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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

Madagascar is assessed at moderate risk of both external and overall debt distress, unchanged from the assessment
of the last DSA in June 2024.2 Under the baseline, no external public and publicly guaranteed (PPG) debt ratios breach
their thresholds and only a shock to exports pushes Madagascar’s present value of external-debt-to-export ratio above
the threshold. Likewise, the overall risk of debt distress continues to be assessed as “moderate”, since the overall
present value of debt-to-GDP ratio breaches its benchmark under a commaodity price shock (the latter being the most
extreme shock). The granularity assessment shows that the government continues to have some space to absorb
shocks. The public-debt-to-GDP ratio is projected to stabilize around 54 percent in the medium term. Following a spike
in short-term domestic public borrowing in 2024, the debt-service-to-revenue-and-grants ratio is projected to peak in
2025 and decline thereafter. The assessment assumes continued progress on reforms agreed to under the IMF
Extended Credit Facility (ECF) and Resilience and Sustainability Facility (RSF), as well as the World Bank Equitable
and Resilient Growth Development Policy Operation. Risks remain tilted to the downside, with potential delays in

JIRAMA'’s recovery and domestic revenue mobilization burdening public finances.

! Prepared by the IMF and the World Bank. This Debt Sustainability Analysis (DSA) follows the Guidance Note of the Join
Bank-Fund Debt Sustainability Framework for Low Income Countries, February 2018, the Guidance Note for Fund Staff on
the Treatment and Use of SDR Allocations, August 2021, and the Supplement to 2018 Guidance Note on Bank Fund Debt
Sustainability Framework for Low Income Countries, August 2024,

2 Madagascar’s debt-carrying capacity is assessed as “medium” as in the previous DSA with a composite index (CI) score of

2.82, which is based on the October 2024 WEO and the 2023 CPIA.
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PUBLIC DEBT COVERAGE

1. The DSA includes public and publicly guaranteed external and domestic debt. Public and
publicly guaranteed (PPG) debt comprises external and domestic debt in a fairly comprehensive manner,
including: central, state and local government debt; all external liabilities owed by the central bank; all
borrowing from the IMF; non-guaranteed domestic debts owed by state-owned enterprises (SOES) in cases
where the government has at least 50 percent of the shares (e.g., JIRAMA and Air Madagascar);® domestic
arrears;* external legacy arrears of about 1.3 percent of GDP (related to HIPC);5> and guarantees provided
by the central government (Text Table 1). The measure of debt is on a gross basis and the currency
criterion is used to distinguish between domestic and external debt.6 The authorities publish data on a
guarterly basis on both domestic and external debt. Reporting of debt statistics on public enterprises needs
to be strengthened further, particularly by: (i) requiring all public enterprises to submit timely financial
statements to the Ministry of Finance?; (ii) compiling public enterprises debt statistics and monitoring-
related risks; and (iii) publishing this information online in budget documents and fiscal risk statements.8

Text Table 1. Madagascar: Public Debt Coverage Under the Baseline Scenario

Subsectors of the public sector Sub-sectors covered
Central government X
State and local government X
Other elements in the general government
o/w: Social security fund

o/w: Extra budgetary funds (EBFs)

Guarantees (to other entities in the public and private sector, including to SOEs) X
Central bank (borrowed on behalf of the government) X
Non-guaranteed SOE debt X

3 Although the law allows it, public enterprises do not hold direct external non-guaranteed debt.

4 These arrears are mostly the result of delayed payments to suppliers of goods and services and delayed reimbursements
of VAT credits. They do not trigger an “in distress”-rating given their domestic nature and the absence of evidence that they
constitute “forced borrowing by the government” to avoid a default. End-2023 domestic arrears are now estimated at MGA
762 billion, at around 1.08 percent of GDP. Since the last DSA, there has been some repayment of domestic arrears.

5 The arrears to private external creditors (amounting to US$18.2 million at end 2024, less than 0.1 percent of GDP) do not
trigger an “in distress”-rating given their de minimis nature and as the restructuring with the majority of creditors has been
completed and the government is judged to be engaging in “good faith”; the arrears to official-bilateral creditors (Algeria and
Angola, for a total of 1.1 percent of GDP) do not trigger an “in distress”-rating as they are deemed away under the Fund’s
Lending into Official Arrears Policy. The authorities expect at least a partial clearing of arrears due to Angola, following an
agreement reached in the context of a state visit to Angola in August 2024.

6 Locally issued debt denominated in local currency held by non-residents and locally issued debt denominated in foreign
currency held by residents are insignificant, meaning that results would be similar if done on a residency basis.

7 According to article 3 of decree number 2018-689, public enterprises with the state as a majority shareholder are obliged to
publish their financial statements within 45 days of completion, either on their own website or that of the Ministry of Finance.
8 Under the Sustainable Development Finance Policy (SDFP) in FY2023 and over this and past ECF arrangements,
Madagascar has implemented reforms in the areas of debt transparency (by adopting a new framework for the evaluation
and management of fiscal risks, including those related to contingent liabilities), fiscal sustainability (by implementing
measures to improve tax arrears collection and adopting a decree governing the management of tax arrears), and debt
management (by limiting new external PPG debt to under US$ 800 million in present value ). Last year, Madagascar made
further progress by creating a Fiscal Risks Committee and a Credit Risk Analysis Committee in charge of assessing risks
related to guarantees and on-lending.
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2. A default contingent liability shock of 7 percent of GDP is simulated to account for potential
liabilities. This reflects the default setting for PPPs, financial markets, and possible additional SOE
liabilities (Text Table 3) and remains unchanged from the last DSA.

. The baseline reflects estimated end-2023 domestic debt for SOEs in which the government has a
majority stake at around 6.2 percent of GDP, which include 2.7 percent for JIRAMA.® As SOE
debt reporting may not be comprehensive, exposures to SOE’s contingent liability are set to the
default 2 percent of GDP.

. Exposures to PPPs are set to zero since estimates of the PPP-related capital stock fall below 3
percent of GDP, the threshold for the PPP shock to be activated. The stock related to the Ravinala
Airport is estimated at only 1.3 percent of GDP. More PPPs, notably in hydroelectric power
production (Volobe and Sahofika projects), are expected in future, and the potential vulnerabilities
associated with such PPPs could increase rapidly, at which point the PPP shock may be
triggered.10

. The default value of 5 percent is used for the financial markets stress test. As in the previous DSA,
most banks are financially solid with deposits exceeding loans and majority foreign shareholders.
Dollarization of deposits and credits is not pronounced, and banks’ foreign assets generally exceed
their foreign liabilities.

Text Table 2. Madagascar: Coverage of the Contingent Liabilities’ Stress Test

1 The country's coverage of public debt The central, state, and local governments, central bank, government-guaranteed debt, non-guaranteed SOE debt
Default Used for the analysis Reasons for deviations from the default settings
2 Other elements of the general government not captured in 1. 0 percent of GDP 0
3 SoE's debt (guaranteed and not guaranteed by the government) 1/ 2 percent of GDP 20
4 PPP 35 percent of PPP stock 0.00 PPP shock not applicable since PPP capital shock is less than 3 percent of GDP
5 Financial market (the default value of 5 percent of GDP is the minimum value) 5 percent of GDP 5
Total (2+3+4+5) (in percent of GDP) 70

1/ The default shock of 2% of GDP will be triggered for countries whose government-guaranteed debt is not fully captured under the country's public debt definition (1.). If it is already included in the government debt (1) and risks associated with SoE's
debt not guaranteed by the government is assessed to be negligible, a country team may reduce this to 0%.

