreprises!
dispenses degree level business courses.

EDUCATION

More fundamentally the government s re-examin.
ing the national education system. A major prob-
lem is thae a lack of resources for pimary schools
has led to most of the funds being used w pay
teacher salaries at the expense of educational mate-
rial. According te a recent report by the World Bank,
secondary education fails to prepare students ade-
quately for work, and universities are overloaded
because there is an automatic rightof entrance to all
students who ¢ btain specific examination passes.

Against this background the govermnment is tak-
ing steps to improve technical training. Emplovers
are being consulied in the design of courses and
costs are being kept to a minimum by calling on the
services of private business schools and ron-gov-
emmental organisations. Partof this effort involves
an investment of $30m including assistance from
the International Development Agency and from
France in a programme called Breftec. This is
intended to encourage a new glonal approach to
vocational education. CL
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"MADAGASCAR DOING BUSINESS " -

Corporate law

By HANNA GRAFIN KEYSERLINGK, Director of Cabinet Hanna G. Keyserlingk, Legal,
Tax and Investment Consultant in Antananarivo.

N MADAGASCAR the law applicable to companices,
except for certain provisions, is French law pre-1960.
From this date, and especially under the Scecond
Republic, new kinds of company regulations were
issued, with Government partnership going up to 10G% for
“socialist enterprises” or nationalised companies. This ten-
dency has now been reversed with a programmuc of privatisa-
tion and the repeal of the “Socialist Enterprises Charter”.
As in French law, two main types of companices are noted:
partnerships and joint-stock companies, or hybrids of these.

PARTNERSHIPS
They are tounded on intuitu personac. The managers or
active partners have the capacity of traders. They are jointly
and indefinitely liable tor company debts. To our knowledge
this type of company has never been used by foreign
Investors.

JOINT-STOCK OR SHARE COMPANIES

The liability of all shareholders is limited to their contribu-
tion. The partners have rights represented by negotiable
shares. A Limited Company {SA! is the model for stock com-
panies. It exists in Madagascar in a classic form: Chairman,
Board of Directors, Annual General Meeting. The Germanic
form of SA, with Board of Directors and Supervisory Board, is
not applicable to Madagascar.

Characteristics of the SA:

¢ Constitution: the SA can be constiruted with or without
public issue. The Law of 1867 and its moditving clauses
which govern the limited companies in Madagascar lends
itself to the writing of modem memorandums and articles
of association, comparabie to those for French companies of
the same kind.

e Number of Partners: min. seven, no upper limit.

» Assets and Capital Asscts may he effected cither by cash
contribution or in kind. In the latter case, prior evaluation
by the asset assessor is required. Shares representing com-
pany capital may be registered or bearer, according to statu-
tory provisions and the nature of the assets. Since 1937
company capital must be at least 500,000FMG.

* Management: the SA is managed by a board of dircctors
consisting of three to 12 members. Board members are indi-
viduals or legal entitics; they must be sharcholders. The
maximum term on the board is six years, renewable. The
board members are subject to dismissal ad nutum. The
Chairman of the Board of Directors is lccted by the Board
members. He must be an individual entity. He assumes the
general management of the company. He may be assisted
by a general manager, who may or may not be aboard mem-
ber.

The board members incur civil and penal liabilities.

12 CORPORATE LOCATION

Examples of acts for which vou could be convicted under
penal liability are: distribution of tictitious dividends, tam-
pening with financial statements, abuse of company assets
andcredit, ere.

* General Mectings: every sharcholder may participate.

Extraordinary General Meetings (EGM! are called for
madifs ing the statutes:

- Conditions jon first convening): quorum 30%.: majority: 2/3
of sharcholders present or represented.

Annual General Meetings (AGM! handle matters other
than maodifying statutes (EGMI or general management
decisions which are the job of the board.

-Conditions (on first conveningl: quorum 23%.; majority:
straight majoriey of those voting,

- External auditor: legally required, by a local chartered audi-
tor.

COMPANY WITH LIMITED LIABILITY {SARL)
These are companies where the liability of partners is limited
to the sum of the assets. Inother respects, the individual part-
ners continue to play a role and are identitied. The company
shares are not negotiable.

Characteristics of the SARL:

o Number of Partners: minimum two, no upper limit, The
one person company with limited liabiliey (EURLY does not
exist in Madagascar. The partners can be individuals or legal
entities.

