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Republic of Madagascar: Joint Bank-Fund Debt Sustainability Analysis 

Risk of external debt distress Moderate 

Overall risk of debt distress Moderate 

Granularity in the risk rating Some space to absorb shocks. 

Application of judgment No 

Macroeconomic projections This DSA update accounts for the expected severe economic 

impact of the COVID-19 pandemic—namely, a sizable decline in 

growth, tourism, and goods trade, with an accompanying increase 

in fiscal and current account deficits in 2020. Compared to the 

COVID-19 shock scenario included in the April 2020 expedited 

DSA, the baseline assumes a more persistent shock in 2020 and a 

partial rebound in 2021. In particular, relative to the prior baseline, 

2020 growth has been revised down by -2.6 ppts to -1.0 percent, 

with a decline in the domestic primary balance1 from -1.4 to -3.3 

percent of GDP. In addition, the current account deficit is expected 

to reach -3.6 percent of GDP vs. -2.5 percent of GDP in the prior 

baseline. Over the medium term, we project some fallout on 

exports as firm closures and supply chain disruptions result in more 

protracted negative effects on exports (especially textiles) and 

remain conservative with respect to tax revenue projections. 

Financing strategy For external financing, the share of external to total debt does not 

exceed the authorities’ upper limit of 85 percent and, while use of 

concessional loans is maximized in the near term, the portfolio of 

new external financing is expected to shift towards a more 

balanced distribution of concessional and non-concessional debt 

over the medium to long term. For domestic financing, short-term 

local currency treasury bills will remain the main source of 

financing over the long term. However, medium-term local 

currency bond issuance is expected to scale up over time, but from 

a low base (15 percent of locally issued debt). 

Realism tools flagged n/a 

Mechanical risk rating under 

the external DSA 

Moderate 

Mechanical risk rating under 

the public DSA 

Moderate 

_______________________________ 
1 Primary balance excl. foreign-financed investment and grants. Commitment basis. 
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Madagascar, classified as having a medium debt carrying capacity, is assessed at moderate risk of 
external debt distress with some space to absorb shocks and moderate risk of overall debt distress. 
This assessment is a change from Madagascar’s prior risk assessment of low risk of external debt 
distress and moderate risk of overall debt distress in the DSA that was published in March 2020 
(and subsequently confirmed in the April 2020 expedited DSA).21 In this assessment: 

• While the COVID-19 adjusted baseline does not breach any external public and 

publicly guaranteed (PPG) debt thresholds, under an export shock the debt service-to-

revenue ratio breaches the 18 percent threshold in 2026, rising to 21 percent. This 

corresponds to a peak in debt service to the IMF (with planned RCF and ECF 

repayments), projected to reach more than 4.5 percent of government revenue in 2026 

and 2027 before decreasing to 2 percent in 2029. The default settings are applied for 

the export shock, whose size and impact on growth broadly match the effect of the 

simultaneous global financial and domestic political crises in Madagascar in 2009, 

hence delivering the most severe stress scenario in this DSA. 

• The overall (external plus domestic) risk of debt distress remains moderate. Total 

public debt is below the benchmark under baseline, but a commodity price shock drives 

the present value of debt to GDP above the benchmark at the end of the projection 

period.322 Moreover, shocks could introduce liquidity problems, as the debt-service-to-

revenue ratio could exceed 70 percent over the long term under the growth shock.43 

• The current assessment also reflects the authorities’ participation in the Debt Service 

Suspension Initiative (DSSI), supported by the G-20 and Paris Club. The estimated 

amount of delayed bilateral official debt servicing is estimated to be less than 0.1 

percent of GDP and the authorities intend to adhere to the commitments associated with 

the DSSI. Finally, this assessment assumes debt relief to the IMF under the Catastrophe 

Containment window of the CCRT through April 2022 (subject to the availability of 

CCRT resources for the next 18 months). 

Despite the change in risk rating, the breaches of the threshold and benchmark occur fairly late in 

the forecast horizon and these assessments continue to support Madagascar’s plans to gradually 

scale up its borrowing over the medium term to meet its development and investment needs. 

Updates with respect to COVID-19’s economic impact (both domestically and externally) and 

 
2 Madagascar has a Composite Indicator score of 2.81. The DSA covers public and publicly guaranteed external and domestic debt,  

including State-owned Enterprises’ domestic debt and central bank external liabilities. The March 2020 DSA can be found in 

Country Report No. 20/61. An expedited DSA, with an unadjusted baseline and a customized COVID-19 shock, featured in the 

April 2020 Rapid Credit Facility (Country Report No. 20/100) and had the same assessment as the March 2020 DSA. This DSA 

uses 2019 as its projection year as end-2019 data are still considered preliminary; the next DSA will feature 2020 as the first 

projection year. 
32As in the prior DSA, for the commodity price shock we assume an illustrative fall in prices equivalent to 10 percent of commodity 

exports, with no mitigating effect on imports, alongside declines in real GDP growth and in fiscal revenue. The shock occurs in 

2020 and unwinds gradually by 2029. 
43The magnitude of the growth shock was adjusted upwards to match the size of the growth shock considered during the March 

2020 DSA. In addition to supporting the comparability of the two exercises, the high degree of downside risks warrants adopting 

a conservative approach to the stress tests. 

https://www.imf.org/en/Publications/CR/Issues/2020/02/28/Republic-of-Madagascar-2019-Article-IV-Consultation-and-Sixth-Review-Under-the-Extended-49188
https://www.imf.org/en/Publications/CR/Issues/2020/04/09/Republic-of-Madagascar-Request-for-Disbursement-under-the-Rapid-Credit-Facility-Press-49323


 

4 

policy response are rapidly evolving and risks are still tilted to the downside, including the 

heightened risk of the materialization of contingent liabilities, which could lead to a faster than 

expected deterioration in external and public debt indicators. However, distance to risk thresholds 

under current baseline projections suggests space to absorb additional shocks.  
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Table 1. Madagascar: External Debt Sustainability Framework, Baseline Scenario, 2016–2039 

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

(In percent of GDP; unless otherwise indicated) 
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Figure 1. Madagascar: Indicators of Public and Publicly Guaranteed External Debt Under 

Alternatives Scenarios, 2019–2029 
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Figure 2. Madagascar: Indicators of Public Debt Under Alternative Scenarios, 2019–2029 
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Table 3. Madagascar: Sensitivity Analysis for Key Indicators of Public and Publicly 

Guaranteed External Debt, 2019–2029 
(In percent) 
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Table 4. Madagascar: Sensitivity Analysis for Key Indicators of Public Debt,  

2019–2029 (In percent) 
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Figure 3. Madagascar: Drivers of Debt Dynamics – Baseline Scenario 
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Figure 4. Madagascar: Realism Tools 
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Figure 5. Madagascar: Qualification of the Moderate Category, 2019-2029 1/ 

 

 

 

 

 

 