BACKGROUND
RECENT DEBT DEVELOPMENTS

3. The PPG debt-to-GDP ratio is projected to fall from 52.7 percent at end-2023 to 51.4 percent
at end-2024. The debt stocks at end-2021, 2022, and 2023 have been revised down from the last DSA
due to a downward revision in JIRAMA’s domestic debt. At end-2023, 71.8 percent of Madagascar's PPG
debt is external, with 42.7 percent of debt in 2023 owed to multilateral sources including the World Bank,
African Development Bank, and IMF. The share of external debt out of total PPG debt has risen over time
and is projected to reach 72.8 percent at end-2024.

9 Following the receipt of new information, the consolidation of JIRAMA’s domestic debt to the government implies an end-
2023 ratio of SOE domestic debt (not owed to the government) to GDP that is substantially lower than in the last DSA.

10 The contracts relating to the Volobe and Sahofika hydroelectric projects have yet to be concluded and the amount of related
contingent liabilities for the state is still indeterminate.

3 >>> WORLD BANK GROUP



REPUBLIC OF MADAGASCAR | DEBT SUSTAINABILITY ANALYSIS

MACROECONOMIC ASSUMPTIONS

4. Growth and fiscal assumptions are broadly unchanged from the June 2024 DSA.! In the
absence of a strong economic rebound, the economic growth estimate for 2024 has been revised down
from 4.5 to 4.2 percent. Growth is expected to pick up in 2025, at 4.6 percent before converging to 5 percent
in the medium term (Text Table 4). As a result of GDP revisions, the primary deficit as a share of GDP has
been revised slightly downward for 2022 and 2023, compared to the last DSA. In addition, due to a
downward revision in capital expenditures, the primary deficit is projected at 2.6 percent of GDP for 2024,
down from 2.9 percent in the last DSA.

. Real GDP growth. Output is projected to grow by 4.2 percent in 2024 and gradually converge to
5 percent in 2028. These projections incorporate the expected impact of the ECF-supported
reforms as well as the implementation of the government’s reform agenda (PGE), including
measures aimed at raising agricultural productivity, liberalizing the telecommunication sector, and
improving the overall business environment, including in the mining sector. Reform measures
under the RSF, including the reform of the water code, the implementation of a national disaster
insurance and the climate-based selection and budgeting of public investment projects, are also
expected to support the convergence of growth towards its 5 percent potential in the medium term,
by bolstering the country’s resilience to climate shocks and catalyzing additional climate finance.
Growth in 2024 is estimated to have been driven by strong performance in the agriculture, tourism,
telecommunications and construction sectors.1? Yet, some growth headwinds emerged, including
the contraction in nickel and cobalt mining, as well as deteriorating electricity, water and road
infrastructure. Growth is expected to pick up in 2025, reflecting strong prospects for agriculture,
tourism, construction, transport and telecommunications, as well as a rebound in the mining
sector®3

. Inflation. Inflationary pressures have persisted since the last DSA, despite the tightening of
monetary policy. Headline and core inflation stood at 8.6 percent and 8.5 percent y/y in December
2024 up from 7.3 percent and 8 percent in March 2024, led by food and energy price inflation,
despite the strong rice harvest. In general, inflation appears to be supply driven, with growing local
production costs from deteriorating road and electricity infrastructure. Consequently, the projected
rise in the GDP deflator in 2024 has been revised up, from 6.9 percent in the last DSA to 7.6
percent. Nonetheless, as inflation is still expected to converge to 6 percent in the medium term,

11 INSTAT revised national accounts for 2021, 2022 and 2023. Real GDP growth is estimated at 4.7 percent in 2021, and 4.2
percent for 2022 and 2023, while the GDP deflator growth is estimated at 6.3 percent in 2021, 9.6 percent in 2022 and 7.5
percent in 2023.

12 A strong rice harvest boosted 2024 growth in the agriculture sector, partially compensating the damage caused by Cyclone
Gamane in the first quarter of the year. Tourism arrivals rose by 18.6 percent in 2024 compared to 2023, marking a steady
post-pandemic rebound. The liberalization of the telecommunications sector, leading to the entry of new players such as
Starlink, has been supporting growth in the telecommunications sector.

13 Medium-term growth prospects for the tourism, construction, and transport sectors are supported by the introduction of
new flight routes to Madagascar by Emirates airlines, codeshare agreements between Madagascar airlines and Air France
starting from 2025, and the expected rise in hotel construction in the country. Growth in the agricultural sector is expected to
be boosted by the authorities’ plans to raise agricultural productivity with the aim of achieving food self-sufficiency in the
medium-term. Mining sector growth is expected to pick up in the medium term with the acceleration of graphite production by
players including Nextsource and Tirupati Graphite, as well as the recovery of nickel production.
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projections for the GDP deflator remain little changed from the last DSA, at around 6.4 percent in
2027.

. Current account. Lower than expected prices of key export commodities, including vanilla and
nickel, as well as poor export performance in free zones textile industries, led to a widening of the
trade deficit to 8.7 percent of GDP in 2024. The estimated non-interest current account deficit in
2024 has therefore been revised upward to 4.2 percent of GDP. In line with the projected recovery
of exports in the medium term, the non-interest current account deficit is projected to narrow to 4.1
percent of GDP in 2027, unchanged from the last DSA.

. Primary deficit. Following a downward revision in capital expenditures, the estimated ratio of the
primary deficit to GDP in 2024 now stands at 2.6 percent, slightly lower than the last DSA.
Reflecting expected gains in revenue mobilization from measures such as streamlining of tax
expenditures and improved tax administration, the ratio of revenue to GDP is expected to rise in
the medium-term, as in the last DSA.

5. Baseline financing assumptions are mostly unchanged from the last DSA. Staff continue to
assume strong reliance on external financing at concessional rates, broadly reflecting the authorities’
Medium Term Debt Strategy (MTDS).14 Baseline financing assumptions also include financing from the
36-month ECF and RSF arrangements approved in June 2024. Deviating slightly from the MTDS, staff
assume greater reliance on domestic financing in the medium term, in line with a more conservative
assumption on available external financing on concessional terms and expected developments in the local
debt market, including the setting up of a single Central Securities Depository for public bonds in early
2025. Specifically, staff assume a local financing share of medium-term bonds of 30 percent from 2024-
2029, which rises to 32 percent in 2030-2034. Likewise, the share of long-term bonds is assumed to rise
from O percent in 2024-2029 to 3 percent in 2030-2034. In addition, projected interest rates on domestic
bonds in the short and medium term were revised slightly up from the last DSA.1%

14 The authorities’ new MTDS, attached to the 2025 budget law, is largely unchanged from the previous one. There are 4
main targets, including keeping (i) external public debt below 92 percent of overall public debt, (ii) the average maturity of
locally-issued debt above 1 year, (iii) the share of new external debt falling due within a year under 25 percent of the stock of
external debt, and (iii) the share of new domestic debt falling due within a year under 75 percent of the stock of domestic
debt. As before, the MTDS prioritizes a reliance on external concessional financing, with the authorities expecting external
concessional loans to make up 79.8 percent of all borrowing at end-2027 and for external semi-concessional loans to make
up 7.3 percent.

