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PREFACE

This Analytical Study was performed by Nicholas Kulibaba, Eric R. Nelson, and
Roger Poulin between November 1988 and February 1989, for the United States
Agency for International Development Mission in Cameroon under contract number
PDC-0000-1-37-6135-00. The purpose of the analysis was to assist the Mission in
preparation for its Country Development Strategy Statement (CDSS) for FY 1990-
1994,

Although several portions of this analysis appear in the CDSS, severe space
limitations precluded the full analysis from appearing in the CDSS itself. This
document is intended to provide baseline information on the economic and policy
environment in support of the future USAID Action Plan, studies, and program design
during the period during which the CDSS guides the Mission strategy for assistance.
Reflecting this baseline character, no effort has been made to update information
obtained since the date of the study, despite (or because of) rapid changes in policy
and program within the Government of Cameroon as part of its Structural Adjustment
Program. The baseline date should be considered as February 1989.

The team worked closely with members of the USAID Cameroon Mission,
particularly with the Program Office, and gratefully acknowledges their extensive and
perceptive prior analytical work upon which parts of this analysis are based. Some
of this work appears as Appendices to the CDSS which was approved by the Africa
Bureau of A.LD.; these are cited in this Study but not included here. Other work
used appears in Appendix D, documents used. Other comments and analysis were

communicated orally but were no less useful even though it cannot be cited in the
biblivgraphy.

Nicholas Kulibaba
Eric R. Nelson
Roger Poulin
May, 1989
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SECTION ONE
OVERVIEW OF ECONOMIC PERFORMANCE AND INDICATORS

A. MACRO-ECONOMIC PERFORMANCE AND ISSUES
1. Macro-economic Growth and Indicators!

Between 1977 and 1985, Cameroon experienced a rapid rate of economic
growth based primarily on oil production. OQil earnings enabled Cameroon to have a
positive balance of payments and a balanced national budget for most of this period.
Prior to 1977, the growth sector in Cameroon was agricultural exports, mainly cocoa
and coffee. Cameroon is the sixth most important exporter of tropical hardwoods,
and maintains significant protected forest reserves. The investment of agricultural
and oil surpluses in industry and infrastructure brought about a rapid rate of import
substitution as well as increased value added from the processing of domestically-
produced agricultural products. Thus, by 1985 Cameroon had an apparently strong
and well balanced economy characterized by rapidly growing per capita incomes, a
high rate of investment in relation to GDP, a balanced national budget, and low
external debt. The Cameroonian Government was widely regarded as committed to
long-term balanced growth and as an eifective manager of the country’s resources.

The period of rapid growth came to a sudden halt in 1985 due to a sharp drop
in the world prices of Cameroon’s major exporis. Over the next two years, the
world prices of oil, cocoa and coffee, which in 1984 accounted for over 75 percent
of Cameroon’s exports, dropped by over 40 percent, and they have remained at those
reduced levels. GDP is now less than 75 percent of its 1984 level. The most direct
impact of these adverse developments has been on the Government budget. The
parastatal companies exporting oil and agricultural products were major contributors
to the national budget. These funds were used to finance public sector investments
and to subsidize large inefficient public sector enterprises. Government revenues are
now inadequate to finance the current budget, much less investments and parastatal
subsidies. Table 12 presents the changes that have occurred in the performance of
the Cameroonian economy since 1980.

IThe data on economic trends are tenuous, due to their major deficiencies in
quality, coverage, and currentness. Statistical data quality, which is covered in more
depth in Appendix C.1, i3 compromised by secrecy both in the accounts of parastatal
organizations and in extra-budgetary public finance, by delays and inappropriate
mechanisms for reporting, by incomplete and location-restricted information on
production and prices, by the virtual nonexistence of employment data outside the
public sector, and by substantial international trade and capital flows outside the
formal system for financial settlements from which data are drawn. A significant
effort to adjust such information for error or bias has been undertaken by the World
Bank, while data prepared by the IMF represent more closely the GRC official data
source, corrected where possible acccrding to IBRD analysis. Other sources of data
are brought into the analysis as needed. The source used is cited. Any references
to "tons” refer to metric tons (1000 kilograms, or about 2200 pounds).

3Tables numbered 1, 2, etc. are found in the text. Those numbered B-1.1,
B-1.2, etc. are to be found in Appendix B, Economic and Statistical Tables.
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Table 1
Gross Domestic Production and Expenditure
(Annual Growth Rates, at 1985 Prices)

1980-85  _1985  _1986

Real GDP . 9.2 -2.8
Non-oil Real GDP . 10.9 -2.7
Agriculture . 8.1 34
Industry . 33 -6.5
Services . 16.6 -5.4

Gross Dom. Expenditure 13.1 -3.0
Consumption . 16.0 -0.9
Private 17.6 -14
Public 8.7 13.0
Investment 24 -18.9
Private 0.4 -22.7

5.7 -13.0

Source: Table B-1.2

a. Output and Employment

Gross domestic product grew at a real annual rate of eight percent during the
first half of this decade, led by industry and particularly manufacturing as a result
of the Government’s import substitution policies, with the oil sector contributing to
rapid growth from 1980 until 1985 (Table B-1.2). Agriculture, which traditionally has
been the largest part of the economy in terms of both production and employment,
in 1980 provided more than three times the contribution of non-oil industry to GDP,
but by 1985, accounted for only half of the share of industry, largely because of oil
(Table B-1.1). Food crop production has exceeded that of population growth, with
minor drought-related fluctuations, so that Cameroon 1is essentially self-reliant,
producing 95 percent of its food needs and exporting an additional small share
through unofficial marketing channels to neighboring countries. Plantation crop
production has stagnated, as export volumes have been compressed by the mainten-
ance of cocoa buffer stocks and export prices reduced by a decline in commodity
prices during the 1980s. Oil palm exports are sharply affected by lower-price
competitors.

Qil production stopped growing in 1985, and is officially forecast to decline to
6 million tons by 1991/92 and to remain at that level through the 1990s; the outcome
will depend upon the world price and hence the profitability of oil exploration and
extraction at that time. The service industry has contributed to GDP, both on its
own and under the influence of petroleum and a strong government sector.

Manufacturing industiy grew rapidly, at a compound rate exceeding 20 percent
through 1985, to raise its share of GDP from 8 percent in 1980 to 15 percent,
slightly less than that of agriculture (21 percent). Per capita GDP in 1987/88 was
about $ 900.




This growth has been arrested since 1986, with GDP declining 2.8 percent in
real terms in 1986/87 and by 8.6 percent in 1987/88. Private sector data confirm the
bad performance. The private Industrial Syndicate reports that sales among its 104
members (some of which have state participation) decreased by 14 percent (nominal
terms) in the 12 months ending 30 June 1988, with a loss of 1,791 jobs. The changes
vary strongly by sector, however, from building and public works (-51 percent) to
furnishings (+17 percent) (SYNDUSTRICAM 1988).

The Government correctly identifies the major contributors to this crisis
(Cameroon, 1988, pp. 1-2) as the world prices for the primary commodities which
comprise the country’s exports, bad performance in public and parastatal companies,
and a policy environment which has been unable to adjust to the external shocks
upon the balance of payments, public finances, monetary and financial sector, and
macroeconomic aggregates.

Aviailable data on employment and population are scarce and differ substantially
according to source. Employment trends are impossible to analyze quantitatively,
since there are no official estimates of the labor force, unemployment or under-
employment. National and informal sector employment data come from local field
survey: which cannot be compared over time. Government priorities appear to be
oriented towards improving the labor market rather than studying its dimensions, in
that the Sixth Plan discusses means of improving the quality of labor, and devotes
only one section--Chapter 23--to employment; the Plan acknowledges the lack of up
to date information. The data used here are drawn from the Plan {(Cameroon, 1986).
The population growth rate, which was 2.3 percent in the 1970s, has been acceler-
ating and is currently projected at 3.2 percent for the rest of the century (IBRD,
1975, p.18).

The working population is young, with almost a third below 25 years of age; in
1985-86 the primary sector was responsible for 70 percent of employment, down from
79 percent in 1976/77. Most of the growth occurred in the secondary sector which
grew from 14 to 17 percent of the work force over the period. Most jobs created
continue tc be in the traditional sector and the urban informal sector (IBRD 1986, p
275); the Bank estimates informal sector employment in 1984 to be 400,000, ten
percent larger than the formal private and parapublic sector (360,000) and three
times as large as the public sector (135,000). In comparison the active population in
agriculture was estimated to be 2,9 million in 1986.

Public sector employment has grown strongly. Table B-1.3 shows civil service
employment increasing from 19,672 in 1974-75 to 48,883 at end 1984, a 148 percent
increase, while contractual employees increased 186 percent to 9,847, and auxiliary
employees--the largest category--by 571 percent to 76,387. In 1983 and 1985 the
Cameroonian government, which provides automatic employment to graduates in
several professions, took additional steps to recruit 1,500 and 2,037 university
graduates, respectively. The IBRD (1987, p 15) estimates that public sector
employment has increased by 10 percent per year in the decade to 1988.

The medium-term structural adjustment program undertaken by the Government
of Cameroon has conflicting implications for employment in the public, parastatal,
and formal private sectors. To the extent that planned opening to the market
economy occurs, employment in parastatal organization will be severely affected in
the short term, with the unemployment absorbed eventually through private sector
growth. The informal sector ‘may be capable of absorbing much of this growth in
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job-seekers. Transitional unemployment may place a strain on political stability and
on economic well-being, although to a lesser extent than in countries with a less
strong kinship support system. The current liquidity crisis resulting from the
Government’s inability or unwillingness to pay its arrears to its suppliers will affect
formal private sector employment adversely in the subsectors depending most heavily
on government for business.

In the public sector, "Operation Antilope", begun in 1986/87, removed several
thousand phantom employees discovered through computerization of the wage bill
control system (IBRD 1988c page 47); it intends to reduce employment further in the
medium term by encouraging early retirement and by reducing recruitment through
restricting the number of students in administrative training courses who would
normally be hired automatically by the government (Cameroon, 1988, p. 15). Against
these intentions should be measured the actual 9.2 percent (15,198 position) increase
in government employees from June 1984 to June 1988. Finally, interview evidence in
December 1988 suggests that arrears in salary payments in the Government and in
the regional development organizations and parastatals may have the effect of
encouraging workers to quit their jobs, as the Government appears to have been
unwilling to take the step of laying off workers.3

b. Balance of Payments

The economic recession which started in 1986 was precipitated by a
sharp drop in world prices of Cameroon’s export crops, as shown in Table 2. Value
added in agriculture has continued to grow due mainly to the domestic food sector.
The two sectors most adversely affected are industry and services, particularly
activities such as construction with heavy public sector involvement, and those
related to investment. Since most oil and agricultural export profits accrue to the
Government and parastatal sectors, this is where economic activity has dropped the
most. Private consumption expenditures have been the least affected by the reces-
sion (Table 1). Agricultural producers in particular have not yet feit the brunt of
the decline because of the Cameroonian government’s policy of not reducing

domestic producer prices in line with world prices. As a result, parastatals
Table 2
Export Prices
Percent of
exp. volume
Unit __ 1984/85 1985/86 1986/87 (.128_,L8.21
Cocoa CFAF/kg 1,102 846 652 s547% 1
Arabica coffee CFAF/kg 1,434 1,662 1,011 76 5
Robusta coffee CFAF/kg 1,138 1,179 827 v 14
Cotton CFAF/kg 693 45. 348 . 2
Petroleum US$/bbl 27 22 15 59 36
Source: Lazard e: 3l (1987).
Note: Cameroonian Fiscal Year is July-June,

3 This process of attrition, if it occurs, will be difficult in the absence of a
clear policy of layoff and retention, since salary arrears are a fact of life to which
workers have learned to accommodate, so the "signal® may not be received clearly.
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responsible for marketing agricultural export crops (ONCPB for coffee and cocoa and
SODECOTON for cotton) have been experiencing deficits while producer revenues
have been maintained or increased.

Because of oil, "exports of good and non-factor services" was the most dynamic
element of exports from 1978 to 1985. Non-oil exports grew in volume at only three
percent per year in this period. This modest growth results from stagnation in
exports of agricultural commodities and semi-prccessed goods. Drought in 1983-84
affected coffee and cocoa production, while low producer prices encouraged farmers
to devote their labor to food crops which were more profitable. Exports of logs and
wood products declined throughout the period. Other agricultural commodities
increased little in real terms, and not enough to compensate for the slow growth of
coffee and cocoa exports. Manufactured exports performed better, with the share of
industrial goods increasing from 10 percent to over 20 percent of non-oil exports
(Table B-3.3).

2

The growth of recorded iinports was moderate--less than one percent per year--
due to successful import substitution behind a wall of tariffs and quantitative
restrictions, to reduction of imports of petroleum products to nil, and to probable
severe understatement of imports in official records (see Appendix C.1); the real
growth was probably less favorable than that stated in Table 3 and Table B-3.l.
Non-o0il merchandise imports appear to have decreased from 30 percent of non-oil
GDP in 1979 to 23 percent in 1985, though these data are suspect. The share of
food imporis has fallen as Cameroon has achieved food seif-reliance. At the other
extreme, there was a rapid growth of imports in non-factor services over the period
to 1985, when they represented 65 percent of ccmmodity imports compared with 39
percent in 1978. The World Bank CEM (1987, p 33) cannot explain the force of this
trend. The share of intermediate goods, raw materials, and capital goods has risen
under the Cameroonian import substitution program.

Table 3

Balance of Payments
(CFAF billion)

1984/85 1985/86  1986/87 1987/88

Exports o1 172 545 s Yé
Imports -513  -571 -553 -4711 ¢l
Services & transfers -429 -434 -365 -320
Current Account Bal. 159 -232 -373 -280
Capital Account, errors

and omissions -141 301 209 202
Change in Reserves

(- is increase) - 18 69 165 69

Source: IMF (1988a).

Factor service payments increased rapidly to 1985 due to increases in interest
payments on private debt and (recorded) investment income outflows in the oil
sector. Interest payments on public and publicly guaranteed debt have declined (see
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Section l.c below). As a result, the Current account (Table B-3.1) turned from a
deficit of CFAF 105 billion in 1980/81 to a surplus of CFAF 795 billion in 1984/85.
This figure is suspect, however (Appendix C.1), since a large part of oil exploration
debt and development, as well as other imports, are disguised in the important
*errors and omissions” line item in the capital account (Table B-3.2); Table 3
attempts an approximate adjustment.

In the capital account (Table B-3.2), net annual inflows of non-monetary capital
remained constant from 1980 to 1983, but then declined sharply because of (1) the
cessation of oil exploration, (2) outflows of official capital to overseas oil accounts,
and (3) declining inflows of medium- and long-term official capital. Data on net
development bank capitalization flows from the Islamic Middle East are unavailable.
During this period there was a constant net outflow of private monetary capital,
apparently due to the low interest rates in the Cameroonian barking sector and the
precarious balance sheet position of the sector. However, analysis is difficult due to
the relative and absolute importance of the "errors and omissions" line item.

The existing protective and revenue trade regime has led to important under-
representation of actual trade in the official transactions (Appendix C.1), as cross-
border trade, misrepresentation and fraud have replaced legal transactions. It is
difficult to present the status and trends of trade--particularly imports--at the
beginning of the CDSS period.

Petroleum exports will be essentially constant at 7,000 metric tons as reserves
decline, unless world prices adjust significantly (see Section B.2). Coffee and cocoa
also appear stagnant as the bearing stock ages. However, changes in Government
pricing policies which affect farmers’ incentives to allocate their limited labor
between export crops and food crops could lead to a supply response. At the time
of CDSS drafting, there is evidence of firming of world market prices for cocoa, but
prices could rise or decline over the CDSS period. Cotton shows potential for
increased export, from a small base (2.5 percent of non-petroleum exports in
1987/88). Miscellaneous agricultural goods account {n: 11.4 percent of non-petrolecum
exports while growing at nearly nine percent in voluine per year (excluding unrecor-
ded cross-border trade) since 1983/84. "Other mamnufactured goods" is even more
important in export--17.5 percent--or almost 15 percent per year in volume terms. If
the government succeeds in liberalizing its policy environment (Section B.7 below)
for non-import-substituting manufactures, these sectors show promise for export-led
growth,

The sharp drop in petroleum earnings has affected both the balance of payments
and the government budget. Prior to the oil boom, Camercon maintained a trade
surplus due to its strong agricultural export sector and successful import substitution.
The 1984/85 balance of payments (Table 3) 1is characteristic of Cameroon’s
performance during the early 1980s. As a result, Cameroon has very little external
debt and until recently the banking system had substantial holdings of foreign assets.