¢ Assets and Company Capital: see SA. However, assets in
kind do not require any prior evaluation by the assets asses-
sor. Shares representing company capital must be regis-
tered.

e Management: the SARL is managed by one or several man-
agers, partners or non-partners, named in the statutes or by
a separate act, with or without limitation of duration. The
managers must be individual entitics. Toward third parties,
the manager has complete power torepresent the company.
He is liable for mismanagement jsee liabilities for SA board
members!, He can only be dismissed tor legitimate reasons
fuponajudge’s summing upl.

eGeneral  Meetings:  cvery  partner  may  participate.
Regarding the scope of AGMs and EGMs, refer to the SAs.
Furthermore, an EGM must be called for admission of a
third party, cither for transter of company shares or for rais-
ing of capital.

- quorum and majority:

EGM - decided by two-way majority: majority of part-
ners counted by head who in turn represent 374 of the com-
pany capital;

AGM - absolute majority of existing shares on the tirst
convening, relative majority on the second.

¢ External auditor: nolegal requirements. CL
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Exports hold key

to wealth growth

Madagascar is rebuilding its industrial infrastructure to enable it to become a low-cost
base for EC, US and African markets.

The island
nation of
Madagascar is
looking to
boost over-

seas export
markets.

ROM [TS natural bhastion in the Indian
Qccan, the island nation of Madagascar
looks both cast and west to gamer the mar-
ket opportunitics of the future. Export-led
production is a priority il the country’s still weak
domestic markets are to grow stronger. Foreign
investorsare likely tofollow the same order of prior-
ities,

PRINCIPAL EXPORTS

Madagascar’s principal exports are in the agricul-
tural and extractive sectors. They include vanilla,
prawns, coffee, cloves, cotton fabrics, chromite and
graphite On the basis of 1991 figures, the chict
export destinations in order ot importance are:
France, US, Germany, Japan, the Commonwealth
of Independent States, Reunion, the UK, Mauritius,
Italy and Belgium/Luxemboury,

France also leads the list of countries trom which
Madagascar imports, It is followed by Germany,
Japan, Ttaly, the UK, China, Spain, the Netherlands
and Belgium/Luxembourg in that order.

In 1992 the total value of imports USS399m
exceeded that of exports - USS292m - by more than
0%,

t At this stage of the country’s development it
swould be unrealistic to expect exports to excead

imports. Indead, this would be an undestrable situa-
tion since at the moment we have a great need for
capital goods from the outside to reconstruct our
industrial hase and infrastructures,” explains an
official within the Ministry of the Economy. “In the
short run, our aim is to get along with as small a
deticit as possible in line with these requirements,”
he adds.

It this factor explains a large part of the detiot,
another clement appears to be the unreliabiliey of
some local suppliers. For example, foreign compa-
nies that have recently set up factories to manufac-
ture in Madagascar often comment that they have
to import parts and materials that could be pro-
duced locally because of problems in controlling
quality and ensuring respect for delivery schedules.

LECACY

The legicy of neardy 20 yvears of central government
control of production goes a long way towards
explaining these difficulties. As managerial tech-
nigues develop with exposure to the free market
principles and the yawning gaps in productive infra-
structure are repaired, a greater part of the country's
requirements in both capital and conaumer goods
should start to be manufactured locally.

With a total population of some 12.2m and a sur-
tace arca of 380,000 sq km, Madagascar - the world's
fourth largest island - has an average population
density of only 20 inhabitants per sq km. Its inhabi-
tants rank amongst the poorest in the world. GNP
per headis little more than USS200, and total GNP is
currently increasing at less than 1% a year. The pap-
ulation is growing at a rate of 2.8% annually and
according to govermment estimates it should
exceed 20m by the year 2015, By then more than halt
of this total will be concentrated in the main urban
arcas,

INTERNATIONAL LINKS

Madagascar is a member of the main intemational
organisations such as the IMF, the World Bank, the
UN and GATT. Because of its connections with
France, as a onc-time French colony, the country is
also a beneficiary of the Lome Conventions, These
were concluded by the EC countries in favour of
their former dependencies in Afnica, the Caribbean
and the Pacitic (the ACP states),

This means that most Malagasy products can
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enter the EC arca without bang subrct wocustoms  Migin exports 1992

duties. As a result of current US trade repulations,

exports of Malagasy textiles to Amernican markets Category Quantity VaIug_FOB
are not subict twany quotas. tonnes} (FMG millians)
In addition, Madligascar ts also a member of the Animal products 11,011 97.4198
Multilateral Investment Guaranuee Agency MIGA! Vegetable products 98,690 229.6145
set up by the World Rank i Washington DO, Fats and waxes 146 557.0
Accordingly many  foreign  investments  in Processed foods snd beverages 31,385 208238
Madagascar can benefit trom a puarantev granted by Tobacco & cigarettes a8 855.1
that agency. Mireral products 232,677 49.0133
Chemicais & para-chemicals 1.050 69129

REALIGNMENT Skins & furs 885 32266

More generally, as a result of the countny's progres- Wood & wood products 12.118 6.700.1
sive opening up to outside markets since the mid- Textiles 13,001 49,4820
to0s and the installation of a4 new govermment, Miscellaneous 14.715 35.200.8
Madagascar has been taking steps w realign ies tor- TOTAL 415,768 4998059

cign policy. The new approach acconds more with
the country's economic interests rather than with
outdated doctnnaire considerations. The recent
opening towards South Africa is one example of
this, whilst cfforts are also being made w impoove
relations with Morocco.