15 Realized interest rates on one-year domestic bonds and three-year domestic bonds stood at 11.7 percent and 13 percent
respectively in 2024. Staff then assume a gradual decline in nominal interest rates over medium and long term, following the
projected decline in inflation.
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Text Table 3. Madagascar: Breakdown of Total PPG Debt (2019-23)
2019 2020 2021 2022 2023
Amount (US $m)
Domestic debt, of which: 1,961 2,028 2,055 1,955 2,286
Securities inc. BTA, BTF, BTS' 772 790 752 668 968
Debt to the Central Bank 217 352 326 201 197
Arrears 42 22 77 179 167
SOE debt 911 848 889 901 949
Other 19 15 10 6 6
External debt, of which: 3,841 4,686 4,829 5,076 5,810
Multilateral 2459 2,739 2,956 3,043 3,461
Paris Club 219 282 315 344 415
Non-Paris Club 368 409 439 554 584
Commercial & Guaranteed 122 117 76 56 94
Debt borne by BFM on behalf of the government 547 966 856 897 1,074
Other 125 173 186 181 181
Total PPG debt 5802 6,713 6,883 7,031 8,096
Percent of GDP
Domestic debt, of which: 139 157 14.8 13.9 149
Securities inc. BTA, BTF, BTS 5.5 6.1 5.4 47 6.3
Debt to the Central Bank 1.5 2.7 2.3 14 13
Arrears 0.3 0.2 0.6 13 1.1
SOE debt 6.5 6.6 6.4 6.4 6.2
Other 0.1 0.1 0.1 0.0 0.0
External debt, of which: 27.3 36.3 34.8 36.1 37.8
Multilateral 17.5 212 213 216 225
Paris Club 1.6 2.2 23 24 2.7
Non-Paris Club 2.6 3.2 3.2 3.9 3.8
Commercial & Guaranteed 0.9 0.9 0.5 0.4 0.6
Debt borne by BFM on behalf of the government 3.9 7.5 6.2 6.4 7.0
Other 0.9 13 1.3 1.3 1.2
Total PPG debt 41.2 519 495 50.0 52.7
Percent of PPG debt
Domestic debt, of which: 33.8 30.2 29.9 27.8 28.2
Securities inc. BTA, BTF, BTS 13.3 11.8 109 9.5 120
Debt to the Central Bank 37 5.2 4.7 2.9 2.4
Arrears 0.7 0.3 1.1 2.5 2.1
SOE Debt 15.7 12.6 129 128 117
Other 0.3 0.2 0.1 0.1 0.1
External debt, of which: 66.2 69.8 70.1 72.2 71.8
Multilateral 424 408 430 433 427
Paris Club 3.8 42 4.6 49 5.1
Non-Paris Club 6.3 6.1 6.4 79 7.2
Commercial & Guaranteed 2.1 1.7 1.1 0.8 1.2
Debt borne by BFM on behalf of the government 9.4 14.4 124 128 133
Other 2.2 2.6 2.7 2.6 2.2
Total PPG debt 100.0 100.0 100.0 100.0 100.0
Sources: Malagasy authorities; and IMF staff estimates.
'BTA are Treasury bills with less than one year maturity.
BTF and BTS are Treasury bonds with maturity ranging over 1 year.

Text Table 4. Madagascar: Baseline Macroeconomic Assumptions for DSA

2022 2023 2024 2025 2026 2027
last DSA current  lastDSA  current  lastDSA  current lastDSA  curent lastDSA  current  last DSA
Real GDP growth (percent) 4.0 4.2 3.8 4.2 4.5 4.2 4.6 4.6 4.7 4.7 4.8
Inflation, GDP Deflator (percent) 6.9 9.6 8.7 75 6.9 7.6 7.6 7.2 6.8 6.8 6.3
Non-interest CA deficit (percent of GDP) 4.8 4.6 3.8 39 4.1 4.2 4.2 49 4.1 4.5 4.1
Primary deficit (percent of GDP) 5.0 49 3.6 35 29 2.6 29 29 31 3.0 29
Revenue and grants (percent of GDP) 10.9 10.8 136 13.7 129 13.6 118 121 125 125 132
Primary (noninterest) expenditure (percent of GDP) 15.9 15.7 17.2 17.2 15.8 16.2 14.8 14.9 15.6 155 16.1

current

2028-2042
lastDSA  current
5.0 5.0
4.8 5.0
4.0 3.8
3.2 3.4
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6. Realism tools suggest that our assumptions are in line with reasonable bounds. Across a
range of realism checks staff's underlying assumptions do not appear to raise any flags (Figure 4). The
projected fiscal path is not in the right tail of the historical distribution, while the estimated growth for 2024
is just slightly above the range of potential growth paths under various fiscal multipliers.

7. The outlook remains uncertain with risks tilted to the downside. The escalation of the conflict
in the Middle East, and the ongoing Russia’s invasion of Ukraine could disrupt trade and financial flows,
leading to spikes in key import commodity prices. In addition, persistent water and electricity shortages,
deteriorating infrastructure, and governance issues could weigh on growth and trigger social unrest.
Climate shocks, including cyclones and drought, could threaten food security and price stability. On the
upside, an accelerated pace of implementation of the reform agenda envisaged in the General State Policy
(PGE) would boost productivity and growth.

DRIVERS OF DEBT DYNAMICS

8. Over the medium term, Madagascar’s ratio of PPG debt-to-GDP is projected to remain
relatively stable at just under 55 percent. The PPG external debt-to-GDP is projected to increase to
43.7 percent in 2029, declining thereafter (Figure 3). As in the last DSA, projected primary deficits remain
the main factor driving public debt up. In contrast, favorable changes in real interest rates and real GDP
growth are expected to mitigate the rise in the debt-to-GDP ratio.

9. The projected average 5-year real growth over the medium term is close to that in the
previous DSA (Figure 4). Due to updated growth estimates from the authorities, both private and public
investment rates from 2021 to 2023 have been revised up from the previous DSA. As in the previous DSA,
public investment rates are projected to rise gradually over the medium term, reflecting the authorities’ plan
to increase infrastructure spending and raising budget exaction rates. Private investment is expected to
remain stable at just under 25 percent of GDP over the medium term.

COUNTRY CLASSIFICATION AND DETERMINATION OF STRESS TEST
SCENARIOS

10. Madagascar’s debt carrying capacity continues to be classified as medium, although its
composite indicator score remains near the cutoff for weak debt-carrying capacity. Based on the
calculation of the LIC-DSF’s composite indicator (reflecting the CPIA index, real growth rates, reserve
coverage, remittances, and world growth), Madagascar continues to be rated as having medium debt-
carrying capacity (Text Table 5). The CI score is at 2.82 and is estimated using the October 2024 WEO
and 2023 CPIA, rising slightly from the last DSA. Text Figure 1 summarizes the classification scheme and
displays the associated thresholds.
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Text Table 5. Madagascar: Calculation of Debt-Carrying Capacity

Calculation of the Cl Index

Components Coefficients (A) 10-year average Cl Score components Contribution of
values (B) (A*B) = (C) components
CPIA 0.385 3.240 1.25 44%)

Real growth rate (in percent) 2.719 3.524 0.10 3%
Import coverage of reserves (in percent) 4.052 45.714 1.85 66%
Import coverage of reserves”2 (in percent) -3.990 20.897 -0.83 -30%
Remittances (in percent) 2.022 2.842 0.06 2%

World economic growth (in percent) 13.520 2.967 0.40 14%

Cl Score 2.82 100%

Cl rating Medium
Note: 10-year average values are based on an average over 2019-2028.