The change began in 1985/86. The current account became negative and capital
started to flow back into Cameroon. Total net capital inflows during the last three
years equalled CFAF 712 billion (about $2.3 billion), and official reserves dropped by
CFAF 303 billion (about $1 billion). The recession did not create a serious shortage
of foreign exchange: the decline in imports in 1986/87 and 1987/88 was due to the
reduced demand for intermediate and capital goods rather than to increased inability
to obtain foreign exchange or increased restrictions on imports. The main concern
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now is to keep imports in line with the reduced level of exports, which the
government is doing with its conservative monetary measures, and to get exports
back on a growth path, which is essential for long-term economic growth.

It is generally agreed that, barring unforeseen major international developments,
world prices for Cameroonian exports are not likely to rise significantly in the near
term (at least the next three years). More importantly, the recent disruptions have
shown that the economy has structural imbalances that extend beyond the heavy
dependence on the world prices of three export products. During the last ten years
there has been virtually no growth in the volume of recorded agricultural exports,
and much of the growth in industry and non-traditional agricultural crops (both for
export and import substitution) is dependent on high and unsustainable rates of
protection.

c. Fiscal Performance

The situation with respect to public finance is more serious. Table 4
shows that in 1986/87 expenditures increased by 32 percent while revenues dropped
by 16 percent, creating a deficit of CFAF 464 billion. This sharp drop in revenues
had two serious short term effects on the economy. First, funds available for public
sector investments completely dried up. Second, the government chose to finance
much of its 1986/87 and 1987/88 deficits by not paying local suppliers. These arrears
in turn caused defaults on loans by domestic banks to firms doing business with the
government. At the same time, the government was unable to pay subsidies to
money losing parastatals so that their deposits with domestic banks also declined.
The result was a liquidity crisis that makes it impossible for banks to finance
economic activity. Finally, the government has had to reducs non-salary current
expenditures to the point where the majority of civil servants lack the means to
carry out their functions. The work of many Government services is at a virtual
standstill.

Qil revenues have particular importance in the government budget. During the
nine years 1971 to 1979 before these began, government revenues rose slightly from
about 16 percent of GDP to more than 20 percent by the end of the period, a share
roughly in line with a reference group comprised of all lower middle-income develop-
ing countries. Total revenues rose to 24 percent of GDP in 1985, but of this, oil
revenues equivalent to about 2.7 percent of GDP were deposited overseas and had
no domestic fiscal or monetary impact, so domestic revenues as a share of GDP
remained at approximately 21 percent, little higher than in 1979. Of this, however,
non-oil revenues declined from 20 percent to 16 percent of the non-oil GDP, the
1971 level. Overall, budget revenues increased by CFAF 640 billion (200 percent) to
CFAF 661 billion in 1985, while total revenues including oil rose to nearly CFAF 900
billion. These figures are estimates, due to the severe data problems measuring the
oil sector. Also, to the extent that the ONCPB diverted its stabilization balances to
off-budget investments in the real economy, it served as a significant tax on the
agricultural sector. No data series exists for ONCPB revenues, Available revenue
data are presented in Table B-5.1.




Table 4
Central Government Revenues and Expenditures
(CFAF billion)

1985/86 1986/87 1987/88  1988/89

Total revenues 911.4 765.0 625.5 600.0
Oil 382.0 252.0 207.0 163.0
Other revenues 529.4 513.0 418.5 437.0

Total expenditures 926.4 1,228.8 796.8 656.0 -
Current 455.5 533.5 479.8 484.0 —
Interest 38.0 44.0 72.8 102.0
Other 417.5 489.5 407.0 382.0

Capital 470.9 445.3 317.0 172.0 ~-

Deficit 2150 -4638  -1713 =560 %

Financing:

Arrears - -20.0 250.0 - 50 -311.0
Foreign loans 48.0 117.0 49.0 390 -
Domestic icans -13.0 96.8 255 370 -
Unidentified 101.5

Consolidation 2210 -
Exceptional 70.0

Source: Ministry of Finance and IMF estimates

Despite this relatively low tax burden on the economy, the Government of
Cameroon has historically run a surplus in its current budxet. In the pericd 1971-
1979, consolidated budget deficits exceeded two percent of GDP only in 1975 and
1976. The small investment budget was partially responsible for this. In 1971, at
ten percent of the budget it represented only !.5 percent of GDP; by 1979, these
figures had growth to 30 percent and 4.7 percent, respectively, but continued to be
financed largely with domestic budgetary resources. The debt service ratic was only
9.1 percent in 1979. Under this conservative financial strategy, during the 1970s the
government fiscal impact on the economy was low both as a claimant of domestic
resources and as a source of economic expansion.

When it came change was rapid. In two years from 1979 to 1981, total
(recorded) oil revenues of the Government went from a negligible amount to CFAF
148.8 billion, or 8.3 percent of GDP. With these new revenues, the Government
began a significant investment program (Table B-5.3). Investment expenditures
immediately tripled, from CFAF 73 billion in 1980 to CFAF 226 billion in 1981
(central budget only), progressing to CFAF 426 billion in 1984/85 (including an
estimate of extra-budgetary resources) and peaking at CFAF 470 billion in 1985/86.
Of this 1985/86 total, CFAF 142 billion--a third--is estimated to be from extra-
budgetary resources (and thus subject to a wide margin of estimation error), and
CFAF 93 billion is foreign financed. Government savings over this period (including




the oil and ONCPB accounts) were sufficient to permit the accumulation of overseas
assets and to retire fureign debt. The Government also maintained a substantial net
positive position with the domestic banking sector, providing a replacement for
private disintermediation in a period of low or negative real interest rates.

Despite the intentions of the Government to maintain oil production revenues
off-shore and to finance extraordinary investments and expenditures through extra-
budgetary accounts, in application the spending ministries had no idea of their
investment budget until well into the fiscal year, which impeded rational resource
management (IBRD, 1987, p. 21). The oil funds flow is considered elsewhere
(Appendix C.2); the World Bank estimates that 84 percent of these funds were re-
injected into the money supply.

Partially because of injection of these "clandestine” funds, public expenditure
reacted belatedly to the fall in oil and commodity revenue, increasing by 32.6 percent
in 1986/7 while revenue declined by 16 percent. Driven by "incompressible" operating
costs, the overall fiscal deficit rose from 3.3 percent of GDP in 1984/85 on a
commitment basis to 11.8 percent in 1986/87. This led to (1) large domestic arrears
to government suppliers (see Section 3.b below) of around CFAF 210 billion
(Cameroon 1988,p. 4), (2) heavy drawing from the Central Bank (BEAC) and Treasury
correspondent., and (3) an increase of the Postal debt (mainly with France) to CFAF
40 billion.

Total Gevernment fiscal and monetary injections into the domestic economy are
not limited to the central budget, however, but also include movements on- and
offshore of (1) SNH petroleum funds, (2) ONCPB stabilization funds, (3) banking
sector deposits, and (4) parastatal enterprise surplus or deficit. In the same period
as the government budget ran into deficit, (1) SNH income declined, (2) the ONCPB
ceased to run surpluses on its stabilization account, (3) the banking sector incurred a
liquidity crisis due to a large percentage of non-performing assets (also related to
the downturn and improvident lending in the past), and (4) the parastatal losses rose
due to rising operating costs, high domestic producer prices and low world prices.
Together these accentuated the fiscal and monetary imbalance.

The structure of taxes is worthy of investigation for its differential fiscal and
incentives impact on the economy. In 1982 (chosen by the IBRD, 1987, p 22, for the
availability of comparable data), direct taxes (income, profits and capital gains) made
up 18 percent of current revenue. In comparison, the reference group of lower
middle income countries averaged 38.4 percent,. Taxes on international trade
accounted for 26 percent of revenue {(compared to the reference group’s 17.5
percent), excluding the ONCPB implicit tax mentioned above on agricultural exports
over the period. The reliance on indirect taxes has produced incentives within the
private sector to invest in sectors less affected by such taxes, through favorable
tax codes, through import substitution activities, and through avoidance of the formal
sector mechanisms.

d. Monetary Stability

During 1980 to 1985, lending to the private sector (including public
and state enterprises) increased by 16 percent a year. Together with the substantial
increase in net foreign assets from ONCPB and SNH placements, the money supply
grew at 22 percent a year, in line with nominal GDP growth of 21 percent (Table
B-2.1).




As a result both of fiscal conservatism and the monetary restraint imposed by
membership in the BEAC, Cameroon’s money and credit system has been basically
healthy. Exchange rate parity among the BEAC members, members of the West
African BCEAO, and the French franc has been maintained since 1948. There are no
restrictions on currant or capital transactions among the members. Common Central
Bank rediscount rates apply to all members, although interest rates charged to final
borrowers are affected by national policies.  These rates have been kept at low
levels by BEAC policy, with the BEAC standing ready to cofinance bank lending
through rediscouni. BEAC regulations are strict with respect to levels of government
borrowing permitted, in order to support this single-currency-area system. Govern-
ment borrowing is generally restricted to 20 percent of total fiscal revenues,
although this has been avoided in practice by borrowing in foreign exchange or by
shifting government services to parastatal agencies such as ONCPB with their own
rediscount facilities. As part of its fiscal conservatism, until 1987/88, the
Cameroonian government had not needed to use its full borrowing authority.

The health has been fragile, however, for several reasons. First, there has
been very little financial development in Cameroon, particularly for the level of its
per capita GDP. One measure of this is financial deepening, frequently measured by
the ratio of M, to GDP. As shown in Table B-2.3, the M,/GDP ratio for Cameroon
is substantially below other African countries at similar or lower levels of GDP,
including both Ivory Coast and Senegal in the CFA zone. Compared to the UMOA,
only Niger has a lower ratio; within BEAC, even the Central African Republic has a
deeper financial ratio. A similar situation is seen with two other measures, bank
liabilities and quasi-money ratios to GDP (Table B-2.3). This lack of deepening
makes the system fragile and subject to disintermediation.

Another reason for this is the interest rate policy, established within the
framework of BEAC, which has kept rates relatively low compared to international
rates. This has led to negative real deposit rates which have discouraged inter-
mediation of private savings through the domestic banking system. The IMF (1986a,
p 12) indicates real deposit rates being negative in every year but one from 1975 to
1982, with ex-ante real deposit rates (the closest one can get to depositors’ expecta-
tions) between -2.4 percent and -6.3 percent (average -4.35 percent) and ex-post
rates between +0.1 and -7.9 percent (average -4.7 percent). Low real lending rates
of -3.4 to +3.9 percent (average +0.4 percent) have encouraged borrowing by entre-
preneurs with payback potential insufficient to support the lending institution. Most
deposits to the system have come from the government, which has been a net lender
to the domestic monetary system, from para-governmental organizations such as the
social security fund (CNPS) and the stabilization fund ONCPB which have been in
substantial surplus.4

Withdrawal of any of these sources of deposit endangers the liquidity of the
banking system; withdrawal of all of them, as has occurred under the fiscal crisis,
assures a liquidity crisis, particularly when, as in ihe 1980s, the banking system has
large amounts of non-performing assets resulting from ill-considered loans. The
undesirable capital position of the banks has probably led to "crowding out" of credit
to small private entrepreneurs, although the data are insufficient to demonstrate this.

4 The weakness of the financial system in implementing monetary policy, and its
response under the 1986-88 liquidity crisis, is analyzed in Section B.S5.
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The current monetary program is based on an uncertain forecast for the demand
for money because of the unsettled state of the banking system and the major
shocks to the real segments of the economy (IMF, 1988a, p 13). The ability of the
Government to settle its arrears with the banking system, which is also related to
the Government's ability to control its fiscal deficit, is another uncertain determinant
of monetary stability. The Government of Cameroon is unable to adjust interest
rates, under rules of the BEAC, and this serves as an important constraint to
strengthening of the financial system.

The Government has signed a Standby Agreement for SDR 69.525 million and a
Compensatory Financing Facility with the IMF in September, 1988; the first Standby
tranche was SDR 23.175 million. As of December 1988 the second tranche (scheduled
for November 15) had not been disbursed, because of Cameroon’s inability to prepare
the necessary documents for monitoring compliance, within the time allowed for the
review mission.

e. External! Debt

External debt, including publicly guaranteed debt, increased relatively
rapidly until 1981 as public investment tripled (Section 1.b). This served only as
bridge funding, as the Government began to separate oil revenues into a special fund
to finance development programs rather than mortgage future oil proceeds for such
investment. The Cameroonian external debt was, and is, exceptionally small compared
to other borrowers in Africa, Asia and Latin America. Service payments on public
and publicly guaranteed debt were 9.3 percent in 1984/85 (from Tables B-3.1, B-3.2).5
If private debt (which may include some non-guaranteed parastatal debt) is included,
the ratio increased to 14.2 percent.® OQil proceeds have not only permitted debt
repayment; they also served as loan collateral, allowing the government to be
selective in its debt commitments and to obtain better terms, despite the fact that
since the early 1980s Cameroon no longer qualifies for IDA and other soft loans.

As of June 1987, the World Bank was the largest creditor with 21 percent of
public and publicly guaranteed debt, followed closely by financial institutions at 21
percent, France with 17 percent and Germany a distant fourth at nine percent (Table
B-6.1). Public or guaranteed debt to the United States is less than three percent of
the total. The outstanding and disbursed private non-guaranteed debt, including the
unrecorded debt related to the oil sector, was estimated at USS$1.4 billion (CFAF 690
billion, approximately three-quarters of the size ci official debt) at end 1985 (World
Bank, 1987, p 38). These sums exclude a CFAF 65 billion line of credit provided in
1988 by a commercial bank secured by future petroleum revenues.

The Government of Cameroon remains current on all its obligations except the
postal system debt to France on which CFAF 20 billion in arrears had accumulated at
end-June 1988. It continues therefore to have normal access to international capital
markets. Its major capital account problem is not net funding obligations, but its

§ Using different data sources, the World Bank debt tables estimate (see 1987, p
37) debt service was 8.5 percent of exports in 1985,

6 Again, the absence of solid petroleum sector information lends caution to use
of these figures.

11




inability to disburse due to its slow response to donor conditions precedent assuring
effective use of the proceeds: 55 percent of multilateral credits and 58 percent of
bilateral credits were undisbursed as of August 1987.

The Government has established a borrowing strategy to provide funds for
investment and restore liquidity to the economy. If these funds can be used
effectively, the room for debt expansion given by the low debt service burden can bs
used to generate growth. To this end, the Government has established a set of
priorities for investment programming:

maintaining existing capital;

completing unfinished projects, beginning with those with the highest
return and closest to completion;

undertaking new projects with a high economic rate of return or high
social objectives in the context of sector policies and objectives; and

disengaging from activities which are more appropriate for the private
sector or local communities.

b W b=

However, the Government appears to have difficulties implementing these priorities in
a uniform manner.

The IBRD (1988c, p. 61) criticizes the Cameroonian government’s proposed new
investment in international air transport infrastructure; and the degree of investment
in school buildings and equipment, a capital-intensive support system for agriculture,
and water and telecommunications infrastructure. The Government also appears to
invest more heavily in urban capital than in rural infrastructure and services, and to
fail to provide operating and maintenance for planned investments (IBRD 1988b
passim; Cameroon 1986 passim). This raises an important question concerning the
correct external borrowing strategy of the Government once it has relaxed its
requirement of remaiuing within the oil budget to impose financial discipline on the
borrowing authority.

2. Action to Address the Short-term Crisis

The main actions to address the short-term crisis are being implemented in
the context of the IMF Stand-by Agreement and Compensatory Financing Facility
which totals SDR 1159 million to be disbursed over the 18 months beginning
September 1988. These actions fall into two categories:  balancing the national
budget and eliminating the Government’s arrears.

Government actions to help balance the budget include the following measures
which will increase 1988/89 revenues by about CFAF 36 billion: increasing taxes on
petroleum products, alcoholic beverages, cigarettes, soft drinks, and Iuxury products;
a new real estate tax; increased stamp duties; and increased minimum income tax
levels,

On the expenditure side, the Government has taken the following measures
which are expected to generate savings of CFAF 48 billionn a wage freeze; cuts in
housing and utility subsidies for civil servants, staff transfer costs, and embassy
staffing; and new budgetary control and monitoring mechanisms. In addition, the
investment budget will be cut by one-half., There will be no new domestic or foreign
arrears.
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These measures will result in a deficit of CFAF 56 billion, which will be
financed by a combination of domestic and foreign loans. Government arrears will
total CFAF 311 billion in 1988/89 (Table 4). Domestic arrears will be settled with 15
percent in cash and the rest in negotiable treasury notes (CFAF 186 billion), with
small creditors paid entirely in cash. There will remain an estimated gap of CFAF
105 billion (about $350 million). This will be covered by structural adjustment loans
(SAL) from the World Bank, the African Develcpment Bank, and the French Caisse
Centrale de Coopération Economique (CCCE), assuming agreement on the details of
the structural adjustment program can be reached before the end of the fiscal year,
an increasingly unlikely event. Delays in structural adjustment assistance will
presumably entail postponing the settling of arrears until next year. This will have
serious implications for the banking sector liquidity crisis.