One panticularly delicate task tor the Malagasy
govemment will be to consolidate growing busi-
ness links with Taiwan without alicnating the
People’s Republic of China which is also a poten-
tially profitable customer. Because of this. the dea
of granting formal diplomatic recognition to the
Taiwan government, which seemed recentldy to be
on the cards, will prohably be dropped.

GROWTH
In the short term, a significant part of export growth
15 likely to result from foreign companices choosing
Madagascar as a base tor low cost production in sce-
tors such as textiles.

As can be seen from the tigures tor establishment
of special tax  tree businesses  (enterprises
tranches™), French companies have so far played a
leading role in this respect.

The neighbounng and much smallert Indian
Ocean 1sland of Maunnus also provides a turther
likely source tor additional de-localisation of pro-
ductive capacity to Madagascar. The Florea!l com-
pany alrcady provides one example of this. The
cconomy of Mauritius has boomed over recent

‘Entreprises Franches’ in Madagascar

According to a3 study carried out by the Antananarivo “Poste
d’Expansion Economique” (an official French trade promotion body),
80 “enterprises franches” were present in Madagascar in May 1993. Of
these, 69 were situated in and around Antananarivo, with the remaining
11 being divided between Tamatave, Majunga, Diego and Tulear.

Of these 80 businesses, 45 were controlied by French parties (24 res-
idents and 21 non-residents), mainly in co-operation with local partners.
A further 16 were majority owned by Madagascan entities. Tho remain-
der were divided between parties from Mauritius, Hong Kong, South
Africa, Singapore, Germany, Raly and Spain.

industrial sectors coverad were: clothing, knitwear and relsted activ-
el products and decorative arts {11%), small-scale indue-
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vears because of the establishment of free zone deg-
islation and other enticements to torcign busi-
nesses. As a result Maunuan wage levels have nisen
and capacity has become stretched.

In the longer term, Madagascar hopes o build up
a more autonomous exporting capability. The
rapidly growing markets of south-cast Asia as well
as Europe and North Amenca provide potenual tar-
ECTS.

Because of the country's patural resources,
tavourable chimate and agricultural traditions, the
agni-foodstufts business provides the most promis-
ing sector tor carly development in this respect.
Linked to prowected future improvements in com-
munications and liberalisation of air wrathe repula-
tions, tourism 1s also an obvious candidite tor gen-
crating foreign camings.

CONSUMER CRASH

Few toreign investors would consider this a good
moment to carve out an empire tor themselves in
Madagascar’s domestue market. Consumer spend-
ing power has crashed some 60% since the carly
19708, Despite this, a number of companies have
managed to wdentity profitable niches tor them-
sclves and thus to establish bases which they can
hope to exploit more exeensively when conditions
improve.

For instance a Malagasy group called Sipromad
was established in 1986 and 1t now operates in balt a
dozen sectors across the country. These range trom
the manutacture and distribution of houschold
cleaming products to real estate companics and a
recently developed travel arm. The group asenbes
1ts success toadynamic management approach, sy
mficant investment in computer resources, and a
financial policy based on short-term borrowing
aimed at achieving rapadly profitable resules,

A turther example s provided by Coralma, asub-
sidiary ot the French-based Bollore group. Bollore
negotated with the Malagasy government ae the
end of the 1980s to take over part o the local state-
controlled and aling tobacco business. Having suc-
cessfully turned around the local business, Coralma
is now looking to the still-growing African markets
tor exportopportunitics. CL
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Switching over
from the slow lane

international finance is being made available to help upgrade the island’s inadequate
telecommunications and transport systems.

ACKED BY intemational bodies such as
the World Bank, UNIDO and UNDP, the
government is taking steps to restore and
modemise the country’s infrastructure.
Scctors such as telecommunications and transport
are being accorded high priority. Moreover, to keep
costs to a minimum and optimise citiciency, the
private sector is being involved.

The success of these projects will form a vital ¢le-
ment in encouraging future foreign investment and
enabling companices to set up plants countrywide,
Cumrent inward investment is largely concentrated
in the capital and surrounding districts.