11. Stress tests follow standardized settings and include tailored shocks for natural disasters
and commodity export prices as in the last DSA. Standard settings are applied for the contingent liability
stress tests, standardized stress tests and the one-off natural disaster shock. As in the last DSA, we include
a commodity shock stress test that is tailored to Madagascar’s reliance on commodity exports.1® We
continue to assume that residual financing is on less favorable terms than under the baseline.”

DEBT SUSTAINABILITY RESULTS
EXTERNAL DEBT SUSTAINABILITY

12. Under the baseline, external PPG debt remains well below the thresholds associated with
Madagascar’s medium debt-carrying capacity (Table 1, Figure 1). Following an upward revision of debt
stock, end-2023 external PPG debt is estimated at 38 percent of GDP, up from 36 percent in the last
DSA.18 |t is projected to rise to about 43 percent of GDP in 2034, unchanged from the last DSA. In PV
terms, external PPG debt is projected to rise from 15 percent of GDP end-2023 to about 22 percent of
GDP in 2034.

13. Despite the downward revision of export projections from the last DSA, none of the external
debt sustainability indicators breach their thresholds under the baseline (Figure 1). While the
baseline projections PV of external debt-to-exports ratio and the debt-service-to-exports ratios have risen
from the last DSA, these indicators do not breach their respective thresholds under the baseline, as in the
last DSA (Table 3; Figure 1).

16 Specifically, we assume a 10 percent fall in the price of commodity exports, with no mitigating effect on imports, alongside
a 1.55 percentage point decline in real GDP growth and a 2.32 percentage point fall in fiscal revenue as a share of GDP
(default values). The shock occurs in 2024 and gradually dissipates in 6 years (default value).

17 For external residual financing, the interest rate is assumed to be 46 percent higher than in the baseline scenario while
maturities are assumed to be 26 percent lower. For overall public debt stress tests, 65 percent of residual financing is
assumed to come from external sources, as in the last DSA.

18 Due delays in the replenishment of the US$ 251 million of the August 2021 IMF SDR allocation that had been mobilized in
2023, external debt stock at end-2023 has been revised up from the last DSA. The SDR allocation replenishment is expected
to take place in 2025.
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Text Figure 1. Madagascar: Composite Indicator Cut-off Values and Respective Debt Burden Thresholds &
Benchmarks

Debt Carrying Capacity and Thresholds

Country Madagascar

Country Code 674

Debt Carrying Capacity | Medium |

Classification
based on current Classification based on  Classification based on the

Final vintage the previous vintage two previous vintages
Medium Medium Medium Medium
2.82 2.81 2.74

Cut-off values

Weak Cl < 2.69
Medium 2.69 <Cl < 3.05
Strong Cl > 3.05

Reference: Thresholds by Classification

EXTERNAL debt burden thresholds Medium
PV of debt in % of
Exports
GDP

Debt service in % of

180
40

15
14 18 23

Exports

Revenue
TOTAL public debt benchmark
PV of total public debt in percent of GDP

14, Stress tests suggest that Madagascar is most vulnerable to export shocks (Table 3; Figure
1). Under the standard export shock, the PV of external debt-to-exports ratio breaches its threshold from
2026. Other stress tests do not lead to any breach of debt sustainability thresholds, as in the last DSA.

15. The granularity assessment suggests that Madagascar still has some space to absorb
shocks, unchanged from the last DSA (Figure 5). In the baseline scenario, all indicators except the debt
service-to-revenue ratio fall below the “some space” thresholds. This suggest that Madagascar has some
space to absorb shocks.

16. External private sector debt is not assessed to pose a significant threat to external
sustainability (Table 1). The risks associated with the levels of external private debt, which was recently
revised upward, appear contained. Around 80 percent of the private debt is associated with the mining
sector, whose income is in foreign currency (providing it with a natural hedge); most of its debt is medium-
to-long term; and a sizeable portion of its debt is with its affiliated headquarters or global groups. The
private external debt projection reflects the repayment of loans related to major mining projects. Private
external debt is projected to rapidly decline as the loans related to major mining projects are repaid, with
the external private debt-to-GDP ratio projected to fall from 24.9 percent in 2024 to 8 percent in 2034.
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TOTAL PUBLIC DEBT SUSTAINABILITY

17. Under the baseline, total public debt levels are projected to remain well below the
benchmark (Table 2; Figure 2). Total public debt at end-2023 is estimated at 52.7 percent, down from the
last DSA following the consolidation of JIRAMA'’s debt. Total public debt is projected to remain below 60
percent of GDP over the medium-term horizon. In PV terms, total public debt-to-GDP is expected to hover
around 30 and 31 percent over the medium term, still well below the benchmark of 55 percent for medium
debt carrying-capacity countries.

18. Stress tests suggest that total public debt is most vulnerable to commodity price shocks
(Figure 2; Table 4). Under a tailored commaodity price shock, the PV of total public debt-to-GDP is projected
to breach the 55 percent threshold, notably after 2032. Other stress tests applied do not lead to breaches
of debt sustainability thresholds.

DOMESTIC DEBT SUSTAINABILITY

19. While concessional external financing is prioritized, the authorities plan to develop the
nascent domestic debt market, implying a projected rise in net domestic debt issuance in the
medium term (Figure 6). Given the MTDS goal to manage refinancing risk, the authorities plan to
gradually reduce the share of short-term domestic bonds in favor of medium- and long-term bonds. Staff
therefore assume that the share of short-term domestic issuances gradually declines, from 70 percent in
2024 (close to the end-2023 value) to 59 percent in 2034. In addition, the domestic-debt-service-to-revenue
ratio is projected to decline over the medium term as domestic revenue mobilization improves.
Nonetheless, in keeping with the continued reliance on external financing, the domestic-debt-to-GDP ratio
is projected to decline over time, from 14.9 percent in 2023 to 9.7 percent in 2034.

CLIMATE CHANGE AND DEBT SUSTAINABILITY

20. Under the baseline scenario with climate change adaptation and mitigation measures, debt
is expected to remain sustainable in the long-term. The baseline scenario incorporates the expected
impact of reforms supported by the RSF, including the implementation of a national disaster risk insurance
and the selection and budgeting of public investment projects in line with Madagascar’s climate objectives
set in its Nationally Determined Contributions (NDC), a reform of the water code, a clearer institutional
framework on climate policies as well as expanding the protection of forests and biodiversity via the REDD+
mechanism. Since the RSF consists of these broad institutional and regulatory reforms, the value of
additional climate-related investments cannot be directly measured. Nonetheless, this baseline framework
assumes that, with the support of the RSF, growth in key sectors such as agriculture and tourism remain
resilient to climate change over time and that the long-term growth potential of 5 percent is reached.