3. Long-term Fiscal Issues

The Government of Cameroon has had a long-standing conservative
approach to fiscal policy. Government revenues have usually not exceeded 20 percent
of GDP which is average for middle income developing countries. Despite this low
tax burden, it has generally spent little and run a surplus on its current budget.
The present economic crisis, however, has raised several fiscal policy issues which
have hampered the Government in its efforts to adjust to the receant sharp drop in
revenues, These are:

a. Budget Management. The government does not have a comprehensive budget
that covers all of its revenues and expenditures. There are large "extra-
budgetary" expenditures that are not included in the deficit or debt calculations.
These hidden obligations meant that when economic activity dropped sharply, as
it did in 1985, the government continued to incur obligations outside the official
budget making process. The result was the large 1986/87 deficit accompanied
by government arrears and reduced liquidity in the banking system.

b. Government Revenues. With its present tax system, the Cameroonian
government will have a difficult time increasing the share of revenues in GDP.
The World Bank (1987) found that direct taxes accounted for 18 percent of
current revenues, and taxes on external trade (mostly imports) accounted for
26 percent of revenues (compared to averages of 38 percent and 17,5 percent
respectively for other middle income countries). This means that importers and
producers in the formal sector are subject to very high indirect tax rates,
creating strong incentives to avoid taxes by staying in the informal sector or
trading through unofficial channels. Steps are needed to increase the tax base
so that those who pay taxes can be subject to lower rates. These matters are
now being studied by the IMF and the Ministry of Finance.

c. Cost Recovery. If Cameroon is to continue to provide adequate levels of social
services at existing reduced revenue levels, the recipients of public services
must pay part or all of the costs. This is especially important for the health
and education sectors, but generally applies to all services including, for
example, agricultural extension and rural road maintenance. The legislative and
organizational steps required to move in this direction are complex and have
not yet begun. The need, however, has been identified by key ministries and
donors and is likely to be addressed, probably on a sector by sector basis, in
the context of the Structural Adjustment Program.
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4. Macro-economic Structural Adjustment Issues

Structural problems, although only recently noticeable, are due to the
cumulative effects of dev )pment policies and public sector investment decisions
dating to the mid-1970s. .hese policies fall into two categories: (1) the investment
of taxes and surpluses from agricultural exports into other sectors resulted in
inadequate reinvestment in traditional export crops and (2) the protection and
subsidies given to non-traditional export crops and import substitution industries
resulted in inefficient, non-competitive, and consequently non-viable enterprises. The
basic cause of this problem is a set of development policies that made it impossible
for decisions to be made on the basis of accurate market signals. The system of
high tariffs, quantitative import restrictions, subsidies, and industry-wide price
controls effectively eliminated competition; it resulted in what are now seen to be
wrong investment decisions and eliminated incentives to increase efficiency.

The nature of economic growth for the last 20 years has been determined by
government development policies and programs, dominated by the Government’s direct
investment decisions as well as by the role it played in directing the decisions of
others. During this period the Government of Cameroon has had three basic
economic development objectives:

1.  the promotion of import substitution industries and agricultural products;

2. the promotion of agro-processing industries to increase the value added of
domestic agricultural products; and

3. export crop diversification.
The tools used for achieving these objectives have been the following:
a. Import Restrictions

Any product produced in Cameroon is protected against competition
from imports. The main protection is a ban on imports. Almost all imports into
Camercon falil into one of three categories of protection:

1. Goods that are produced locally and can therefore be imported only when
local production cannot meet demand. These are mostly consumer goods.

2. Goods that are produced locally but at costs higher than on the world
market. These are subject to “pairing" which means that firms producing or
purchasing the local product may import a certain multiple of this. Rice,
cotton textiles and shoes have been in this category.

3. Goods that are not produced locally., These may be imported if no
producer objects that the same goods are available in Cameroon.

Imported goods are subject to the common tariff of UDEAC plus Cameroonian
surcharges. Tariffs average 70 percent of c.i.f. value. The system, however, has two
major flaws. First, finished products have a consistently higher tariff than inter-
mediate gcods to encourage the greatest amount of value added in Cameroon.
Products in which Cameroon can never hope to have a comparative advantage are
provided extremely high rates of protection. A survey of 49 industrial firms in 1987
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showed that only 12 used less than one franc in local resources to save or earn a
franc in foreign exchange; in 16 cases the product uses imported intermediate goods
that cost more than it would have cost to import the finished product which means
that there were negative foreign exchange savings (Industrial Master Plan, 1988).
The second flaw is that many import duty exemptions for intermediate and capital
goods are granted on a firm by firm basis. This not only encourages the use of
imported--rather than locally produced--intermediate goods, but also places firms
which do not have the duty exemptions at a disadvantage against other firms in the
same sector.

The Price Equalization Fund applies to products that are produced locally but
cannot compete with imports because of so-called production subsidies of the
exporting countries. Government policy is to impose an import tax equal to the
assumed subsidy and use the revenues to increase the price paid to local producers.
This system is used for rice, sugar, and edible oils, for each of which the dumping
argument is not evident.

b.  Price Controls

Import substitution industries are subject to price controls. They are
regulated because (1) they are protected from competition, and (2) there are so few
manufacturers that price controls are needed to protect the consumer. Price controls
are based on documented (protected) costs of production plus a margin for profits
and marketing. The system provides no incentive for increased efficiency which
would reduce the price.

At the other extreme, price supports are used to encourage production of

export crops. The prices bear little relation to production costs and distort decis-
ion-making. These are discussed further under agriculture.

Margins are determined by government for all production and trade in standard-
ized goods and services. The process of changing agreed prices can be so lengthy
that the new price no longer reflects costs of production.

The trade policy and price control regimes have effectively isolated Cameroon’s
industries from market signals. Firms are protected from the negative effects of bad
decisions, are not rewarded for good decisions, and have no incentive to increase
efficiency.

¢. Direct Government Participation in Industry and Commerce

During the Fourth Development Plan (1977-81) the Government
undertook direct investment in industry and commerce, in the form of (1) wholly
owned enterprises providing public services, (2) wholly owned enterprises in strategic
(usually capital intensive) industries, and (3) state participation in firms which
contribute to import substitution or increased domestic value added but in which
there was insufficient private sector interest. Most of these investments were made
by the Societé Nationale d’'Investissements (SNI) which was created by the
government for this purpose. By 1984, firms with state participation accounted for
40 percent of the value added in the manufacturing secto~ (Lazard et al, 1987).




Several of these firms failed at huge loss. The worst case was the pulp and
paper company, CELLUCAM, which closed less than one year after opening at a loss
to the government of CFAF 259 billion (US$ 850 million), including about US$ 450
million in external debt. Many firms that remain are experiencing deficits and are
subsidized in excess of CFAF 100 billion per year. These deficits are due to having
made the wrong investment decision, and to weak management and lack of
competition. These parastatals include public utilities, capital intensive industries,
and large scale agriculture. The objective of the Government was to achieve growth
in sectors that (a) seemed critical for long-term development and (b) were not
profitable enough to be financed entirely with private capital. Without government
participation, growth in these sectors would not have occurred; however, this
growth is non sustainable and it is now obvious that too many mistakes were made.

The parastatal sector has become not only a large drain on public sector
resources but is contributing little to GDP, employment, savings or investment. The
need now is to involve the private sector more directly in the investment and
management of these firms and to expose them more fully to free market forces.
Also steps are needed to strengthen the management of those enterprises that
provide public goods and therefore cannot operate in the private sector. The
Government and major donors, especially the World Bank, CCCE, and UNDP, have
begun taking steps along these lines. The objective is to stop the CFAF 100 billion
annual drain of public resources and turn existing commercial and production
parastatals into viable non-subsidized businesses.

This topic is discussed in more depth in Section B.1 below.
d. Export Taxes

A major source of funds for the investments discussed above was
taxes on agricultural export crops. The issue here is the appropriate role for
Government in maximizing the development impact of traditional growth sectors and
guiding the overall direction of the development process. In the case of Cameroon,
the traditional growth poles were coffee and cocoa exports. The policy choices
involve deciding how much to tax these activities and how much to intervene in
private sector decision making. There is little doubt that Government non-involve-
ment would have resulted in much of the income generated by coffee and cocoa
going abroad, including income not directly attributable to the efforts of the
investors (economic rent). Local investments would have been determined by the
interests of the exporters, although local producers would have been beneficiaries of
sound decisions.

The policy decision of the Government of Cameroon was to tax the traditional
export sector and use the revenues to broaden the development base of the economy,
mainly through import substitution and export diversification. This was combined
with a price stabilization program which consistently accumulated a surplus and, over
the long term, resulted in less than adequate reinvestment in coffee and cocoa
plants. In the meantime, many of the import substitution and export diversification
investments financed by the surplus turned out to be ill-advised so that, on balance,
overall economic performance is not as strong as it could have been.

A more general point also needs to be made regarding export taxes. There is a
revenue tax of two percent on all exports. Manufactured goods are exempt from this
tax, except textiles, leather articles and packaging. In addition, some exports have
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special taxes, e.g., bananas 17.5 percent, wood and lumber 15 to 40 percent, and
coffee and cocoa 40 to 50 percent. There are in fact few tax incentives specifically
for exports, so that the effective rate of protection for export industries is negative
(Industrial Master Plan, 1988). This contrasts with the import tax regime which
provides very high effective rates of protection for import substituting industries.
The system in effect discriminates against investments in export-oriented enterprises.

e. The Franc Zone

A key macro-policy issue is the effect of Cameroon being part of the
Franc zone.” A frequent criticism of the Franc zcne is that the francophone
African countries can have overvalued exchange rates because the French franc
moves in ways that are unrelated to the competitiveness of the African economies.
However, the normal adjustment process is for domestic prices to drop so that local
costs of tradable goods and services reflect the purchasing power of the franc on
the world market. This assures that the CFA franc will not remain overvalued over
the long run.

The main disadvantage of the fixed exchange rate is that the adjustment
process can be wrenching in terms of incomes and employment. Countries that are
not part of a convertible currency zone have the flexibility to use monetary policy
and exchange rate adjustments to reduce the disruptions associated with structural
adjustments. The main advantage to being part of a convertible currency zone is
that it imposes fiscal and monetary discipline. Small developing countries find it
difficult to manage their budgets, money supply and exchange rate without taking
into account strong political and social realities. The result is economic instability
and distortions that have serious adverse effects on sustained economic growth.
African economies tied to a convertible currency have tended to have higher
sustained growth rates than countries that are not.

Cameroon, however, is in a special situation because of its oil earnings. The
large government revenues have been spent locally creating a inflationary pressures
and resulting in increased local costs and an overvalued real exchange rate. The
result is that Cameroonian exports are not competitive on world markets. As long as
oil earnings are spent on local goods the currency will continue to be overvalued.
Once these earnings are no longer spent on local goods and services, (i.e., once they
are held as foreign exchange assets or, if spent, spent exclusively on imports), the
economy will necessarily go into a recession until labor and other costs are reduced
to a level that reflects the purchasing power of the CFA franc and Cameroon will
again be competitive in products where it has a comparative advantage.

f. Financial Sector
Although the financial sector is analyzed in Section B, the issues it

raises with respect to macroeconomic performance are beyond sectoral issues, and are
crucial for the structural adjustment process.

7 The franc zone and its institutional mechanisms are described more fully in
Section B.5 below.
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Cameroon has had little financial development, particularly for the level of its
per capita GDP. Financial deepening reflects the degree of willingness to use the
formal banking system for planned transactions and thus make them available for
lending for productive investment. By most measures, Cameroon lags other African
countries (in the CFA zone, only Niger has less financial depth). Individual deposits
provide a cushion during shocks when institutional deposits fluctuate. The deposit
base consists mostly of the Government, parastatal organizations, and large com-
panies, which leaves the system vulnerable to ouiflows from any one of its major
depositing groups. Crisis for all of these since 1986 has made the banks illiquid.
This has led those individuals and firms which hold deposits to withdraw them
thereby exacerbating the crisis.

Monetary policy is determined by a super-national regional central bank, the
Banque Centrale des Etats de I’Afrique Centrale (BEAC), of which Cameroon is a
member. The BEAC interest rate policy is based on two assumptions (1) that the
poor save little or nothing, and (2) low interest rates promote investment and
growth. The first point is not supported by research, but leads to a conclusion that
lending must be based on a rediscount mechanism; this confirms the wisdom of the
second point. Resulting negative real rates of return on deposits have discouraged
placing private savings in the domestic banking system. Real deposit rates were
negative from 1975 to 1982 (IMF 1986a, p 12), averaging -4.35 percent. Low real
lending rates (average +0.4 percent) have encouraged borrowing. Low interest rates
compared to foreign (French) rates have led banks and some private individuals to
transfer part of their assets overseas.

Cameroon’s commercial banking system is highly concentrated. Four of a total
of ten major banks control roughly 85 percent of all lending (World Bank 1987, p.
iii). There is one development bank, the Banque Camerounaise de Développement.
Among government non-bank financial intermediaries, FOGAPE, (guarantor for small
and medium enterprise lending), is to be replaced by a bank, CIC, and FONADER
(which has been closed due to non-performing assets), will be replaced by the CAC.
See Section IIi-A.

The informal financial sector consists at the bottom level of "tontines", or
lending "clubs" whose lending costs tend to be high and who depend for their
effectiveness on social sanctions which may not always work. Tontines represent a
substantial share of total credit to the Cameroonian economy, particularly small
enterprises, but they do not permit transformation of short-term or sight deposits
into longer-term loans and are so segmented as to provide no financial transactions
outside the individual tontine--either between tontines and the formal sector, or
among tontines--to allocate savings to the most productive uses.

In Southwest and Northwest Provinces an active credit union movement
(CamCCUL) is concerned with mobilizing savings. There is some evidence that
informal sector banls are being created during the current crisis. Two already exist
in the formal private sector; official policy now appears to tolerate them. This
middle range of the financial sector appears weak if it exists. Finally, the non-bank
financial sector is weakened by restrictions on ownership and on portfolio invest-
ment, and by unwise premium regulations in the property and casualty insurance
subsector.
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Next Steps Related to Macro-economic Structural Adjustment

For donors, both the stabilization and structural reform programs imply an
increased and sustained need for policy-oriented non-project assistance. In the
short-run the most urgent need is for budget support to help the Government
through the existing crisis. Such support must be carefully directed so as not to
lead to complacency among those forced by the crisis to reconsider their policies. In
the long-run, the need is for traditional projects as well as non-project resource
transfers to finance initiatives related to the structural adjustment program.

The long-term structural adjustment program addresses a wider range of issues
related to the liberalization of the economy. The overall goal is to create the
preconditions for sustainable broad-based economic growth. Measures to be taken
include reducing the role of the public sector in production and commerce, improving
the environment for private enterprise through policy reform and institution building,
and increasing efficiency in carrying out government functions, including improved
fiscal policies and management.

Many of these policy issues are planned to be addressed in the donor-supported
Cameroonian Structural Adjustment Program. Studies are currently underway and
preliminary decisions have been made regarding the rehabilitation of parastatals, the
elimination of export taxes, and the elimination of many non-tariff barriers. The
overall thrust of these changes is to reduce the direct role of government in
production and commerce and remove the market distortions that have caused
inefficiencies and non-competitiveness in the privaie sector.  Negotiations between
the Government and donors are expected to continue during much of 1989 and the
exact content and pace of change will not be known until some time in 1990. In any
event, most of the changes will be structural in nature and will have an impact only
in the medium and long term. The level of economic activity and the resources
available for development will not be significantly affected in the short term by the
changes being contemplated. They are, however, important for increasing the pace
of long-term broad-based economic growth.

Should these structural adjustments not take place, prospects are for slow
overall growth with little export diversification and continued inefficiencies in the
modern industrial sector. The formal sector will continue to be isolated from market
forces and will respond primarily to government policies and regulations. There will,
however, be a large parallel economy which already employs ten percent more
persons than the formal sector and which will avoid government regulations and be
more responsive to supply and demand conditions. Any improvement in the formal
sector depends upon improved government programs, policies and regulations.

The most important action needed to strengthen the financial sector is to
remove controls on interest rates and lending ceilings. This will encourage savings
and assure that financial institutions will be able to lend profitably. The market-
based interest rates should be accompanied by policies to encourage the evolution of
new financial institutions and reduced pressures from Government for financial
institutions to lend to "priority sectors” at subsidized interest rates.

The present crisis has highlighted major flaws in the government policy
framework which must be addressed in the context of the short-term stabilization
program.
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B. SECTORAL PERFORMANCE AND ISSUES
1. The Parastatal Sector

"The good performance of the Cameroonian economy is being
badly eroded by the festering sore of the public enterprise
sector.” (World Bank, 1987; p. 26)

The emphatically harsh assessment cited above underscores one of the
greatest policy challenges facing the Government: management and reorganization of
the parastatal sector.