ROADS

In 1otal, Madagascar has around 23,000 km of roads,
though less than 3,300 km of these have bitumen
surfaces. The remainder are carth tracks, whicn
weather conditions can make unpassable  for
between three and six months of the year. In addi-
tion, much of the hard-surfaced road network is in
POOr repair.

An overall road plan - the cighth such proect to
be launched by Malagasy authonties - aims o
restore much of the existing ntrastructure and
improve links between major centres. The plan has
World Bank, EC and Swiss funding,

RALL

Thecountry also has twounconnected state-owned
railway networks. Much of the rolling stock s out-
dated and breakdowns are frequent. The total track
length of the two systems isa little over sio km. The
railway serves essenually to carry supplies and
goods to and from the central high plains region
around the capital and connects with important
agricultural and mining centres.

SEA
Six long-distance ports and 12 smaller feeder ports
hanile connections with Europe, Asia and the
Indian Occan region. In addition to this maritime
infrastructure, 2 330 km long canal, which is naviga-
ble all year round, links the two cast coast ports of
Toamasina and Manajary.

AR

Because of the rudimentary road conditions, air
transport plays an important role in internal com-
munications as well as intemationally. The domes-
tic network covers destinauons throughout the
country. In total, Madagascar has 37 acrodromes
inchuding three intemational airports. The facter
scrve Europe (France and Switzerland), the islands
of the Indian Ocean (Comoros, Reunion and
Mauritius! and cast Africa |Kenya, Zambia, Malawi
and Dithoutil. Recently, connections have heen
established with South Africa.

The domestic air sector 1s being hiberalised
whilst intermational flights are to be deregulated in
1994, Air transport is also an expensive way of s&i -
tying internal communications requirements. A
two-tier tanff structure exists under which nation-
als and long-term residents benefit from lower fares
than short-term visitors,

TRANSPORT PRIORITEES

A study commussioned by the transport ministry
identified several priontics for action in the trans-
port sector. These include the clanification of goods
cransport regulations and the liberalisation of trans.
port pricing practices plus the establishment of a
global strategy covering all transport modes and
networks. For example, the railway company
{RNCFMI has already been reorganised ingo tour
operational units, staff numbers are being reduced
and partof the rolling stock is being renewed.
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Madagascar has two state-owned mantme com-
panics - CMR and SMTM. Therr high prices are com-
ing under increasing downward pressun: as interna-
uonal competition increases. Accorhing to
transport. munistry studies, low prductivity in
cargo handling continues to be a problem i the
country’s scaports. Against this hackground. gov-
emment policy favours liberalisation ot access and
openingof the maritime sector toforeym capital.

ENERGY

Nonctheless, the mamn cites i Madagascar are
werved by automatie exchange tor both telephone
and tax connzctions on the one hand and telex inks
on the other. Intermational connections are pro-
vided via satcllite and teicphone hinks with over-
scls countnies are automatead.

LAUNCH
The yovernment 1 launching a mapr programme
aimed at modemising the entire telecommunica-
uons network. This pro-

Vhdng.bur baasts 3 _hugc wtgnnal in eneniy # Go t policy fa gamme will be accompa-
resources, parucularly in exploting hvdro-clectne nmicd by a hberalisation ot
power. [n addition the multinatonal company liberalisation of access and the repulaton tramework,
Shell has for some ume been carrving out opening of the maritime sector allowing tor private sector

exploratory works in Madagascaraimed at uncover-
ing, petroleum resources. However, the amount
found has fallen below expectations. The country
has an oil refinery inthe pore - Toamasina.

TELECOMMUNICATIONS
Madagascar’s state-run telecommunications sys-
tem is routinely identified by businesses as theirtop
prionty in terms of improving infrastructure. 'k
costs us three times as inuch to telephone from here
o our head office in Mauritius as it docs for them to
contact us,” remarks John Hargreaves, General
Manager ot Floreal Madagascar SA in Antznananvo.
Floreal is a major manufacturer and worldwide sup-
plicr of woollen sweaters. “Moreover, the serviee is
unreliable and it is often impossible to get through
toour head office 1n the aftemooens, ™ he adds.

to foreigr; capital. 7

partcipation. Tt will also
tnvolve major tinancing by
intemational agencics,
whose igreement is required before the plans canbe
tinalised.

According o Nv Hanina Andnamaniato, secre-
tary of state tor posts and telecoms tor the
Madagascar government, the liberahisauon will
allow foreymn companies aceess 1o the Malagasy
telecommunications sector. “We intend to grant
concessions to the private sector o run our
relecommunications systems on mutually aggeed-
upon terms. Businesses trom ditferent. countries
will he aliowad to compete tor the concessions. In
addition to France, there are operatons in countries
such as the US, lapan, the UK, South Korea and Spain
that we would like to talk with. CL
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