21. However, unmitigated climate change would jeopardize debt sustainability in Madagascar
in the longer term (Figures 7 and 8). According to the recently published Country Climate and
Development Report (CCDR) of the World Bank, Madagascar’s real GDP loss under a pessimistic climate
scenario with no climate adaptation is projected to reach 6 percent by 2050.1° Apart from the direct impact

19 The pessimistic climate scenario refers to a hot and dry climate with large changes in precipitation and much higher
global temperatures. Real GDP losses are modelled based on nine impact channels, including labor productivity, crop
and livestock production, inland and coastal flooding, storm surges, cyclones, fisheries, and tourism.

10 >>> WORLD BANK GROUP



REPUBLIC OF MADAGASCAR | DEBT SUSTAINABILITY ANALYSIS

of lower growth on debt sustainability, government revenue is projected to decline in tandem with the fall
in GDP. In contrast, primary expenditures are assumed to remain unchanged. Together, the lower GDP
and higher primary deficit raise the risk that debt sustainability indicators breach their respective thresholds
particularly in the longer run. As shown in Figure 7, both the PV of debt-to-exports ratio and external debt
service-to-revenue ratio are projected to breach their respective thresholds in this alternative scenario after
2040. Likewise, from Figure 8, all PPG debt indicators are substantially higher than in the baseline,
especially in the longer term. As in the last DSA, a one-off natural disaster shock would lead to a rise in
several debt indicators (Tables 3 and 4), without implying any breach in sustainability thresholds.

RISK RATING AND VULNERABILITIES

22. Madagascar is assessed as being at moderate risk of external debt distress (unchanged
from the previous assessment conducted in June 2024). No thresholds are breached under the
baseline scenario. However, an exports shock leads to a breach of the PV of debt-to-exports threshold. A
granularity assessment suggests that Madagascar has some space to absorb shocks (Figure 5).

23. The overall assessment is that Madagascar is at moderate risk of overall debt distress
(unchanged from the previous assessment conducted in June 2024). While external and overall public
debt indicators do not breach their respective thresholds under the baseline, stress tests show that these
thresholds would be breached under an export shock and commodity price shock respectively. Moreover,
failure to adapt to climate change could endanger debt sustainability in the longer term.

24. Domestic debt sustainability indicators reflect the expected development of the domestic
debt market over the medium term. Both the domestic-debt-to-GDP ratio and the domestic-debt-service-
to-revenue-and-grants ratio are projected to decline over the medium term, despite the projected rise in
net domestic debt issuance.

25. Structural reforms and improvements in debt coverage statistics remain paramount,
especially in light of the Cl score, which is near the weak debt-carrying capacity threshold. Staff
continue to recommend improvements in transparency, coverage of contingent liabilities and external
private sector debt, public financial management, and accountability of public sector institutions. Improving
domestic revenue mobilization is key to create fiscal space, build buffers, and preserve Madagascar’s debt
sustainability. Improving the identification and mitigation of fiscal risks, notably relating to SOEs, PPPs,
and pensions remains important for debt sustainability. More broadly, the development of a credible
medium-term fiscal framework, consistent with a sustainable public debt anchor, could help guide annual
budget preparation and public financial management.

AUTHORITIES’ VIEWS

26. The authorities agree with the assessment that Madagascar remains at moderate risk of
debt distress. This rating coincides with the results of their analysis and MTDS. Their latest MTDS,
elaborated in the 2025 budget law, maintains an emphasis on concessional and semi-concessional
external financing to keep borrowing costs low. As before, the authorities aim to maintain debt sustainability
by managing exchange rate risks, refinancing risks and interest rate risks. They also aim to develop the
domestic debt market, notably via the expected establishment of the central securities depository.
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Table 1. Madagascar: External Debt Sustainability Framework, Baseline Scenario, 2021-2044
(In percent of GDP; unless otherwise indicated)

Actual Projections Average 8/
Historical Projections

2021 2022 2023 2024 2025 2026 2027 2028 2029

65.7 645  69.5 621 579 572 571 567 557 61.8 55.3 Definition of external/domestic debt Currency-based
of which: public and publicly guaranteed (PPG) 34.8 36.1 37.8 37.4 40.2 41.6 42.3 43.4 43.7 30.0 421 s there a material difference between the
. two criteria?
Change in external debt -143 -1.3 5.0 -74 -4.2 -0.7 -0.1 -0.4 -1.0
Identified net debt-creating flows -4.0 -0.9 0.3 -1.8 -0.2
Non-interest current account deficit 4.1 4.6 3.9 17 4.1
Deficit in balance of goods and services 10.0 9.2 82 5.6 8.4
Exports 234 303 26.6 .
Imports 334 395 348 Debt Accumulation
Net current transfers (negative = inflow) -6.9 -6.2 -6.0 -5.6 5.0 55
of which: official -0.7 -1.3
Other current account flows (negative = net inflow) 1.0 1.7 21 1.3 50
Net FDI (negative = inflow) -1.7 -2.1 -2.7 -2.3
Endogenous debt dynamics 2/ -6.5 -3.4 5
Contribution from nominal interest rate 0.8 0.8 08 07 06 06 0.6 05 0.5
Contribution from real GDP growth -34 -2.6 -2.6 -7 -7 -2.5 -2.5 -2.6 -2.6
Contribution from price and exchange rate changes -3.9 -1.6 0.4 40
-10.2 03 48 44 15
of which: exceptional financing -0.2 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.0 35
Sustainability indicators
PV of PPG external debt-to-GDP ratio 153 15.6 17.5 185 19.1 19.9 20.2 223 243 30
PV of PPG external debt-to-exports ratio 57.4 67.1 80.4 83.3 86.5 91.0 93.9 109.3 130.4
Total external debt service-to-exports ratio 1333 139.9 1549 153.7 147.8 151.0 154.3 171.9 190.4 X 25
PPG debt service-to-exports ratio 4.4 3.6 5.4 6.2 6.4 6.7 6.3 5.2 4.7 6.4 8.1 2024 2026 2028 2030 2032 2034
PPG debt service-to-revenue ratio 9.9 1.5 12.6 13.0 123 123 10.8 8.7 7.8 10.0 1.8
Gross external financing need (Million of U.S. dollars) 17773 1113.0 931.4 8249 13743 1299.5 1162.3 1144.5 1200.3 1706.2 3657.4 s Debt Accumulation
== == o Grant-equivalent financing (% of GDP)
Key macroeconomic assumptions e Grant element of new borrowing (% right scale)
Real GDP growth (in percent) 47 42 42 42 46 47 438 50 5.0 50 5.0 2.8 4.8
GDP deflator in US dollar terms (change in percent) 5.1 25 -0.6 53 09 37 4.0 5.5 5.6 43 45 -0.1 4.3
Effective interest rate (percent) 4/ 11 12 13 12 1.0 11 11 11 11 12 16 1.2 11 External debt (nominal) 1/
Growth of exports of G&S (US dollar terms, in percent) 304 387 -9.1 -4.0 -1.2 104 8.7 94 9.0 8.6 8.7 5.3 6.9 of which: Private
Growth of imports of G&S (US dollar terms, in percent) 28.1 263 -87 0.8 14 8.4 7.1 102 9.9 9.0 9.1 4.2 7.6 70
Grant element of new public sector borrowing (in percent) 49.5 447 48.2 48.0 473 46.8 398 342 44.9
Government revenues (excluding grants, in percent of GDP) 104 9.5 1.5 1.2 1.3 120 129 13.2 131 13.0 12.8 10.0 12.6 60
Aid flows (in Million of US dollars) 5/ 3542 469.1 652.9 9036 8259 7499 658.4 639.1 431.8 3233 2853
Grant-equivalent financing (in percent of GDP) 6/ 43 35 33 2.8 27 22 1.7 1.2 25 50
Grant-equivalent financing (in percent of external financing) 6/ 69.0 50.7 522 511 48.6 48.0 40.0 342 483
Nominal GDP (Million of US dollars) 14,355 15326 15,870 17,421 18378 19,945 21,740 24,088 26,701 42,622 106,381 40
Nominal dollar GDP growth 10.0 6.8 36 9.8 5.5 85 9.0 10.8 108 9.6 9.8 27 9.4 2
Memorandum items: 20
PV of external debt 7/ 47.0 403 352 341 339 332 322 303 288
In percent of exports 176.6 173.0 161.6 153.5 153.1 152.0 150.1 148.7 154.7 10
Total external debt service-to-exports ratio 425 15.8 15.6 143 206 19.2 16.2 14.6 134 12,5 1.9
PV of PPG external debt (in Million of US dollars) 2427.0 27239 32225  3685.1 4158.1 47879 53843 9488.7 25827.0 0
(PVt-PVt-1)/GDPt-1 (in percent) 19 29 25 24 29 25 25 21 2024 2026 2028 2030 2032 2034
Non-interest current account deficit that stabilizes debt ratio 184 59 -12 1.7 9.0 52 4.2 43 4.9 4.6 4.7