State participation in the economy is pervasive, involving at least sixty
companies operating under private and extraordinary corporate law in all economic
sectors. Government equity is between 25 percent or more in forty of these,
including nearly all of the nation’s banks and major industries.

In the absence of a functioning equity market it is impossible to measure the
value of government ownership and participation in the economy. However, using
book value ("capital social") as an imperfect measure, the value of government equity
is 63.5 percent (CFAF 198.6 billion) of the book value (CFAF 310 billion) of the non-
governmental sector as a whole. In 1983/84 annual sales of State and para-public
organisms were more than CFAF 900 billion, the equivalent of 28 percent of GDP. 8

In 1984 value-added for the total portfolio of the Societé Nationale d’Investisse-
ment (SNI, the official State holding company) constituted 5 percent of GDP, while
value-added by non-SNI parastatals included an additional 2 percent. In manufactur-
ing industries, public and mixed public/private enterprises constitute approximately 40
percent of total value added. Total investments of companies in the SNI portfolio
amounted to CFAF 50.7 billion in 1984, or 6.2 percent of gross fixed capital for-
mation (1.6 percent of GDP).

The performance of the parastatals has, however, been a drain on public
resources. Net operating losses in 1984 totalled CFAF 39.9 billion, including profits
of CFAF 36.4 billion and combined losses of CFAF 76.3 billion. Given that govern-
ment subsidies to parastatals are recorded above the line, it is probable that total
operating losses of the parastatal sector in 1984 reached the level of CFAF 150-160
billion, or $425 million (World Bank 1987). In the absence of appropriate reforms
these losses have compounded in the last four years, although the government has
been hesitant to announce the full measure of parastatal losses.

The parastatal sector’s rapid growth--and eventual difficulties--began during the
period 1968-1977, when Cameroon reoriented its agricultural and industrial
development strategy, adopting a more interventionist stance. Until 1968, private
capital either had not been forthcoming for large investments, or it had belonged to

8 Current financial data on the parastatal sector are difficult to obtain. The
most comprehensive data available from the GRC Ministry of Finance are for the
period 1983/84. This situation may be remedied if the GRC makes public the 1988
findings of the Inter-Ministerial Committee on Public Companies.
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groups which were considered "suspect" by the government--foreigners, or certain
ethnic groups. This policy reflected an apparent loss of confidence in the speed
with which the private sector and traditional farmers could contribute to national
development goals.

Beginning with the establishment of a national holding company, SNI, in 1968
Cameroon began to channel resources into parastatal companies which employed a
‘hands-on’ approach to development in all sectors of the economy and assumed an
increasingly broad range of functions which had previously been carried out by the
private sector.

In 1968 a presidential decree also provided the legal basis for the establishment
of parastatal "societés de développement” and "missions de développement” which,
while operating autonomously, were to assume a broad range of integrated develop-
ment functions on a geographical basis. By 1970 ten parastatal development agencies
were created, increasing to fourteen over the next five years. Growth of regional
development parastatals continued undsr the Fourth Five Year Plan (1976-1980),
under which the government proposed creation of an additional twenty companies.
However, a lack of donor support led the government to abandon implementation of
the majority of these. By 1980 it had created more than ninety parastatal -
companies, of which only fifty-seven have survived to the present.

The role of the donor community in the emergence of the parastatal sector was
an important one. Participation of bilateral and muitilateral donors in the financing
and implementation of proliferating parastatal companies was an endorsement of the
Cameroonian strategy of investing in import substitution industries and regional
development schemes.

In the case of agriculture and rural development parastatals, the donor commun-
ity was drawn to their combined service, production, and marketing role, structured
around the participation of small farmers. This approach was well-attuned to the
"basic human needs® and integrated rural development approach that was in vogue
among donors during the 1970s. Donors action in certain instances was also
prompted by the government’s reallocation of investment resources away from small-
holder agriculture during this period.?

In the early 1980s donors began to retreat from support of the parastatal sector
for a variety of reasons, including disappointment with the high recurrent costs and
marginal impact of regional development parastatals, increasing redundancy and
overlapping of parastatal agencies, and the outright failure of two of the Ilargest
public projects. The Soccieté Camerounaise des Engrais (SOCAME), a fertilizer
company, haited operations only several months after its establishment in 1976, at a
loss to the Treasury of CFAF 8 billion. Several years later, in 1982, Cellulose du
Cameroon (CELLUCAM) was liquidated, only one year after its inauguration, at a loss
to the government of CFAF 259 billion, including CFAF 139 billion in external debt.

A particular weakness of parastatal policy in Cameroon is found in laws
governing financing. The SNI finances investment through the issue of Capital

9 Under the Second Five Year Plan (1968-1977) the GRC devoted 60 percent of
all agricultural investment resources into the estate sector, in spite of the fact that
80 percent of agricultural output during this period was produced by small-holders.
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Equipment Bonds, subscription to which is obligatory for financial institutions,
stabilization funds, nmarketing boards, insurance companies, and parastatal
companies.l® Article 6 of the legislation, however, states that should the means at
SNI's disposal be inadequate to enable it to meet reimbursement of capital sums and
interest due on bonds, the state shall take steps to assure necessary credit from
budgetary or extrabudgetary accounts.

Extrabudgetary support through the SNI or directly to troubled companies has
enabled the Government to cont’nue financing of deficit-producing parastatals. The
burden of its obligation in this respect is one of the most serious factors under-
mining performance of the economy. At present, 'he majority of parastatal compan-
ies are experiencing serious financial difficulties and many have carried operating
deficits since their inception (Table B-9.1)

The pervasive reach of the parastatal sector has compounded the effects of this
crisis. The banking system (in whose institutions the government holds equity
ranging between 25 and 39 percent) ic currently in the midst of a liquidity crisis
generated by arrears on both officiai debt to the private sector and parastatal debt
to the banking system itself. Hence, while the government maintains a legal
obligation to service the debt of autonomous parastatal companies, it simultaneously
depends on those same institutions to generate revenue.

Prior to any discussion of prospects for reform of the parastatal sector, it is
necessary to understand the variety of legal arrangements under which state enter-
prises operate. With the exception of regional development authcrities ("societés de
développement"), no uriform legislation exists to regulate parastatai companies. Most
have been created as the result of presidential decrees which define their legal
status and mode of operation.

Only two parastatals fall within the category of ™Etablissement du Caractére
Administrative". These are statutory companies, wholly owned by the State. The
largest of these is the Societé Nationale d’Investissement (SNI), the government
holding company for parastatal participation. The second company which is included
in this legal category is INTELCAM, the international telecommunications company.

"Etablissements Publiques du Caractére Industriel et Commerciel® are public
companies engaged in commercial activity, organized in a manner identical to that of
the previous category. A rumber of these are fully publicly owned, including
REGIFERCAM, the nationai railway, and the Office National de Commercialisation des
Produits de Base (ONCPB), the commodities stabilization fund and marketing board.
Among the parastatals, the ONCPB is a pivotal organization, owning equity in all
regional and agricultural development companies, and most banks, hotels, and
manufacturing enterprises. It is second only to the SNI in the book value of its
portfolio as a parastatal holding company.

Also included within this group are the Caisse de Stabilisation des Prix des
Hydrocarbures (CSPH), the Caisse d’Epargne Postale (Post Office Savings Bank), and

10 Interviews with a private insurance company indicated that while mandatory
subscription to SNI bonds applies to all companies, businesses in which the
government does not hold equity are increasingly refusing to honor this obligation.

22




the Caisse Nationale de Prévoyance Sociale (CNPS, the national social security fund).
Profits and capital acquired by these entities are generally invested in regional
development companies and in mixed public/private companies.

*Societés de Développement® are the only category of parastatal companies for
which there is existing legisiation (Loi de 11 juin 1968 and Decrét de 15 juillet
1968). Created by presidential decree, these regional and agricultural development
companies were created as a means of mobilizing mixed public and private capital for
development purposes. With the exception of the cotton development parastatal,
SODECOTON, in which the Compagnie Frangaise de Développement Textile owns 30
percent equity, the State and its holding companies are the only institutions which
participate in the capital of these organizations.

*Societés d’Economie Mixte d'Etat” are public companies which are created by
presidential decree under technical, administrative, or professional mandates. With a
portion of their equity reserved for private participation, they are variously referred
to as "semi-public companies”, "open companies", and "semi-open public companies.”
All are governed by administrative councils whose members are nominatec by the
President of the Republic. Management is under the technical guidance ("tutelle") of
particular government ministries. = The most important of these are given in the
following paragraph. The State holds a majority in the water (SNEC), electric
{SONEL), and Sugar (CAMSUCO) companies. The full list is given in Table B-9.2.

One category within this group, the "societé d’état de statut particulaire", is
the subject of provisions waiving common law pertaining to the nature of their
internal organization and fiscal controls. In effect, these provisions accord the
government greater legal authority in administering parastatal companies under this
rubric. Among the ten companies included in this category are the Banque
Camerounaise de Développement, Cameroon Airlines, the Societé Camerounaise de
Banque, the Societé National du Raffinage (the petroleurn refinery), and the Union
Centrale des Cooperatives Agricoles de 1"Ouest.

Cameroon has only recently begun to address the need for reform in the
parastatal sector, convening a special Inter-Ministerial Committee to deliberate on a
program for reorganization, privatization, and liquidation of individual entities. A

measure of the government’s earnestness in this task has been its forthright analysis
of problems within the parastatal sector.

Among the problems which the Government has noted are:

-- initial overdesign of investments for the size of the market and inadequate
financial structure (low equity and excessive borrowing);

-- absence of clear corporate objectives, and the pursuit of social objectives
without adeguate financial compensation;

-- inefficient management, overstaffing, excessive bureaucratic structure, absence
of performance criteria, strategic planning, and effective financial controls;

-- external governmental interference and politicization of management; and

-- the azbsence of competition, resulting in few incentives for cost and quality-
controls.
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Reform of the parastatal sector is one of the principal conditionalities of the
Structural Adjustment Program which Cameroon is currently negotiating with the
World Bank. However it is unlikely that this agreement will proceed until resolution
of modalities for privatization, reorganization, and liquidation are negotiated among
competing interests within the government itself. This promises to become a
lengthy process for several reasons. Individual constituencies' within the government
will seek to protect ethnic, regional, and competitive interests that are inextricably
tied to particular parastatals. Moves toward privatization will be slow due to
concerns about the prospect of control of companies becoming concentrated within
particular ethnic groups.1!

2. Petroleum

The coming on-stream of petroleum production in 1977 has affected both
the economic and political life of Cameroon. Within seven years petroleum’s share of
GDP moved from zero to 21 percent in 1984/85, momentarily displacing agriculture as
the largest contributor to national production (Table B-1.1). In that year petroleum
earnings represented 66 percent of total export revenue and 48 percent of central
government revenue. Between 1979 and 1985 Cameroon’s oil boom was an engine of
economic growth.

The policy of emphasizing that oil revenues were used to create an offshore
national stabilization fund, to be used for long-term investments in productive
sectors of the economy, spurred public confidence.  However, the revenues were
maintained in secret accounts never fully reported to the public.

Following the peak of 1984/85, Cameroon‘s petroleum earnings began to decline,
and were driven sharply downward by the collapse of world oil prices in early 1986.
By 1987/88 petroleum’s share of nominal GDP shrank to 8 percent, its share of total
export earnings dropped to 46 percent, and the sector contributed only 33 percent of
central government revenue.

Interview data (December 1988) imply that funds currently remaining in
government offshore accounts have dropped to approximately CFAF 500 billion
{(US$1.7 billion), or the equivalent of government operating expenses for a one-year
period.

Although oversight and financial management of the petroleum sector was
assigned to a parastatal holding company, the 3Societé Nationale des Hydrocarbures
(SNH) in 1980, production is carried out by joint ventures between the SNH and
foreign partners. Operating partners are obliged to bear the full cost of prospecting
and development until a field becomes operative.

11 1n 1988 a Cameroonian businessman, Victor Fotso, attempted to purchase 54
percent equity in BIAO-Cameroun (a bank). While the GRC had announced an
offering of these shares on the public market, Fotso’s efforts were rebuffed. Also in
1988, a group of businessmen offered to purchase the GRC's equity in Cameroon
Airlines. As in the first case, this offer was refused, reportedly due to concerns
about concentration of strategic public resources by members of the Bamileke ethnic
group.
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Prospects for the petroleum sector are uncertain. Estimated remaining reserves
of 70 million tons (at current prices) would be depleted by the late 1999s if the
current rate of production (157,000 barrels/day) is continued. Present .. v world
prices are a disincentive to new exploration and to use of higher cost secondary
extraction methods which extend existing reserves.

In response to the decline in world prices, Cameroon is seeking to adjust
existing agreements with foreign oil firms to encourage new exploration. To do so,
it will have to amend regulations which currently prohibit oil firms from offsetting
prospecting costs in new fields against current production.

Low world demand combined with high start-up costs have also prevented
Cameroon from exploiting identified natural gas reserves near Kribi.

3.  Agriculture

Agriculture has long been the mainstay of the Cameroonian economy. In
the period immediately prior to the coming on-stream of petroleum resources, this
sector constituted 30 percent of GDP, generating 82 percent of export earnings and
contributing approximately 40 per cent of government revenue,

In a region characterized by climatological uncertainties Cameroon is nearly
self-sufficient in food production. At the same time, it is a food supplier to regional
marke ., including Nigeria, the most populated nation in Sub-Saharan Africa.

From its pre-independence orientation of plantation cropping for export,
Cameroon has diversified its agricultural base through expansion of area under
cultivation by small-holders, improvements to transportation and marketing infra-
structure, and through efforts to boost both food and export crop production. In
spite of these gains, however, the agricultural sector faces numerous policy, infra-
structure and technical constraints to continued growth.

While agriculture’s share of GDP during the past decade has declined to 22.5
percent, and its share of export earnings has dropped to less than 50 percent, these
figures must be interpreted in the context of the emergence of the petroleum sector
since 1978. It is the growth of oil, rather than a drop in agricultural production,
that reduced the traditional predominance of agriculture in the economy.

However, the performance of the agricultural sector in recent years has
generated concern among policy-makers and among donors. Key performance
indicators, discussed below, show that long-term growth trends have leveled off, with
a number of crop sub-sectors declining in economic importance in spite of high levels
of government investment.

Policy makers have noted, with some merit, that Cameroon is a "price taker" in
regard to annual fluctuations in market prices for its commodities. In this circum-
stance, sluggish performance of the agricultural sector is merely a response by
producers to externally-generated uncertainties in the marketplace. However this
argument has only limiied value in explaining current performance, as later discussion
of individual crop sub-sectors and official agricultural policy will show.
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During the period 1966-88 agricultural production grew at approximately 4.4
percent per annum. During the same period, however, population growth ranged
between 2.4 and 3.1 percent, with rural population density rising from 399 persons
per square kilometer of agricultural land in 1965 to 64.7 persons in 1987.

The 1984 Cameroonian agricultural census indicates that the level of farming
technology has not improved significantly in recent years. Except for the parastatal
plantation sub-sector, Cameroonian agricultural production is predominantly carried
out by traditional farmers, accounting for 90 percent of Cameroon’s cultivated area.
Of these, only 22 percent are reported to utilize organic fertilizers, while only 32
percent utilize chemical fertilizers. Eighty-five percent of farms rely solely on hand
labor, 13 percent utilize animal traction, and two percent (a probable over-estimate)
are worked with motorized tractors. Nearly all farmers utilizing animal or motor-
powered technology are located in the three land-abundant savannah and Sahelian
provinces of the north.

These data suggest that Cameroon’s farmers have, as a group, lost ground
during recent decades, caught in a vise between unimproved technology and increased
land scarcity (Table B-1.1).

By introducing distortions and inefficiencies into the economy, the government
has exacerbated constraints on development of the sector as a whole. Its emphasis
on cr-~~ital-intensive parastatal agro-industry, excessive taxation of agriculture and
agricultural exports, and disincentives conveyed through the pricing mechanism run
counter to its goal of improving agricultural production.

a. Recent Performance
Table 5 summarizes the contribution of agriculture to the

Cameroonian economy. The breakdown of agricultural production is as follows (1983-
1988 average):

Food crops 54 percent
Export crops 21 "
Livestock 15 "
Forestry 9 "
Fisheries | I

Ninety percent of agricultural production is accounted for by small traditional
producers. The remainder is accounted by large plantations, most of them
government-owned. Long term agricultural growth has been high compared to other
sub-Saharan countries. Also, agricultural productivity is relatively high as indicated
by the 85 percent of farmers who produce marketed surpluses. The agricultural
census estimated that, in 1984, 45 percent of farmers used fertilizers.

The least reliable data pertain to food crops. Most production and trend data
are suspect. The major crops are millet and sorghum in the north, and cassava,
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Table §
Agriculture In the Economy

1971775 1976/81 1982/88

Share of GDP (percent) 29.9 29.2 22.5
Share of Exports (percent) 82.3 72.3 459
Growth rate (percent/annum) 34 7.0 1.9
Employment share (percent) 79.4 72.6 75.0
Per capita GDP (US $) 236.0 597.3 903.8
Per capita agricultural prod. (US §) 69.9 172.2 204.0

Source: World Bank (1988d).

yams and plantains in the center and south. There have been recent increases in
corn and rice production as a result of government development projects. Corn
production is based on improved high vyielding varieties and is likely to displace
sorghum production to some extent if improved seeds continue to be available.
P-~ -:ts for rice are less promising. Costs in the largest rice producing area, the
SE. XY project in the north, are about double the price of imported rice at Douala.

It appears from food price trends that production has been growing with
population with most of the increase coming from increased area planted. Cameroon
is self-sufficient in food and is probably a net exporter to neighboring countries. In
some cases food production has increased in response to higher prices relative to
export crops. Both rubber and coffee production seem to have suffered from the
reallocation of labor into food crops. One significant area of productivity increases
is in the north where millet and sorghum complementary production benefits from the
fertilizer applied to cotton.

In contrast to the modest growth in food crops the production of export crops
has remained stable or declined in recent years. Table 6 shows long term growth
rates and Table 7 shows recent production Ilevels. The export crop sector is
currently depressed due in part to recent declines in world prices. For the last two
years, the export parastatals have been experiencing deficits because the margin
between fixed producer prices and world prices are not enough to cover their costs
plus export taxes.

Table 6
Growth Rates of Export Crops
—Crop Period . Growth Rate
Cocoa 1971-87 -3.3
Arabica coffee 1971-87 -2.6
Robusta coffee 1971-87 4.5
Cotton 1971-87 7.9
Palm oil 1971-87 8.2
Rubber 1971-82 1.9

Source: World Bank (1988d), p. 5.
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The causes of the poor export crop performance during the past decade are not
easy to sort out. Much blame has been placed on low producer prices. In the case
of cocoa, Cameroon producer prices during most of the 1970s were low compared to
Ivory Coast and investment was low as well. However, since 1978, producer prices in
Cameroon have been substantially higher than in Ivory Coast with no apparent impact
on investment or production. Other factors adversely affecting cocoa production
include the manpower constraint compounded by recent high food crop prices, and
poor supporting services including fertilizer delivery and marketing infrastructure
(World Bank, 1987, p.6). Cameroon produces a variety of cocoa that, because of its
high fat yield and red powder, has a special market in Europe, especially Germany
and the Netherlands. More could be sold if production could increase.

Table 7
Production of Export Crops
(thousand metric tons)

19082/83 1983/84 1984/85 1985/86 1986/87

Cocoa 1063 1090 1209 1188 1231 /)% .
Arabica coffee 249 16.8 18.9 . 19.2 229 37
Robusta coffee 105.4 46.9 118.9 76.8 120.1 59
Cotton 72.3 94.6 97.5 115.5 122.8 / 24

Source: Lazard et al, 1987.

The most serious problems relate to Arabica coffee. Although Cameroon’s
coffee quota can be met with Robusta or Arabica coffee, and Arabica is a higher
valus crop, the share of Robusta in total exports has been steadily increasing.
Production and yields of Arabica have been declining. Also, quality has declined to
the point that Cameroon’s Arabica sells at a discount on the world market. The
basic reason appears to be that farmers in the Arabica growing areas are shifting
labor to food production because it is more profitable. Consequently, aging trees are
not being replaced and labor intensive measures to maintain quality are not being
taken. The solution would seem to be higher prices. Despite the fact that the
world price for Arabica coffee is usually CFAF 200/kg higher than for Robusta
coffee the present producer price differential is only CFAF 35.

Cotton has been the fastest growing crop during the last ten years. This is
due to a high producer price, the highest in Africa, and a reliable system of
supporting services provided by SODECOTON, a parastatal. Growth in cotton
production has been welcome because it is in the poorest driest part of the country
where there are few alternatives for cash crops. The overall financial picture for
the cotton sector is bleak. Cver half of the production is sold to local textile firms
at below world prices, and at current world prices even exports lose money.

The iivestock and forestry sectors are both experiencing declining production.
The main constraint to livestock production is population pressare in northern
Cameroon. Crop production is expanding into increasingly marginal lands which were
once used for grazing;, similarly, population growth is reducing the size of the forest
in Cameroon. The latter situation is aggravated by poor forest management practices
and an appurently low quality of processing capability which reduces the value of
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forest production. Although, steps can be taken to slow the deforestation process,
forestry cannot be expected to be a source of long-term growth for the
Cameroonian economy.

i. Food Crops

While food production statistics for Cameroon are unreliable, a
variety of sources indicate that per capita food production in Cameroon peaked in
the mid-1970s and has since declined (World Bank, 1987; 1988d). The growth of
agriculture in the 1970s was due to increasing land under cultivation in existing and
new settlements, and to investing in regional infrastructure.

Increased demographic pressure in certain regions of the country, such as the
Western and North Western provinces, may be responsible for a leveling off of food
crop production in those areas. However, extensive government investments to
develop sparsely-populated regions of the country--particularly in the Eastern
province--failed to yield commensurate increases in food production.

Analysis of production data for individual food crops, however, indicates that
pricing policy, availability of land and technology, and changing consumer preferences
are inducing shifts in farm output, toward grain production and away from traditional
root crops and certain export crops.

World Bank, FAO, and MINAGRI data (cited in World Bank, 1988d) note that
major gains in production of maize, rice, plaintain and potatoes have occurred in
recent years, for three reasons.

First, high absolute prices and relative price differentials have provided
incentives for steady annual growth of 3.3 percent for plaintains and 2.9 percent for
maize since 1971. In coffee growing regions this growth may have come at the
=zpense of coffee, as farmers have begun diverting labor time from coffee to
intercropped maize.

Second, competitive market price differentials for maize also appear to have
slowed the expansion of millet and sorghum in Cameroon’s northern provinces. The
annual growth rate for millet and sorghum during the period 1971-87 was small, at
0.3 percent, well behind average growth rates for all crops in the agricultural sector.

Finally, rice production presents a somewhat distorted picture. The
government, the World Bank, and several bilateral donors sponsored the creation in
the 1970s of SEMRY, a parastatal which now produces approximately 90 percent of
Cameroon’s rice crop. SEMRY has been extremely successful in increasing yields,
from one ton per hectare in 1978 to 5-6 tons in 1983. However, a high cost
structure, marketinrg difficulties, and--recently--competitive imports as the real value
of the Cameroonian currency has appreciated have undermined the viability of the
SEMRY operation. The future viability of the parastatal is under discussion.




ii.  Export Crops
a. Cocoa

Cocoa is the largest single contributor (30-40 percent) to
agricultural export earnings. With total annual production in the range of 100,000
tons, Cameroon is the world's fifth largest cocoa producer. However, this sector has
performed erratically in recent years, with exports stagnating at approximately 90,000
tons between 1977/78 and 1985/86. This figure is significantly below the production
target of 139,000 tons in Cameroon’s Fifth Development Plan (1981/86). Production
declined 2.6 percent annually between 1971 and 1987.

This trend is not surprising. Nearly half of Cameroon’s cocoa plantations are
twenty years or more old, whereas optimal productivity occurs with plantings that
are between seven and thirty years of age. Consequently, yields per hectare are
low, averaging only 380 kilograms, compared to non-experimental yields recorded in
the South West Province as high as 600 kilograms.

Incentives for new plantings of cocoa (like other export crops) are reduced by
government pricing policies which incorporate high levels of direct and indirect
taxation. The level of stabilization levy fluctuated between 24 and 75 percent
between 1970 and 1985. Only some of this was returned to farmers in the form of
rebates in good years, or as input subsidies and technical and institutional assistance.
The remainder serves to tax the sector.

This situation is further aggravated by technical problems: Blackpod disease and
capsid infestations are poorly controlled by planters due to inefficient delivery
systems for fungicides and pesticides. Deficiencies in transportation infrastructure
not only contribute to the erratic delivery of inputs, but also create marketing
bottlenecks. Finally, institutional support to this sub-sector (including research,
extension, credit and marketing) is inadequate.

Prospects for recovery and growth in the cocoa sub-sector are limited. Short-
term recovery may not be possible without immediate improvements in the delivery of
inputs and new growing stock. However, austerity and institutional complexities
make this unlikely.

In an effort to remedy stagnation in this sub-sector, Cameroon recently
drafted--and subsequently abandoned--the Projet des Plantations Industrielles
(PLIND), aimed at promoting the creation of large-scale plantations. The program
would have required accredited private cocoa and coffee exporters to invest in large
scale plantations as a condition to preserving their export quotas. Prospects for the
success of this program were poor, given that exporters have not traditionally
participated in production and are unlikely to possess adequate technical expertise to
successfully operate production facilities.

b.  Coffee

Both Robusta and Arabica coffees are important sources of
rural income and foreign earnings. Robusta accounts for approximately 30 per cent
of all agricultural export revenue, second only to cocoa. Arabica provides approx-
imately five percent of all agricultural export revenue.
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Annual .ariations in coffee exports since 1977 have introduced high earnings
risk not only to small producers, but to the economy as a whole. Combined Robusta
and Arabica exports in 1977/78 were 69,300 tons, rising to 105,000 tons in 1983/84.
The combined effects of drought and low market price reduced exports to 68,000 tons
only two years later.

External factors have provided a competitive advantage to the less profitable
commodity (Robusta). Arabica, which commands a premium on world markets, is
grown at higher -elevations. In the densely-populated coffee-growing regions of
Cameroon new areas suitable for Arabica cultivation are increasingly scarce. Having
luwer yields than Robusta, Arabica is usually interplanted with food crops, decreasing
coffee yields as compared to an a multicropping scheme designed to maximize coffee
protection, and thus reducing output of the sector.1?

Official pricing policy has inadvertently encouraged a shift away from Arabica
cultivation and toward food crops through a progressive change in relative price
differentials between the two coffee varieties and other crops. As a CFAF 110 price
differential in favor of Arabica in 1976 has declined steadily, to only CFAF 35 in
1984, labor allocation has shifted from coffee toward more profitable food crops in
Arabica-growing areas. With the larger differential, this has not occurred in
Robusta-growing areas. '

The Arabica sub-sector is ‘characterized by aging plantations, with 22 percent of
plants more than 25 years old and only nine percent under four years old. Nearly
half of Cameroon’s Robusta plantations, however. are under 12 years old, while only
20 percent are 25 or more years old (World Bank, 1988d).

Coffee production in Cameroon is also beset by technical, policy, and insti-
tutional problems. Inadequate availability and untimely delivery of inputs, and weak
linkages between research and extension agencies have detracted from efforts to
promote increased production. Pricing policy (discussed in Section III-A) has not led
to increased efficiency in this sub-sector.

c. Cotton

Cameroon is one of the eight largest cotton producers in
West Africa, largely as the result of an intensive, long-term development effort in
its northern provinces. While cotton accounts for less than 5 percent of total
agricultural export value, strong linkages with food production in the Sahelian region
have made it a critical component of the regional farming system.

Cotton production has rises steadily in recent years, climbing from 72,000 tons
in 1982/83 to 113,000 tons in 1987/88. [Exports, however, have fluctuated consider-
ably, from approximately 15,000 tons in 1977/78 to nearly 28,000 tons in 1983/84 to
12,000 tons in 1986/87. A sharp drop-off in world prices since 1985 has reduced
exports, while an upturn in prices in 1988 may reverse this fall.

12 The total income to the producer, including value of autoconsumption, is of
course higher when food crop intercropping schemes are chosen by the producer
rather than chosen to maximize coffee.
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In order to sustain purchases from producers, parastatal companies involved in
ginning, oil pressing, and textile manufacturing for the domestic market have
absorbed nearly 100,000 tons during each of the last two years. As a result,
government subsidies have been compounded, from the level of the individual
producer to the parastatal companies which must absorb non-exported production.

The Cameroonian government is committed to cotton production, and so supports
it by regular increases in producer prices, administered by the parastatal
organization, SODECOTON. The high cost of this policy during fiscal austerity in
1986-1989 will tempt financial policy makers to abandon this policy. The future of
SODECOTON itself is in question, due to its accumulated operating deficits, while
the viability of other parastatals involved in processing and textile manufacturing are
also under review, '

d. Plantation Crops

Rubber, bananas, tea, and palm oil constitute Cameroon’s
principal plantation crops, supported by parastatal and mixed-ownership companies.
This sub-sector originated in the colonia! era, but has grown significantly since
implementation of Cameroon’s Third Five Year Plan (1971-75), which shifted the
orientation of agricultural developmernit efforts from small-holder based extension to
estate-based management and production systems.

Output increases since 1980 were due both to expansion of estate size and to
application of research findings to current production (Table B-8.3).

Recent export performance of rubber, bananas and palm oil has been sluggish,
due largely to cost disadvantages in world markets (see Appendix C.2). Several
major estate operations shut down during 1987/88, or reorganized under private
management contracts with foreign companies. The viability of the estate sector will
hinge on greater efficiency in production for competitiveness within the Franc
Zone,!® the competitiveness of the CFA Franc, and the financial health of parastatal
companies charged with management of agricultural plantations.

iii. Livestock

Livestock production is a major source of income for approx-
imately 30 percent of the rural population of Cameroon, and constitutes 16 percent
of agricultural revenue.

In 1986 the government estimated the national herd to include 4.4 million cattle,
5.3 million small ruminants, 1 million pigs, and 14 million poultry (World Bank,
1988a). Most ruminants are located in the Northern, Northwest, Adamawa, and
Extreme North provinces, where the savannah and Sahel ecologies provide extensive
grazing lands.

13 Including multinational corporations positioning themselves for supply to the
EEC after the 1992 deadline for a common exterior tariff (based on interviews
December 1988).
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In the northern provinces extreme seasonal variability and marginal conditions
for cultivation favor nomadic and semi-nomadic pastoralism, accounting for 60
percent of the national herd as well as dry-season grazing for herds from Nigeria,
Chad, Niger, and the Central African Republic. About six percent of Cameroon’s
population (principally Foulbe, M'Bororo Foulbe, and Choa Arab ethnic groups)
produce two-thirds of Cameroon’s cattle and a significant number of small ruminants.

The sparse population density of these regions, as low as 3.9 persons per square
kilometer, permits large farms which provides incentives for the use of draft animals.
An estimated 100,000 hectares of food crops and cotton are farmed with animal
traction.

Annual livestock production provides 120,000 tons of meat (of which, 75,000
tons of beef), 45,000 tons of milk, and 2,300 tons of offal, with a total value of US
$400 million (World Bank, 1988a; 1988d).

Time-series data (Table B-8.3) indicate a slight decline in livestock production
since 1971, while per capita meat consumption increased by 25 percent in a growing
population. Human population pressures and decreased carrying capacity due to
environmental degradation have reduced livestock carrying capacity, while periodic
catastrophes including the Sahelian droughts of the early 1970s and 1980s, and the
1983 rinderpest and swine fever epidemics, have accentuated the negative trend.

National annual meat consumption is estimated at 15 kilograms per person
resulting in total demand of 160,000 tons, leaving a production deficit of 40,000 tons.
Approximately 20,000 tons of meat is imported commercially from overseas each year.
Half of this is subsidized (by 40 percent of the c.if. value) frozen beef from the
EEC, which has grown from 500 tons in 1984/85 to 9,500 tons in 1986/87.

High distribution and transport costs limit the effect of beef imports on
northern markets, leading to regional marketing areas favoring the rapidly increasing
urban demands and production deficits of southern Cameroon for imports, and the
North for local production. In 1988 the import tax on imported meat and offal was
increased, to protect local production. This will affect in practice only the price
urban consumers pay, and the geographic frontier between the import versus the
local marketing areas, according to comparative advantage. Inasmuch as this was a
political reaction to increasing domestic costs (Appendix C.2), it will lead to
increased evasion as much as to real protection of local production.

Estimates of live meat imports from the Central African Republic and Chad must
be interpreted with caution. Official figures note that 100,000 cattle are imported on
the hoof each year. A significant proportion of these are probably in transit to the
Nigerian market.  Estimates of the volume of this trade are biased <tince most
transactions occur on the parallel market, with proceeds returning to Cameroon in
the form of undeclared manufactured imports.

High mortality rates (5 to 10 percent in adult cattle and smail ruminants, 20
percent for calves, and 40 percent for lambs and kids) indicate that significant
improvements are possible in the delivery of veterinary and extension services, if
these can be delivered effectively.
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Prospects for the livestock sector depend upon effective measures to improve
efficiency of production. Stagnating production reflects the combined pressures of
population growth, the encroachment of agriculture on traditional grazing lands,
sedentarization of nomadic and semi-nomadic herding groups, and piortality related to
increased livestock densities and environmental degradation. Government policies
regarding land use, management of land in the public domain, the encroachment of
agriculture on marginally productive lands, and extension efforts to improve the
efficiency of mixed agriculture/livestock production systems should be integrated for
this subsector to grow.