Sources: Country authorities; and staff estimates and projections.

1/ Includes both public and private sector external debt.

2/ Derived as [r - g - p(1+g)]/(1+g+p+gp) times previous period debt ratio, with r = nominal interest rate; g = real GDP growth rate, and p = growth rate of GDP deflator in U.S. dollar terms.

3/ Includes exceptional financing (i.e, changes in arrears and debt relief); changes in gross foreign assets; and valuation adjustments. For projections also includes contribution from price and exchange rate changes.
4/ Current-year interest payments divided by previous period debt stock.

5/ Defined as grants, concessional loans, and debt relief.

6/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).

7/ Assumes that PV of private sector debt is equivalent to its face value.

8/ Historical averages are generally derived over the past 10 years, subject to data availability, whereas projections averages are over the first year of projection and the next 10 years.
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Table 2. Madagascar: Public Sector Debt Sustainability Framework, Baseline Scenario, 2021-2044

(In percent of GDP, unless otherwise indicated)

Actual Projections Average 6/
2021 2022 2023 2024 2025 2026 2027 2028 2029 2034 2044 Historical Projections
Public sector debt 1/ 495 500 52.7 51.4 52.9 53.5 53.6 542 539 m 451 52.9
of which: external debt EZX:] 36.1 37.8 37.4 40.2 41.6 42.3 43.4 43.7| 38.9 30.0 421
Change in public sector debt -2.4 0.4 2.7 -1.3 1.5 0.6 0.2 0.6 -0.3 -0.2 -1.1
-0.8 4.1 0.2 0.7 -0.2
2.2 4.9 3.5 y g y 21 3.2
Revenue and grants 1.1 10.8 137 13.6 121 125 133 13.3 13.2 13.0 12.8 121 13.0
of which: grants 0.7 13 23 24 0.7 0.5 03 0.1 0.1 0.0 0.0
Primary (noninterest) expenditure 133 15.7 17.2 16.2 14.9 15.5 16.2 16.2 16.2 16.5 15.6 14.2 16.1
1.6 !
Contribution from interest rate/growth differential -3.2 -29 -2.6
of which: contribution from average real interest rate -0.5 -0.3
of which: contribution from real GDP growth -2.5 -2.3
Contribution from real exchange rate depreciation .
Y Y 01 05
Privatization receipts (negative) 0.0 0.0
Recognition of contingent liabilities (e.g., bank recapitalization) . 0.0 0.0
Debt relief (HIPC and other) 0.0 0.0 -0.1 0.0 0.0 0.0 0.0 0.0 0.0
SOE debt 0.5 0.7 0.6 0.5 0.5 0.5 0.5 0.5 0.5
250 17 09 09 1.7 oz __osf i3] 09 04
Sustainability indicators
PV of public debt-to-GDP ratio 2/ 30.7 30.1 30.7 30.7 30.8 313 31.4 33.0 347
PV of public debt-to-revenue and grants ratio 223.4 222.2 254.1 245.8 2322 235.3 238.2 254.3 2711.7
Debt service-to-revenue and grants ratio 3/ 50.6 40.2 38.1 41.3 53.3 51.5 47.6 4.7 38.9 52.8 82.1
Gross financing need 4/ 83 10.0 9.2 8.7 10.3 109 9.9 93 8.6 1.1 144
Key macroeconomic and fiscal assumptions
Real GDP growth (in percent) 47 42 42 4.2 4.6 47 4.8 5.0 5.0 5.0 5.0 2.8 4.8
Average nominal interest rate on external debt (in percent) 0.7 0.9 1.2 1.2 0.9 0.8 0.8 0.9 0.8 1.0 14 0.9 0.9
Average real interest rate on domestic debt (in percent) -3.1 -6.5 -3.7 -4.0 2.4 -1.5 -1.3 -0.7 -1.0 -0.5 -0.8 -3.9 -1.3
Real exchange rate depreciation (in percent, + indicates depreciation) -1.7 47 -2.5 2.1
Inflation rate (GDP deflator, in percent) 6.3 9.6 75 76 7.2 6.8 6.4 6.0 6.0 4.8 50 7.0 5.9
Growth of real primary spending (deflated by GDP deflator, in percent) -11.2 233 143 -2.0 -3.6 9.1 8.9 54 5.1 4.8 31 6.8 4.5
Primary deficit that stabilizes the debt-to-GDP ratio 5/ 46 45 0.8 3.9 1.3 25 27 2.4 33 3.8 3.9 3.3 3.2
PV of contingent liabilities (not included in public sector debt) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Sources: Country authorities; and staff estimates and projections.

1/ Coverage of debt: The central, state, and local governments, central bank, government-guaranteed debt, non-guaranteed SOE debt . Definition of external debt is Currency-based.
2/ The underlying PV of external debt-to-GDP ratio under the public DSA differs from the external DSA with the size of differences depending on exchange rates projections.

3/ Debt service is defined as the sum of interest and amortization of medium and long-term, and short-term debt.

4/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period and other debt creating/reducing flows.

5/ Defined as a primary deficit minus a change in the public debt-to-GDP ratio ((-): a primary surplus), which would stabilizes the debt ratio only in the year in question.

6/ Historical averages are generally derived over the past 10 years, subject to data availability, whereas projections averages are over the first year of projection and the next 10 years.

Definition of external/domestic Currency-
debt based
Is there a material difference

No

between the two criteria?

Public sector debt 1/
of which: local-currency denominated

B of which: foreign-currency denominated

60

50
40
30
20
10

2024 2026 2028 2030 2032 2034

of which: held by residents

B of which: held by non-residents

na.