Because bilateral interventions in the livestock sector during the late 1970s and
early 1980s failed to achieve stated objectives, donor interest in this sector has
diminished in recent years. However, recent World Bank commitments (inciuding the
$54 million Livestock Sector Development Project in 1988) underline the importance
that the government attaches to this sector.

iv. Forestry

Cameroon retains 16.5 million hectares of its tropical forest
endowment, of which 13.9 million hectares are considered to have commercial value.
These are concentrated, for the most part, in Cameroon’s cix southern provinces. At
present only 7.2 million hectares are being exploited, under less than optimal
biological, technical and economic management.

Production in forestry are highly variable. Between 1972 and 1982 the annual
production of logs increased from 0.82 to 1.82 million cubic meters. Following a
contraction of approximately four percent in total output of wood and transformed
wood products in 1982/83, forestry output increased by 6.2 percent in 1983/84 and
8.8 percent in 1984/85. Beginning in 1985/85, however, production entered a period
of decline, ranging between -0.03 and ~1.3 percent per annum.

* Inefficiency in the forestry sector includes inadequate harvesting, trans-
formation, and transportation infrastructure, and the absence of forestry management
plans. Of approximately one hundred private, mixed, and parastatal companies active
in this sector, many are plagued by financial instability and management difficulties.
High capitalization and recurrent costs of parastatal companies in this sector have
not been compensated by commercial output.

The Government has responded to a need for more rational exploitation of
fragile forestry resources by drafting a Tropical Forestry Action Plan and a strategy
for the development of the sector. One of the principal objectives of the plan is
preservation of near-depleted species and maintenance of ecological balance in forest
zones. This may be too late for several species (Ayous, Sapeili, and Azobe) which
have been exhausted by over-harvesting.

b. The Agricultural Policy Context
The objectives of the Government of Cameroon in agriculture are to
(1) continue to be self-sufficient in food, including certain foods now being imported

(rice, sugar, and edible oils), (2) provide the necessary incentives for continued
growth in traditional exports, and (3) diversify agricultural exports.
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i Food Self-suffici Polici

The government does not intervene directly in the production or
marketing of traditional food crops. Although the Ministry of Agriculture and
"regional development organizations” provide research and extension support to small
farmers, input or output prices are not regulated. The Government does iniervene
heavily in the non-traditional food sector. It has invested heavily in rice
production and has a set of import protection measures--mentioned earlier--for rice,
sugar and edible oils. These include pairing of imports quotas with local purchases,
and the Price Equalization Funds which tax imports and use the proceeds to increase
producer prices.

These measures can be justified only if (1) exporting countries are selling to
Cameroon at below cost (dumping) or (2) the local production wili eventually become
competitive after it has become established. Otherwise, the country will be in the
position of producing goods in which it does not have a comparative advantage. The
World Bank (1988d) concludes that Cameroon is not likely to be competitive in these
products and protection should be largely phased out.

i E Pri { Tax Polici

Agricultural export tax and price policies address two major
concerns: (1) the need to stabilize prices so that returns to investment and labor
can be predictable and not be totally subject to world price fluctuations, and (2) the
need to generate tax revenues from export income including the taxing of economic
rent. The crops most directly affected are coffee and cocoa. There are two major
shortcomings in the design and implemcntation of these policies:

1. The Setting of Export Prices. The cocoa and coffee price stabilization program
is managed by ONCPB. The fixed producer prices are allowed to fluctuate very
little in response to world prices. They are theoretically set at a level to
induce farmers to grow these crops. Although this provides farmers with a
stable price for planning purposes it deprives them of any benefits related to
strong world markets. This contrasts with the export price policy of the Ivory
Coast where producer prices were allowed to move in response to world prices.
During the 1970s this provided strong incentives for Ivorian farmers to not only
prodice more but also invest in future production. A more market oriented
system for Cameroon would set a floor price and allow the producer price to
move above this floor price in line with world markets, The share of increased
income retained for the stabilization fund would rise progressively as the
difference the world price and the floor price increased.

2. Export Tax Policy. Exports of coffee and cocoa are taxed directly as well as
indirectly through the stabilization fund administered by ONCPB. Although the
stabilization fund is meant to subsidize producer prices when world markets
are weak, these funds have in fact been invested in other sectors and are no
longer available for price supports. Between 1970 and 1985, the total tax on
coffee ranged from 35 to 76 percent and on cocoa from 24 to 76 percent.
From a policy standpoint, there is nothing wrong with export taxes and
stabilization funds. The problem in Cameroon is that, in retrospect, the tax
was set too high and the stabilization fund was mismanaged.
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The more basic policy issue is the proper balance between private initiative and
government intervention. Leaving more of the income from coffee and cocoa to the
producers implies confidence that their use of income and assets is efficient in the
long run. Taxing that income for reinvestment by government implies that the
government will use the funds more efficiently, There seems to have been a shift in
official policy in this regard. As part of the recently initiated liberalization process,
it is intended that the export price and tax system will be revised to leave more
resources and initiatives in the private sector.

Related to price policy is the issue of input subsidies. Until recently, the
major subsidy in Cameroon was for fertilizer, most of which is used on coffee. This
subsidy is now being phased out with support from USAID. In addition, pesticides,
fungicides and seeds are provided free to the export sector, and credit is subsidized
to all farmers when it is available. This compensates to some extent for the
excessive taxes discussed above but, in general, is an unnecessary drain on public
resources and does not achieve the desired objective of increased input use and
increased productivity. As noted in the World Bank sector review (1988d), producer
prices, efficient marketing, and reliable delivery of inputs are more important
determinants of how much farmers choose to spend on inputs.

iii. Cooperative Development

There are about 400 cooperatives in Cameroon, most of them
involved in the marketing of coffee and cocoa. The role and performance of these
cooperatives vary greatly depending on the extent to which they are managed and
controlled by their own membership. The best functioning and financially strongest
cooperatives are in the Western Region. They are involved mainly in marketing
coffee and are not subject to marketing margins. In the Anglophone Scuthwest and
Northwest, where cooperatives are controlled by their members but obliged to market
through official channels at controlled margins, they are experiencing financial
difficulties. @ The cooperatives in other areas were formed by Government and are
managed by civil servants. These are generally ineffective and provide few benefits
to their members. They experience chronic deficits.

Technical support for cooperatives is provided by two Government organizations,
the National Center for Cooperative Development (CENADEC), and the Cooperative
and Mutualist Directorate in the Mizistry of Agriculture. These organizations have
done little to strengthen cooperatives and in general tend to intervene in ways that
reduce the control of cooperatives over their own activities and finances. Data
obtained by the World Bank (1988d) team showed that internal marketing of export
crops is inefficient, unreliable and costly, except where it is handled by self-managed
cooperatives.  Policy makers should reduce the regulations imposed on cooperatives
and concentrat® on improving their management in a free market environment.

iv. The Role of Government Organizations

Government :involvement in the agriculture sector is character-
ized by a .arge number of organizations carrying out expensive programs whose
activities are not coordinated and whose impact is difficult to measure.  These
organizations fall into four categories: (1) integrated rural development agencies, (2)
crop promotion organizations, (3) crop production enterprises, and (4) agricultural
support and marketing services.
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Although these organizations are supposed to be self financing they all operated
at a loss in 1988. The largest money losers were SODECOTON (CFAF 14 billion),
SODECAO (CFAF [0 biilion) and SEMRY (CFAF 9 billion). More importantly, most
of these organizations have not succeeded in achieving their objectives. One notable
exception is SODECOTON which has effectively provided a wide range of supporting
services for cotton farmers., Other organizations have not been so successful. None
of tae parastatals involved in export divessification have succeeded in becoming
viable, and the organizations providing support services have either ceased to
function or will cease to function in the necar future.

c. Nexi Steps

The future long-term growth of Cameroon depends on a strong
agricultural sector. The top priority of the government is appropriately to increase
agricultural productivity and create and maintain an environment which encourages
growth in traditional crops as well as diversification, especially in export crops. In
the past Camerocn has relied heavily on direct Governmeant involvement in production
and marketing and hLas excessively constrained private enterprise. Mow it must
reduce its direct involvement, reduce or eliminate the protection and subsidies that
have distorted decision making and resource allocation by producers, and improve
government supporting services where such services are needed.

The specific steps tc be taken are the following:

i. Reduce or preferably eliminate taxes on agricultural exports except where a
convincing case can be made that producers and/or exporters are collecting
economic rent.

2. BRemove restrictions on the marketing of export crops, including as lictle
involvement as possible in price stabilization. The objective is to encourage
efficiency in marketing and expose producers as much as possible to market
forces.

3. Leave export diversification and import substitution initiatives to the private
sector. The government should support private sector initiatives rather than
undertake initiatives and expect the private sector to follow.

4., Producc much better data, at both the micro and aggregate levels, on whick to
base government policy and private sector decisions. This is especially true
with respact to farm-level returns for different crops. This argues for better
farming systems research as well as better statistics at the national level.

The first three steps constitute a broad based liberalization program for
agriculture. This implies a shift in attitude within government that sustained and
equitable growth depends on a strong private sector responding to market forces
rather than on large scale government interveniions. There is some indication that
the present crisis is changing some attitudes, but the feeling that only the govern-
ment can take the long view and assure equitable development will not die easily.




4. Industry and Services

As for other sectors, the data for industry and services are incomplete,
false, and biased in their coverage toward enterprises with state participation. Any
estimates of the 3ize, and particularly of trends, in industrial or service sector
growth must be treated as degrezs of magnitude, with no specia! importance given to
the particular value. There are not data available on capacity utilization, which has
implications for discussion later about the ability of industry to respond rapidly to
market incentives under liberalization,

a. Recent Performance

Industry grew at a rate exceeding 16 percent in real terms from 1980
through 1985, led by oil (25 percent) and manufacturing (22 percent); manufacturing
increased its share of GDP from eight percent of value added in 1980 to 15 percent
(and about seven percent of employment) in 1988, with most of the growth coming
from rew foreign and government owned enterprises.  Manufacturing is generally
varied but medium sized, with most sectors dominated by a few large capital-
intensive firms concentrated in high-cost import substitutes, agro-industrial exports,
wood-based exports, and aluminum and consumer goods for local consumption and for
export within UDEAC. Manufacturing value added accounted for 17 percent of non-
oil GDP in 1988 (Table 8), approximately equal to that in 1985 and more than twice
the share of non-oil GDP in 1980. The effective rate of protection in industrial
value added varies from -24 percent in agro-industry to infinite in the chemical,
mechanical, textile, and wood industries. State participation, largely through SNI,
represents 51 percent of equity, dominating the ten percent private Cameroonian and
39 percent foreign equity. Foreigners operate many private sector industrial firms.

Table 8
Commerce and Industry
Share of non-oil GDP

(percent)

1980 1985 1986 1987 1988
Sector:

Industry 28 27 25 24 23

(Manufacturing) 8 18 17 17 17

Services 39 43 45 44 42
Growth Rates: See Table 1.

Services, including commerce, grew more modestly at 6 percent and account for
36 percent of GDP (42 percent of non-oil GDP) in 1988. More than 250 registered
service companies vary from trade (import-export, wholesale and retail), which is
dominated by local small private firms, to representation, distribution, and backup
services, in which foreign and SNI investment is more common. Marketing of food
crops is in the hands of small private traders, except for rice, and is efficient
despite high markups due to transportation damage and loss. Marketing of export
crops is by parastatals, private concessionaires, private and public cooreratives, and
by the private sector, depending on region and crop. Entrepreneurship in trade is
largely Cameroonian.




Road transport is private, and of unknown profitability but highly competitive;
it is growing in line with demand to satisfy basic services. The railroad (Regifer-
cam) is state-owned, and operated at a loss of CFAF 8 billion in 1986/87; the
national airline, Camair, in recent years reversed a long period of profitable growth
with losses of approximately 24-33 percent of sales, and now has significantly
negative net worth. Telecommunications suppliers are foreign, with domestic service
operated by the PTT and international telecoms by a mixed public-private organiza-
tion. Tourism is mostly business travel, with 43 percent from Africa. The insurance
sector is undergoing a period of consolidation due to recent portfolio and casualty
losses, and a French company is buying the shares of other foreign insurers.
Private providers--many religious--provide 40 percent of health services, but signif-
icant regional imbalances in distribution remain. The State holds a large stake in
the banking sector as an instrument of its policy of firm control over the monetary
system (Section A.4f).

The formal sector is dominated by foreign and government-owned enterprises;
the Societé National des Investissements (SNI) participates on behalf of the Govern-
ment as an investor in most medium and large scale enterprises as it is entitled to
under law. The domestic purely private sector participates mainly in small and
medium enterprises (SME), defined as having less than ten workers per enterprise.
There are about 40,000 SMEs in manufacturing, construction, and services (World
Bank, 1987, p 11). The informal sector is poorly understood, but employs some
400,000 workers (Section A.la above), or at least ten percent more than the formal
private SME sector. During the 1987-88 liquidity crisis it is possible that Govern-
ment pressures to improve revenue collection from the formal sector have further
altered this ratio in favor of the informal sector.

Rapid growth was arrested by drought-induced economic slump in 1982-83, with
recovery since 1984 largely in traditional consumer-oriented industry: beverages,
tobacco, sugar, soap, and construction materials. Since 1985 both industry and
services have experienced a slump, with industry declining by 6.5 percent in 1987 and
by 10 percent in 1988, and services declining by 5.4 percent and then I3 percent
(Table 1). The refinery, SONARA, and the aluminum company, ALUCAM, registered
small increases in production among the parastatal enterprises. Many of the other
directly productive investments turned out unwisely, Few gains remain to be made in
import substitution, while tariffs and non-tariff barriers, cost inflation and reduced
possibilities for export under the current trade regime.

The Fifth Five-year Plan 1982-86 reduced the planned level of investment only
slightly relative to savings and GDP, and favored support to agriculture, rural
development, and social sectors rather than industry. Since 1982, public investment
in manufacturing has been limited to the completion of certain projects begun under
the Fourth Plan. Nevertheless, industrial investment exceeded the Plan targets, while
other sectors fell short. Services growth were in line with the Plan targets.

b. The Industrial and Commercial Policy Environment

Local production in Cameroon is protected through the common external tariff
of UDEAC (Table B-4.4), additional national taxes and tariffs (Table B-4.5), and
import licensing and other non-tariff barriers (Tables B-4.1, B-4.2, B-4.3). Tariff and
tax rates are widely dispersed, while exceptions are made under the old (pre-1984)
investment code and under the fiscal regime have led to a distorted structure not
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only at the subsector level, but among firms intended to be competitors in the same
product line.

Appendix C.3 summarizes customs tariffs, taxes, the exchange regime, and their
impact on effective protection of Cameroonian industry. Industrial prices are
subject to internal price control (Table B-4.7) which allow for a fixed price margin
by product over costs of production. The system, based on the system used in
France until the 1980s, accepts accounting cost information unrclated to of the
lowest-cost factors which could be used in production, or their efficiency of
utilization. As a result it gives producers no incentives to reduce costs.

When combined with firm-level variations in the effective rate of protection,
the price control mechanism further isolates producers and their profitability criteria
from market price resource allocation. The system is used to prevent local mono-
polies taking advantage of their monopoly rent in pricing. This form of consumer
protection is necessary with the effective rate of protection calculated as infinite in
more than half the firms sampled in the Industrial Plan (Table B-4.6); these firms
were all in import substitution industries.  Nevertheless, the monopoly power it
opposes is not a2 market monopoly but one bestowed by the government itself.

In response to this, the new Investment Code, introduced in 1984, removed
many of the firm-level biases, but not the overall bias in favor of capital. Tax
advantages are also accorded to SMEs, with "automaticity” in benefits. In fact such
benefits cannot be automatic when the bureaucratic apparatus continues to exist, and
continues to discriminate against SMEs who buy inputs on the local market rather
than importing them directly under special regimes. The extent of the benefits to be
derived from such drawbacks are given in Table B-4.5, which indicates clearly that so
many firms profit from duty-free import of most commodities that the regime
discriminates heavily between the firms which receive exemptions and those which
have not. Finally, in 1984 the Guaranty Fund FOGAPE was restructured; in its new
form it still failed to be effective.

Under this policy regime, the manufacturers created have made a moderate
contribution to growth and to export, particularly within the UDEAC market, little
contribution to employment, and no contribution to savings. The firms created in
this environment contribute little to entrepreneurship except by chance.

Export production is disfavored under the current policy regime by (1) export
taxes, (2) domestic cost inflation exceeding that of exportables, so the real exchange
rate has appreciated even while the nominal rate has remained constant.

The Ministries of Plan and Industry have completed an Industrial Master Plan,
with the assistance of UNIDO.14 The Industrial Plan’s study of 49 enterprises (p.
2) shows that (1) the general incentive structure disfavors exports, (2) the effective
rate of protection (ERP) varies by sector greatly, distorting incentives, (3) existing
incentives are for too capital intensive techniques, and for wusing imported
intermediate goods rather than local resources, while (4) activities using natural
resources dominate in categories where Cameroun has a comparative advantage.

MCameroon, Ministéere du Plan et de I'’Amenagement du Territoire, 1988, 14
volumes, which is subsequently referred to as the Industrial Plan in this section.
Two volumes are used in particular. Synthesis, and Policy Study.

40




The constraints the Plan found to industrial development include (1) over-
dependence on imported primary, intermediary, capital goods, under-utilization of
local resources, and weak inter-industry linkages; (2) capital intensive technology not
corresponding to resource endowment or to the local market; (3) low utilization rates
due to small domestic markst compared to the technology used, lack of maintenance
of equipment, and obsolete equipment; (4) lack of trained personnel; (5) weakness of
entrepreneurial class, and lack of investment possibilities; (6) limited savings mobil-
jzation for new investment; and (7) the narrowness of the domestic market,
aggravated by a non-dynamic distribution system.

An analysis of the economic policy regime is given in Appendix C.3. Several
important components of the general policy regime, not restricted to Industry, which
nevertheless impede industrialization include (Synthesis, p. 13):

Fizcal institutions:

1. Export taxes, introduced for revenue purposes, provide a disincentive toward
traditional exports; and

2. Taxes for revenue purposes lead to administrative delays and provide cost
disadvantages for local producers.

Monetary and Financial institutions:

3. The fixed exchange rate, designed for financial stability, serves to discourage
exports,; .

4. ONCPB price policy, designed to stabilize prices, instead reduces incentives to

5. Price control, established to stabilize domestic prices, reduces incentives to
increase efficiency; and

6. BCD, intended to provide development finance, has put long term finance ahead
of small enterprise assistance and sustainable levels of recoveries.1®

Trade institutions:

7. The progressive non-UDEAC tariffs designed for cascading effective protection
of every level of production, serve instead to draw resources into final
assembly-and-production rather than integrated production;

8. The single tax (taxe unique), designed to foster inter-regional commerce, fosters
instead production of consumer goods based on imported inputs;

15 1t may well not perform its intended task of stabilizing revenues or
expenditures either. This is known in the economic literature and not pursued here.

16 BCD can equally well be listed under investment and business institutions in
this classification.
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9. Tke TIP, designed to encourage import substitution, has the same effect as the
above; and

10. Non-tariff barriers, designed to protect domestic producers, reduce competition;
they also raise costs, lead to shortages, and promote inefficiency.

Investment, Business institutions:

11. The minimum wage, intended to stabilize the real income of workers, has the
effect of pricing labor higher than its social opportunity cost;

12. The investment code, intended to encourage investment, tilts incentives toward
large, capital-intensive projects;

12. CAPME and FOGAPE, intended to help SSEs, have their efficiency reduced by
insufficient funding and slow, bureaucratic processes; and

13. SNI, established to promote large investments instead has concentrated in large-
SCALE production units which are inappropriate in the internal and regional
market.

Aside from the institutions and laws themselves, the CDSS team found another
impediment in consistency in their application. Several businessmen (interviews in
December 1988) complained about flexible reinterpretation of various and even
conflicting laws by enforcement agencies, creating a "random” business climate.

Finally, the legal framework (bankruptcy law, incorporation law, registration,
and others) appear to be insufficiently flexible to provide support for entrepreneurial
risk-taking.

The Industrial plan has an extensive analysis of effective rates of protection
(ERP) and domestic resource cost (DRC), or the cost in domestic resources of
earning or saving one franc’s worth of foreign exchange. The summary of results
from its sample of 49 enterprises is given in Table B-4.6. It finds (Synthesis, page
22) that (1) the average level of nominal protection is around 70 percent, with little
dispersion around this mean, but (2) that cost differentials reduce the actual level of
protection to less than the nominal leve! for principal activities; further (3) the
nominal rate protection on final goods is higher than on intermediate, so the ERP is
higher and more variable than are nominal rates; and that (4) many of the activities
studied have very high level of protection.

Table B-4.6 indicates that the ERP on export is consistently negative (where
exports exist), while for import competing industries the ERP is infinite on 25 of 49
firms. This suggests that price controls on local monopolies exist largely to control
the monopoly created by the State itself. The table also indicates a wide dispersion
in domestic resource costs, as summarized in Table 9.

As a result, the Industrial Plan concludes that existing tariff structures induce
distributional inefficiencies of great importance, drawing resources into high ERP
areas. These, however, are usually not those in which Cameroon has a comparative
advantage.
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Table 9
Economic Efficiency of Industry
Sample of 49 firms

Classificati Number Distributi
Efficient (DRC less than 1) 11 22%
Relatively low (DRC: 1.01-1.5) 7 14%
Medium cost (DRC: 1.51-3.0) 11 22%
High cost (DRC: over 3.0) 4 8%
Very inefficient (negative value-added

at world prices) 16 33%

Source: Table B-4.6

In summary, policy should direct government planning and policy to be simpler
(to facilitate, rather than impede, decision-making), more coherent (actoss sectors
and over time), more transparent (both through simplicity and the possibility for
actual and potential investors to predict clearly--non-tariff barriers, for example,
lead to uncertainty), and more certain (about government goals and the institutional
incentives created by planning and policy).

The Industrial Plan attempts to identify Cameroonian industry’s comparative
advantage. In the primary sector, it finds that (Synthesis, p 25-28) implicit taxation
leads to a protection level of around 60 percent; since the DRC tends to be less than
unity, this should be--and is, observing the share in world trade--an area of
comparative advantage. Agro-industry receives less protection than does agriculture,
about 40 percent, and so offers less incentive to export. There are exceptions,
such as textiles with 300 percent protection. Other transformation of domestic
resources (chemicals, aluminum, aluminum products) receive negative protection;
exports are not protected, but local sales are protected more than 100 percent (even
infinitely). The wide dispersai in ERP suggests severe distortion in resource
allocation. The study attempts to identify specific industries with comparative
advantage due to local materials, labor, and hydro-electric power. Industries which
transform non-local materials are found to have no protection of exports, but high
protection in the domestic market, reflecting the import substitution regime.

The informal sector is little known. A survey, (cited in IBRD, 1987, p. 12)
found its major problems to include lack of suitable space, financial resources, and
crediting and marketing problems which together caused a large proportion to fail,
but these finding are not unique to Cameroon.

The service sector, operating under the policy constraints facing industry,
lagged overall growth to 1985, but led (subject to measurement error) with a 17
peicent real gain in 1985-86 (Table B-1.2).

The economic turndown since 1986 has revealed the weakness in the industrial
sector, as industrial GDP fell by 6.5 percent in 1987 and 9.8 percent in 1988, with
manufacturing falling by first 4.8 percent and then 8.8 percent in those two years.
Services paralleled this fall, declining 5.4 and then 12.5 percent (Table B-1.2).

The weakness has not been across the board, however, but has been concen-
trated in companies doing business with the Government, which has been building
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arrears in its payments as actual expenditures have not fallen in line with the
austerity budget. The firms reporting to the Syndicate of Industries (SYNDUSTRI-
CAM), a private group with some parastatal membership, report a 10.3 percent
decline in sales in the year to June 1988, roughly corresponding to the Government
figure. Within this group (and limited by its sample of 102 member enterprises) the
variation ranges from building and public works (down 51 percent); plastic and
rubber, transport materiel, and textiles and clothing, (down more than 25 percent); to
agro-industry and foods, and furnishings (both up more than 10 percent)
(SYNDUSTRICAM 1988).

According to the Sixth Plan, the Government intends to limit its direct
intervention in industrial development and to leave it to market forces to stimulate
and orient private-sector investment choice. The Government would intervene
directly only on 2 selective and temporary basis only when the private sector does
not respond to confirmed investment opportunities. In the above analysis, however,
it has been shown that the current policy structure will not lead the private sector
to respond to "confirmed” opportunities.

s. Financial Sector

The performance of the Cameroonian financial system has been mixed.
The Government itself has excellent creditworthiness in :niernational markets
(Section A.le), and until the recent crisis it did not pre-empt the banking sector in
order to finance deficits, unlike many countries. The financial system is poor at
intermediation, with a weak deposit base consisting mostly of the Government,
parastatal organizations, and large companies, which leaves it vulnerable to outflows
from any of its major depositing groups; when they all have liquidity crises together,
as has occurred since 1986, the system’s own insolvency becomes clear.

The financial system consists of a supernational Central Bank, Banque des Etats
de PI'Afrique Centrale!” which is within the franc zone!®. The CFA franc which is
used across the region has been fixed at one CFA franc equal to 0.02 French francs
since 1948, with the French treasury prepared to intervene to maintain that value
through an overdraft facility known as the operations account. There are no
transactions costs converting from one to the other either in the BEAC countries or
at the Banque de France, and hence virtually no exchange risk for investors from
within th«; franc zone for transferring capital to any member.

This description makes clear that the member countries are required to manage
their domestic demand so as not to lose "reserves” on the operations account through
balance of payments deficits. Control over credit creation is the monetary instru-

17 Besides Cameroon, its members include Chad, Central African Republic,
Congo, Gabon (all charter members from their colonial ties with France), and
Equatorial Guinea. BEAC is headquartered in Yaounde.

18 There exists a second super-national Central Bank for the West African (ex-
french) states known as BCEAO. Although both use a currency referred to as the
CFA franc, and both CFA francs are linked to the French franc with identical
exchange rates, the two currencies are technically different. Some texts use lower-
case "cfa" to refer to the Central African franc in order to distinguish the two; this
is not done here.
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ment imposed on the member governments to achieve this end. This has had the
favorable side effect of imposing both monetary and fiscal!® discipline on the
member governments, so the CFA countries have not had the crises caused by
government deficit financing in other countries. It has also required quantitative
rationing of credit. Restrictions on government borrowing are discussed in Section
Ic; Cameroon’s borrowing is less by half than the limit.

It is also a belief--nearly a philosophy--of BEAC that poor countries engage in
little or no saving, so borrowing must be supported by rediscount lines of credit
from the Central Bank. This "axiom" has not been supported by research elsewhere
which has shown that in times of hardship the poor have had resources on which to
draw, even though these were not in the form of funds within the formal banking
system. This belief is combined with another "axiom” that low interest rates promote
investment and growth. Together they mean that BEAC offers low interest rates on
deposits, negative in real terms.

Foreign (French) interest rates are important in an open monetary system. The
fixed exchange rate eliminates exchange risk, and capital movements are relatively
free within the Franc Zone; there is some evidence that the banks place part of
their reserves overseas where they can earn higher interest rates--partly due to
margin limitations on intermediation spreads on domestic lending--while depositors
who are able to place deposits overseas do so, too.

Institutional factors such as accessibility of bank branches affect willingness of
the public to place their assets in the financial system. Branching too is weak in
Cameroon, due to the history of low interest rates and hence low demand for branch
banking, leading to a circular causation of low intermediation. Among private
depositors, parastatal organizations and large private firms doing business with the
Government are more than proportionately represented, as much by necessity as by
desire, in the domestic banking sector.

The commercial banking system is highly concentrated and fragile. Four of a
total of ten major banks control roughly 85 percent of all lending (World Bank 1987,
p. iif). Faced with insolvency due to arrears of the Government and its major
suppliers, and with the withdrawal of deposits by these and by the other major
financial parastatals (ONCPB and SNH) on the liability side, and non-performing
assets due to ill-considered loans which are six times bad debt reserves (on the asset
side), the banks have become more risk averse than they were in the past, reducing
lending to the private sector.

There is one development bank, the Banque Camerounaise de Développement.
Several of the parastatal regional development bodies have a quasi-banking function,
usually serving to channel surplus government funds at subsidized interest rates to
particular sectors. Among government non-bank financial intermediaries, FOGAPE
(Fonds d’Aide et de Garantie aux Petites et Moyennes Entreprises), which offered
guaranties for SME lending, is to be replaced by a bank, Credit Industriel et
Commerciel (CIC) which can offer credit on its own account. The need for this
separate institution has not been shown. Similarly FONADER (the Fonds National de

19 Because government borrowing from the Central Bank immediately affects the
monetary base, which is not necessarily the case with increases in credit to the
private sector.
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Développement Rural, or rural development fund) has been closed due to non-
performing assets, but is projected to be replaced by the Crédit Agricole du
Cameroun (CAC) which is intended to be "better run" but not change any of
FONADER'’s social and development-oriented policies.

In 1987/88 the three American banks operating in Cameroon--Bank of Boston,
Chase Manhattan, and Bank of America--sold their operations (two to joint ventures
between international banks and <Cameroonian investors) with the Government’s
obligatory share. Although in cach case this was part of a worldwide strategy of
retrenchment and not specific to Cameroon, the timing has led the Cameroonian
private sector to consider them not as "fair-weather friends" but as prescient profit-
makers.

The informal financial sector consists at the bottom level of "tontines", or
rotating lending "clubs" whose lending costs tend to be high, which depend for their
effectiveness on social sanctions which may not always work (the CDSS team
interviewed a businessman who complained of a "non-performing” tontine in which
he was a net depositor). Tontines represent a substantial share of total credit to
the Cameroonian economy, particularly SMEs, but thev are rigid in design, do not
permit term-transformation of deposits into longer term loans, and so segmented as
to provide no financial intermediation outside the individual tontine--either between
tontines and the formal sector, or among tontines--to improve the efficiency of
intermediation.  Unlike the commercial banking system, tontine members pay and
receive positive interest rates.

In the anglophone provinces (Southwest and Northwest) there is an active credit
union movement which, unlike the commercial banking system, are concerned with
mobilizing savings. This movement has been successful, and has even placed deposits
in a fledgling interbank market with the liquidity-short commercial banks, at
commercial (positive) rates. The movement does not yet exist in the francophone
areas.

Finally, in response to long-time discrimination against the businessmen of the
Bamileke ethnic group, there is some evidence that these individuals are establishing
informal sector banks. Two are known to exist in the formal private sector. One is
Banque Unie du Credit which was founded in 1982 only to close within two months,
reopened in 1984 only to reclose immediately, and is currently (December 1988) open;
it is rumored that the Government is actively opposed to Bamileke private ownership
of a financial institution. The second is Caisse Commune d’Epargne et
d’Investissement, which has no State participation whatsoever. Finally, there are
rumors that the Bamileke industrialists who attempted unsuccessfully to purchase 54
percent of BIAO-Cameroun have opened an (informal) private bank and are seeking a
Government charter without State participation.

Non-bank financial intermediaries include the insurance and pension industry,
and the parastatal organizations concerned with "channeling funds" from the
Government to particular sectors of the economy. In addition, as mentioned
elsewhere, both SNH and ONCPB manage large financial asset portfolios.

The insurance industry appears to be divided in 1988. The traditional state-
owned companies have serious problems, partly resulting from the requirement that
part of their portfolio be invested in SNI participations and part of their reserves be
in the formal banking system, which pays a low interest rate; another part is due to
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large claims in the non-life segment of the industry; the remainder is due to non-
payment of premiums by many companies, leading to cash-ilow problems. Another,
private part of the industry, with little government involvement, is not in crisis
(interview data December 1988), since individuals and small businesses keep their
premiums up to date, while other firms are in between due to their exposure to
enterprises affected by austerity. This segment of the market has refused to comply
with the requirement (and the government has not enforced) that part of the
reserves be invested in SNI, which does not offer a competitive yield or high
liquidity. With a large portion of the life insurance market evolving as annuity
contracts (essentially, private pension schemes), the private companies claim to be
developing a large market share through aggressive and innovative marketing as the
state-participation companies are retrenching. Still, the insurance industry is limited
in the options available to it for investing its premium income; deepening of the
financial sector would improve this situation.

6. Government Services

The role of the Government in the economy of Cameroon is preponderant.
In addition to its responsibility for regulation and oversight of public services, it has
also maintained the role of principal service operator, through a broad array of
public agencies and parastatal corporations. )

Over and above its role in providing and maintaining education, transportation,
postal, health, and civil engineering infrastructure, the government is also the sole
owner and operator of all public utilities (water, electricity, telecommunications), rail
and air lines, port facilities, hospitals, and sanitation services.

Analysis of Government services is a complex task, given that line-item
investments, management, and implementation responsibilities are cross-cutting, often
involving multiple government agencies.

Attribution of government investments and recurrent costs is difficult for the
same reasons. Both government agencies and parastatal companies, while discrete
fiscal entities, receive extrabudgetary support for non-productive investments and
activities outside their terms of reference.

Government services are the largest consumer of the public sector direct
investment budget, even when narrowly defined. Sectoral attributions for the
1983/84 budget indicate that "General Public Services" constituted 23.1 percent of the
budget. This, however, is a general rubric which includes most government-owned
buildings, physical installations, including official residences, embassies, and
centrally-operated motor pools, and will not be analyzed here,

Similarly, the government defines general administrative operations, agriculture,
forestry, civil engineering, and infrastructure as "Economic Services,” to which 49
percent of investment resources are allocated.