2024 2026 2028 2030 2032 2034
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Table 3. Madagascar: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External
Debt, 2024-2034
(In percent)

Projections 1/
2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034

PV of debt-to GDP ratio
Baseline 16 18 18 19 20 20 21 21 21 22 22

A. Alternative Scenarios
A1. Key variables at their historical averages in 2024-2034 2/ 16 15 15 14 14 13 13 13 12 12 12

B. Bound Tests

81. Real GDP growth 16 19 22 23 24 2 24 25 25 26 26
B2. Primary balance 16 18 19 20 21 21 21 22 22 22 23
83. Exports 16 22 30 30 30 30 30 30 29 29 29
84. Other flows 3/ 16 19 21 21 22 2 22 23 23 23 23
85. Depreciation 16 22 20 21 22 23 24 2 25 2 27
B6. Combination of B1-B5 16 22 24 25 25 26 26 26 26 27 27
C. Tailored Tests

C1. Combined contingent liabilities 16 21 22 23 23 23 24 24 24 25 25
C2. Natural disaster 16 22 24 25 26 26 26 27 27 27 27
€3. Commodity price 16 18 20 21 22 22 22 22 22 22 22
C4. Market Financing na na.  na na. na na na na na na na.
Threshold 40 40 40 40 40 40 40 40 40 40 40

PV of debt-to-exports ratio
Baseline 67 80 83 86 91 94 97 100 103 106 109

A. Alternative Scenarios
A1. Key variables at their historical averages in 2024-2034 2/ 67 70 66 64 64 62 61 60 60 60 60

B. Bound Tests

B1. Real GDP growth 67 80 83 86 91 94 97 100 103 106 109
B2. Primary balance 67 83 87 %0 9% 9 101 104 107 109 111
83. Exports 67 124 202 205 209 211 214 215 214 214 214
84. Other flows 3/ 67 85 93 % 100 102 105 108 110 112 114
85. Depreciation 67 80 72 76 81 84 88 91 % 100 103
86. Combination of B1-85 67 104 94 121 126 129 133 135 138 141 144
C. Tailored Tests

C1. Combined contingent liabilities 67 95 9 102 106 109 112 114 117 119 121
C2. Natural disaster 67 105 109 115 120 124 127 130 133 135 137
€3. Commodity price 67 86 93 9% 100 101 103 104 105 107 108
C4. Market Financing na na.  na na. na na  na na na na na.
Threshold 180 180 180 180 180 180 180 180 180 180 180

Debt service-to-exports ratio

Baseline 6 6 7 6 5 5 5 5 5 6 6
A. Alternative Scenarios
A1. Key variables at their historical averages in 2024-2034 2/ 6 7 7 7 6 5 5 4 5 5 5
B. Bound Tests
B1. Real GDP growth 6 6 7 6 5 5 5 5 5 6 6
B2. Primary balance 6 6 7 6 5 5 5 6 7
B3. Exports 6 8 11 12 10 9 9 10 13 14 14
B4. Other flows 3/ 6 6 7 7 5 5 5 7
BS. Depreciation 6 6 7 6 5 5 4 5 5 5 6
B6. Combination of B1-B5 6 7 9 8 7 6 6 7 8 8 9
C. Tailored Tests
C1. Combined contingent liabilities 6 6 7 7 6 5 5 6 6 7
C2. Natural disaster 6 7 7 7 6 5 5 5 6 7 7
C3. Commodity price 6 7 7 7 6 5 5 5 6 6 7
C4. Market Financing na.  na na na. na. na.  na na.  na na. na.
Threshold 15 15 15 15 15 15 15 15 15 15 15
Debt service-to-revenue ratio
Baseline 13 12 12 " 9 8 7 8 9 9 10
A. Alternative Scenarios
A1. Key variables at their historical averages in 2024-2034 2/ 13 13 13 " 9 9 8 7 8 8 8
B. Bound Tests
B1. Real GDP growth 13 13 15 13 10 9 9 9 10 11 12
B2. Primary balance 13 12 12 n 9 8 8 9 10 10
B3. Exports 13 13 14 13 n 10 9 " 14 15 15
B4. Other flows 3/ 13 12 12 " 9 8 8 10 10 n
B5. Depreciation 13 16 16 13 10 9 9 9 9 10 n
B6. Combination of B1-BS 13 13 15 13 10 9 9 10 " 12 13
C. Tailored Tests
C1. Combined contingent liabilities 13 12 13 " 9 8 8 8 9 10 10
C2. Natural disaster 13 12 13 12 10 9 8 8 9 10 "
C3. Commodity price 13 16 16 14 m 9 8 8 10 10 n
C4. Market Financing na. na. na. na. na. na. na. na. na. na. na.
Threshold 18 18 18 18 18 18 18 18 18 18 18

Sources: Country authorities; and staff estimates and projections.
1/ A bold value indicates a breach of the threshold.

2/ Variables include real GDP growth, GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows.
3/ Includes official and private transfers and FDI.
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Table 4. Madagascar: Sensitivity Analysis for Key Indicators of Public Debt, 2024-2034
(In percent)

Projections 1/

2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034
PV of Debt-to-GDP Ratio
Baseline 30 31 31 31 31 31 31 32 32 BS 2B
A. Alternative Scenarios
Al. Key variables at their historical averages in 2024-2034 2/ 30 31 31 30 31 30 29 29 28 28 27
B. Bound Tests
B1. Real GDP growth 30 34 39 41 43 45 46 48 50 51 53
B2. Primary balance 30 32 33 33 33 33 33 33 34 34 34
B3. Exports 30 34 40 40 40 40 39 39 39 38 38
B4. Other flows 3/ 30 32 33 33 33 33 33 33 34 34 34
B5. Depreciation 30 32 31 29 28 27 26 26 25 25 25
B6. Combination of B1-B5 30 31 33 33 34 34 34 34 35 35 35
C. Tailored Tests
C1. Combined contingent liabilities 30 36 36 36 36 36 36 36 36 36 36
C2. Natural disaster 30 39 39 39 39 39 39 39 39 39 39
C3. Commodity price 30 34 39 43 47 49 51 53 54 56 57
C4. Market Financing na. na. na. na. na. na. na. na. na. na. na.
TOTAL public debt benchmark 55 55 55 55 55 55 55 55 55 55 55
PV of Debt-to-Revenue Ratio
Baseline 222 254 246 232 235 238 240 243 247 251 254
A. Alternative Scenarios
A1. Key variables at their historical averages in 2024-2034 2/ 222 254 244 229 229 228 225 220 217 213 209
B. Bound Tests
B1. Real GDP growth 222 282 31 307 323 338 351 365 380 394 407
B2. Primary balance 222 265 266 250 251 253 254 256 259 263 265
B3. Exports 222 284 323 301 301 302 300 299 297 295 293
B4. Other flows 3/ 222 263 263 248 250 252 253 256 258 261 263
B5. Depreciation 222 269 246 222 213 207 200 197 194 192 190
B6. Combination of B1-B5 222 258 261 250 254 258 259 262 265 269 272
C. Tailored Tests
C1. Combined contingent liabilities 222 302 290 271 271 272 272 274 276 279 280
C2. Natural disaster 222 326 313 293 293 295 295 297 299 302 304
C3. Commodity price 222 350 379 391 403 410 408 402 416 428 440
C4. Market Financing na. na. na. na. na. na. na. na. na. na. na.
Debt Service-to-Revenue Ratio

Baseline 41 53 51 48 45 39 38 39 44 48 53
A. Alternative Scenarios
A1. Key variables at their historical averages in 2024-2034 2/ 41 54 51 44 42 36 35 36 40 43 47
B. Bound Tests
B1. Real GDP growth 41 58 62 59 58 54 55 57 64 70 76
B2. Primary balance 41 53 53 50 46 39 38 40 45 49 53
B3. Exports 41 53 52 49 46 40 39 42 49 53 57
B4. Other flows 3/ 41 53 52 48 45 39 38 40 45 49 54
B5. Depreciation 4 51 52 45 43 38 37 38 43 46 50
B6. Combination of B1-B5 41 53 53 49 46 41 40 42 47 51 56
C. Tailored Tests
C1. Combined contingent liabilities 41 53 64 56 47 41 39 40 45 49 53
C2. Natural disaster 41 54 70 62 51 44 42 42 47 51 55
(3. Commodity price 41 67 72 74 74 67 63 61 66 71 7
C4. Market Financing na. na. na. na. na. na. na. na. na. na. na.

Sources: Country authorities; and staff estimates and projections.

1/ A bold value indicates a breach of the benchmark.

2/ Variables include real GDP growth, GDP deflator and primary deficit in percent of GDP.
3/ Includes official and private transfers and FDI.
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PV of debt-to GDP ratio

Figure 1. Madagascar: Indicators of Public and Publicly Guaranteed External Debt Under Alternative
Scenarios, 2024-2034

PV of debt-to-exports ratio
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—_— Baseline === == === Historical scenario = Most extreme shock 1/ = e e w0 Threshold
Borrowing assumptions on additional financing needs resulting from the stress
Customization of Default Settings tests*

Default  User defined

Shares of marginal debt

External PPG MLT debt 100%

Terms of marginal debt

Avg. nominal interest rate on new borrowing in USD 1.2% 1.8%
USD Discount rate 5.0% 5.0%
Avg. maturity (incl. grace period) 27 20

Avg. grace period 5 5

Note: "Yes" indicates any change to the size or
interactions of the default settings for the stress tests.
"n.a." indicates that the stress test does not apply.

department.

* Note: All the additional financing needs generated by the shocks under the stress tests
are assumed to be covered by PPG external MLT debt in the external DSA. Default terms
of marginal debt are based on baseline 10-year projections.

Sources: Country authorities; and staff estimates and projections.

1/ The most extreme stress test is the test that yields the highest ratio in or before 2034. The stress test with a one-off breach is also presented (if any),
while the one-off breach is deemed away for mechanical signals. When a stress test with a one-off breach happens to be the most exterme shock even
after disregarding the one-off breach, only that stress test (with a one-off breach) would be presented.
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Figure 2. Madagascar: Indicators of Public Debt Under Alternative Scenarios, 2024-2034

PV of Debt-to-GDP Ratio
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—_— Baseline Most extreme shock 1/
- TOTAL public debt benchmark ———— Historical scenario
Borrowing assumptions on additional financing needs resulting from the Default User defined

stress tests*

Shares of marginal debt
External PPG medium and long-term 48% 65%
Domestic medium and long-term 17% 15%
Domestic short-term 35% 20%
External MLT debt

Avg. nominal interest rate on new borrowing in USD 1.2% 1.8%
Avg. maturity (incl. grace period) 27 20
Avg. grace period 5 5
Domestic MLT debt
Avg. real interest rate on new borrowing 4.2% 8.2%
Avg. maturity (incl. grace period) 2 2
Avg. grace period 1 1
Domestic short-term debt
Avg. real interest rate 2.6% 3.5%

* Note: The public DSA allows for domestic financing to cover the additional financing needs generated by the
shocks under the stress tests in the public DSA. Default terms of marginal debt are based on baseline 10-year
projections.

Sources: Country authorities; and staff estimates and projections.

1/ The most extreme stress test is the test that yields the highest ratio in or before 2034. The stress test with a
one-off breach is also presented (if any), while the one-off breach is deemed away for mechanical signals. When
a stress test with a one-off breach happens to be the most exterme shock even after disregarding the one-off
breach, only that stress test (with a one-off breach) would be presented.
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1/ Difference between anticipated and actual contributions on debt ratios.

Figure 3. Madagascar: Drivers of Debt Dynamics - Baseline Scenario
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3/ Given the relatively low private external debt for average low-income countries, a ppt change in PPG external debt should be largely explained by
the drivers of the external debt dynamics equation.
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Figure 4. Madagascar: Realism Tools

3-Year Adjustment in Primary Balance Fiscal Adjustment and Possible Growth Paths 1/
(Percentage points of GDP)
6 1
[Distribution 1/
14 | 3 4 [J
@ Projected 3-yr Lo %
12 A adjustment . o
3-year PB adjustment greater 2 %S
L than 2.5 percentage points n
10 4 of GDP in approx. € £
— pprox. top o0 3
quartile s 0 2
8 - 1 2, &
[ 1 = It
@
6 2 e
Q
4 6 £
2 8 1
2018 2019 2020 2021 2022 2023 2024 2025
0 e e e h
4.0 3.0 -2.0 -1.0 00 1.0 20 30 40 50 60 7.0 80 e Baseline = =« Multiplier = 0.2 = == Multiplier=0.4
= = = Multiplier= 0.6 = =« Multiplier = 0.8

1/ Bars refer to annual projected fiscal adjustment (right-hand side scale) and lines show

1/ Data cover Fund-supported programs for LICs (excluding emergency financing) approved since possible real GDP growth paths under different fiscal multipliers (left-hand side scale).

1990. The size of 3-year adjustment from program inception is found on the horizontal axis; the
percent of sample is found on the vertical axis.
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Figure 5. Madagascar: Qualification of the Moderate Category, 2024-2034"
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Sources: Country authorities; and staff estimates and projections.

1/ For the PV debt/GDP and PV debt/exports thresholds, x is 20 percent and y is 40 percent. For debt
service/Exports and debt service/revenue thresholds, x is 12 percent and y is 35 percent.
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Domestic debt to GDP ratio
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across countries using the LIC DSF with non-zero domestic debt, end-2023

Borrowing Assumptions (average over 10-year Value

Shares in new domestic debt issuance

Medium and long-term 33%

Short-term 67%
Borrowing terms
Domestic MLT debt

Avg. real interest rate on new borrowing 4.2%

Avg. maturity (incl. grace period) 2

Avg. grace period 1
Domestic short-term debt

Avg. real interest rate 2.6%

Sources: Country authorities; and staff estimates and projections.
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Figure 6. Madagascar: Indicators of Domestic Public Debt, 2019-2034
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1/ Net domestic debt issuance is an estimate based on the calculated public gross financing need net of gross external financing, drawdown of assets,

other adjustments and domestic debt amortization. It excludes short-term debt that was issued and matured within the calendar year.

21 >>> WORLD BANK GROUP




REPUBLIC OF MADAGASCAR | DEBT SUSTAINABILITY ANALYSIS

Figure 7. Madagascar: Indicators of Public and Publicly Guaranteed External Debt Under a Pessimistic

Climate Change Scenario, 2024-2044
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Sources: Country authorities; World Bank CCDR; and IMF staff estimates and projections.
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Figure 8. Madagascar: Indicators of Public Debt Under a Pessimistic Climate Change Scenario, 2024-2044
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Sources: Country authorities; World Bank CCDR; and IMF staff estimates and projections.
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