Genuine public services such as health (3.6 percent), education (7.1 percent),
and "Housing and Community Services" (13.0 percent) are only minor parts of the
government services budget which constitutes 96.7 percent of all budgetary attribu-
tions.




7. Nonm-agricultural Sectoral Policy Issues

The most serious policy issues affecting commerce and industry are
related to the macroeconomic environment, discussed in Section A.4. Other issues
are related to price and tax policies, financial resources, and human resources.

a. Price and Tax Policies

The current investment code, tariff structure, and tax policies
provide a heavily distorted environment which discourages investment for export or
according to comparative advantage. Until these policy distortions are reduced,
other interventions to aid industry and commerce will be ineffective. Related to
this, limited market size (partially due to poor infrastructure, including tele-
communications) reduces the possible market for commerce and industry.

Export trade has been helped in the past by Nigeria’s policy regime. A long-
overdue reform of the Nigerian currency reversed the cross-border cost differential,
eliminating an important market for Cameroonian industry and introducing competi-
tion in traditionally strong local industries such as enamelware. To the extent that
Nigeria continues with its own structural adjustment program, these possibilities have
been greatly reduced; if Cameroon continues with its own distorted regime, it will
continue to have problems with former export secto.s such as rice and small wares.

Despite a pro-private sector position at the highest levels of government,
administrative delays impede investment projects, largely at the lower bureaucratic
strata. In addition, public bidding shows strong discrimination against local entre-
preneurs--particularly those from the English-speaking provinces--despite substantial
cost advantages compared to French-managed firms.

Contrclled trade margins offer incentives neither to increase efficiency, nor to
trade in high-cost regions, and provide serious disincentives for those in affected
subsectors.

The informal sector, which employs more persons that the formal sector,
continues to be adversely affected by the lack of a transparent legal, fiscal and
regulatory environment, and through lack of access to finance.

b. Financial Resources

Industrial and commercial growth, particularly of small scale enter-
prises, is limited by the pool of domestic savings. Current banking regulations
discourage savings mobilization through financial intermediaries, and offer insufficient
interest rate spreads for banks to recover supervision costs of small business loans.
Policy reform within the franc zone is necessary for a strong business-oriented
private banking sector to develop.

The financial system is poorly unified, with informal organizations providing
small, local credits and the large banks unwilling to provide loans and services to
middle sized and smaller firms, leaving a "hole". Once policy reform has been
undertaken, the issues of bank unwillingness to provide services (such as irrevocable
letters of credit, which are now issued only against full cash payment), and of the
bridging of the formal-informal gap, can be addressed.

48




¢. Training and Human Resources

In a less distorted policy environment, there remains a significant
need for the development of appropriate management and technical skills for
business. Any such program must be.demand-driven, responding tc the needs of the
entrepreneurial class. The noted and ilamented lack of entrepreneurship itself is
clearly a result of the non-competitive regulatory regime, so no special activities
should be taken tc promcte it until the environment is modified and businesses have
a time to adapt.

8. Next Steps

The key to assistance to the industrial and commerciali sector lies in
policy reform. In this domain, A.LLD. must work in coordination with the Structural
Adjustment Program; continue policy dialogue; and use its expertise to provide
working examples of liberalizatior, for instance for agricultural output prices.

AlLD. can utilize its expcrtise and experience in such sectors as agriculture and
health to assist in the privatization of viable parastatal institutions or their function,
or in shifting the responsibilities of non-viable institutions to those run on sound
management principles.

A.LD. should continue its assistance to CamCCUL, and continue to push for
financial sector reform. To increase investment, a first step would be to investigate
the economic institutions which affect the savings mechanism in francophone areas,

with 3 goal of designing an appropriate instrument for savings mobilization.

In a liberated business environment, the scope exists for PVO programs in the
business sector to provide technical and management assistance to small and medium
enterprises.




C. POVERTY ALLEVIATION AND SOCIAL SERVICES

In various statements of official policy--including the Sixth Five-Year Economic,
Social, and Cultural Development Pian, 1986-1991 (Cameroon, 1986) and its
Development Strategy Statement (Camerocn, 1988)--the Government of Cameroon has
underlined its commitment to "improving the most essential social indicators," namely
health and education. While the past twenty years have seen steady gains in the
well-being of Cameroon’s people, recent data suggest that the country’s rapidly
growing population may have begun losing ground in several key areas.

1. Recent Trends and Indicators
References in this section are to 1989 social indicator data in Table Ten.
a.  Population

In 1986 Cameroon’s population was estimated at 10,450,000,
representing an average annual growth rate of 3.1 percent between 1973 and 1984,
Recent studies, however, indicate that the annual population growth rate has
accelerated in recent years to 3.3 percent, owing to an increase in the total fertility
rate (6.5 in 1982) and decreasing child mortality.

In an effort to confront the issue of population growth, the government is
currently formulating a population policy, expected to be announced in 1989. Because
little or no reliable data exist regarding such key indicators as the modern
-coatraceptive prevalence rate, total fertility rate on the regional and national level,
or the percent of the population having access to modern contraception, it is
doubtful that the government is yet in a position to formulate an adequate approach
to this problem. Given the certainty of extreme fiscal austerity over the medium
term, effective policy-making and implementation will, of necessity, be given low
priority.

b. Child Survival

While Cameroon’s achievements in reducing infant mortality compare
favorably with those of other countries in the region, disparities between rural and
urban areas remain dramatic. While official statistics for the period since 1985 have
not been released, informed sources indicate that during the 1985-1987 peried infant
mortality rose significantly, from 110 per thousand to between 115 and 118 per
thousand, with the most serious increases occurring in rural areas. This suggests
that cutbacks in operating costs, deactivated vaccination programs, and inadequate
pharmaceutical and ORT supplies and are eroding the gains of the past.

Morbidity and mortality patterns in both rural and urban areas show pre-
dominance of infectious and communicable childhood diseases. Major causes of
mortality include measles, tetanus, acute respiratory infections, and malaria. The
1983/84 WHO survey reports that 50 percent of infant deaths were diarrheal-related,
due in large part to rotavirus infection, socio-nutritional factors, and poor sanitation
and water supply, and that neonatal tetanus also remains a serious problem.




Table X0
1989 Social Indicator Data

1965 1975 Most Recent

_Estimate
POPULATION:
Total Population (million) 58 7.4 10.9
Projection year 2000 16.7
Population growth rate (per (:00)
Total * 25 32
Urban 73 79
Life expect. at birth (yrs) 46 52 56
Crude birth rate (per 000) 40 47 48
Crude death rate (per 000) 20 17 13
Total fertility rate 52 6.3 6.9
Infant mortality (per 000) 143 114 115
Child death rate (per 000) 34 23 24
FOOD, HEALTH AND NUTRITION:
Index of food production
per capita (1979-81=100) 89 116 94
Per capita daily calory supply 2,043 2,328 2,080
Malrutrition (1978, percent):
Chronic (under 90% ht/age) 22.1
Acute (under 80% wt/ht) 1.1
Underweight {under 30% wt/age) 22.3

Source: World Bank, 1988d.

* Note: Population growth rate data cannot be reconciled with
crude birth and death rates. Problem lies with originally
reported Cameroonian data.

c. Food Security and Malnutrition

While Cameroon has made favorable gains in food production during
the past several decades, chronic malnutrition and transitory food insecurity remain a
matter of serious concern for particular regions and among particular segments of
the population. Recurrent drought, expansion of agricuiture onto marginally produc-
tive lands, and inadequate health and marketing infrastructure have rendered the
northern provinces particularly susceptible to transitory food insecurity.

Official and donor efforts to create cereal banks and stabilization funds during
the 1970s, however, failed based upon apparent misconceptions regarding demand
magnitude. Evidence suggests that these interventions may have, in fact,
aggravated transitory supply difficulties in some of the most marginally productive
areas cof the extreme north.

The prevalence of chronic malnutrition is significantly higher (19.4 percent) in
urban areas than in rural ones (2.4 percent). Time series data on urban migration,
market trends, and food supply leave little doubt that urban malnutrition is primarily
a function of socio-economic factors.




2. Sectoral Performance
a. Health Services

Government budgetary allocations for health have, in recent years,
constituted as much as 6.3 percent of the government services budget, compared with
the WHO recommended average of ten percent for low income countries. In 1988/89,
however, the health budget has declined to 4.6 percent. With $12.60 per capita
spending, Cameroon remains on a high level compared to other African countries.

Nonetheless, budgetary imbalance is characteristic of the national health
services due to overly ambitious investment programs skewed toward urban centers,
and severe under-financing of non-personnel recurrent costs (Table 11).

Table 11

Government Health Budgets, 1986/87 - 1988/89
(CFAF Billion)

1986/87 1987/88  1988/89

Investment 23.0 21.51 7.6
Hospitals 18.6 20.0 16.7
Internal Funds (11.2) . (7.0) (1.2)
External Funds (7.4) (13.0) (15.5)
Primary Health Ctrs. 3.1 0.3 0.4
Internal Funds 3.1 0.3) (0.4)
External Funds (--) (--) (--)
Other 1.3 1.2 0.5
Internal Funds 0.7) (0.6) (0.5)
External Funds (0.6) (0.6) (--)
Recurrent 29.8 56 24.0
Personnel 20.8 . 212 20.2
Medications 4.2 2.2 19
Other 3.8 22 1.9

Source: World Bank, 1988c.

During the period 1981 to 1985, investments in health infrastructure and
services totalled CFAF 2.6 billion, including the construction and rehabilitation of
1,441 hospitals, clinics, pharmacies, propharmacies (basic village pharmacies), and
mother and child care centers. While the public investment budget in health
continued to grow in 1986/87, only 14 percent was alloca” d for the construction of
primary health centers, while 80 percent financed construction costs of hospitals. In
1987/88 hospital construction consumed 92 percent of investment, particularly two
urban hospitals (Yaounde and Douala).

Recurrent costs in the health budget remain low relative to other sectors.
However, this includes a large allocation earmarked for administrative costs and
personnel within the Ministry of Health, and a disproportionate share of personnel
costs in rural and primary health care facilities (often as high as 98 percent of
recurrent costs per facility).
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Since 1986, economic austerity measures have further exacerbated this situation,
as budgetary allocations for medications have been reduced by more than 50 percent.
Field reports indicate a breakdown in central inventory and management operations,
and chronic shortages of basic drugs and clinical supplies.

The Sixth Plan envisions a continued ambitious program of hospital
construction during the next five years, during expenditures will continue to favor
medical facilities in urban centers, at the expense of primary health facilities in
under-served rural areas. In order to accommodate its budgetary requirements under
anticipated austerity conditions the government is expected gradually to reduce the
proportion of the health budget for preventative and public health programs and for
purchases of medical equipment. The planned use of the health budget for urban
hospitals, advanced curative medicine, and administrative overkead appear to be
inconsistent with the Cameroonian government’s declared and repeatedly enunciated
objective of providing health care to all of its citizens.

Prospects for privatization of health services over the short-term are not
promising, although new government commitments to cost-recovery (fee for service)
are likely (o improve prospects for private practitioners. Forty percent of hospital
beds and an undetermined proportion of health services are provided by missionary
societies and non-Cameroonian private voluntary organizations, most of which are
making the transition to fee-for-service treatment. A uniform trend toward cost-
recovery in health care is likely to transform public expectations regarding free
health care that have become prevalent as the result of past practice.

b. Education

Since independence Cameroon has made impressive strides in
improving access to education. Over a ten year period (1973-1983) annual growth of
the primary education system was 4.5 percent, compared with population growth of
3.6 percent. The ratio of gross enrollment at primary level per hundred primary
school-aged children has been and remains one of the highest in the region, rising
from 94 in 1965 to 108 in 1938. The ratio for secondary and vocational schools
during the same period rose from five to 23.

While the Government has long been committed to the expansion of school
facilities, serious constraints to the improvement of educational quality remain.
Pupil/teacher ratios remain high, at 51 for primary schools. As enrollment ratios
suggest, school drop-out rates also remain high, with only 57 percent of students
reaching sixth grade.

Improvement in the quality of education is hampered by a variety of operational
problems, which reflect budgetary imbalances (Table 12). Public investment in
construction has only partially remedied the poor quality of buildings, equipment, and
sanitation in the school system (Only half of all classrooms are made of durable
materials, the largest proportion of which are private facilities.). However, a
national scarcity of textbooks and materials (including teaching guides, student
learning guides, and learning guides for teachers with limited training) is considered
to be the greatest problem in the system.

The Cameroonian government is concerned that its primary and secondary
educational system has inadequate enrollment capacity, insufficient teaching staff,
high recurrent budgets, and poor overall performance. While the Sixth Five Year

53




Plan has outlined an ambitious program of new school construction, even counterpart
funds for externally-financed programs to which the government is already committed
may be difficult to obtain.

Table 12
Government Education Budgets, 1986/87--1988/89
(CFAF Billion)

1986/87 1987/88  1988/89
Investment 224 20.8 22.3

Primary & Secondary 14,6 16.9 19.3
Internal Funds (12.9) (6.6) (5.3)
External Funds 0.7 (10.3) (14.0)

Higher Education 8.8 39 3.0
Internal Funds (8.8) 3.9) 3.0)
External Funds (-=) (--) (--)

Recurrent 110.1 105.9 96.1
Personnel 654 64.3 59.3
Operations 5.7 55 34
Maintenance 0.2 0.1 0.1
Scholarships 53 4.5 4.7
Other, including 33.5 31.5 28.6

universities &
private schools

Source: World Bank, 1988c.

The 1988/89 government budget points toward increasing support to secondary
and technical education compared to primary education, and increased constraints on
non-salary expenditures.

The government’s commitment to university education has been reflected in
major increases in fully-subsidized student enrollment in recent years, although
scholarships are being reduced under austerity. University population has risen from
9,562 in 1980 to 13,709 in 1985. Increases in faculty at the national university have
not kept pace with enrollments, with a student/teacher ratio of 19.

More than half the students in the National University study in the Faculty of
Law and Economics, due to the limited capacity of university professional and
technical schools and past demand for administrative personnel in the civil service.
Only 17 percent graduate in the sciences, engineering, or business administration.

3. Policy Issues and Priorities in the Social Sectors

Prospects for long-term demographic growth, apparent decline in key social
and economic indicators, and Cameroon’s current economic crisis dictate a need for
rationalization and for new priorities in health and education. The policy issues
which must be addressed are consistent with policy and programming measures
outlined in A.1.D.'s 1988 Action Plan for the Development Fund for Africa.
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a. Budgetary balance between personnel and operations costs, and
efficient social service delivery systems

Reforms and establishment of priorities for recurrent cost budgeting
will be critical to introducing efficiency in health and education. Rationalization of
personnel costs, infrastructure, and critical supplies is necessary in order to improve
service delivery and to free resources for population and family planning programs.

b. Health and education investment portfolios

A review of the health and education sector investment portfolios
must be carried out to improve returns. Analysis should focus on returns to
investment in capital intensive structures (using a sunk-cost approach), projections of
recurrent cost requirements for institutions, and formulation of plans for cost
recovery.

¢. Balance between high quality services for the few and low cost
services for the majority

Public investment and recurrent budgetary allocations have shifted
toward capital-intensive facilities located in urban areas. An apparent decline in key
social indicators suggests imbalances between urban and rural infrastructure, between
primary, secondary and university-level education, and between primary health care
and hospitals.

d. Balance between public funding and user fees

Progress has begun toward introducing cost-recovery for social
services in both the public and private sector. Policy studies for equitable national-
level fee for service programming should be promoted as a matter of the highest
priority.  Priority should be for to programming for cost-recovery in (1) health
facilities and (2) the national university system.

e. Long-term investment planning for education

Given current demographic trends, education costs are expected to
grow substantially through the year 2000. Projected increases of more than 90
percent in the school age population could lead to a rise in annual education
expenditure of moc-e than $450 million. Long-term financing arrangements are
required to assure ade.;uate resources.
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SECTION TWO
SOCIAL, POLITICAL AND INSTITUTIONAL ENVIRONMENT

A. SOCIAL ANALYSIS

1. Balamce and Equity as Issues of Fundamental Social and Political
Importance

The first presidential regime after independence faced a crisis of legiti-
macy due to competitive--and sometimes violent--regional, ethnic, and economic
interests. From its role as broker for national unity among divergent constituencies
the presidency emerged as a highly centralized executive branch based on estab-
lishing working balance rather than consensus. This original role, however, has
expanded progressively through interventions intended to stimulate economic growth
and to offset inequities. The assurance of equity and balance has been an underlying
political theme in the growth of the public sector.

The presence of Government in society and the marketplace created a new class
of civil servants and public employees whose well-being is tied to sustained growth
and political continuity.

In the current economic crisis, the government is confronted with the need to
distribute the costs of austerity in the same fashi. . as it once distributed the fruits
of economic growth. However, it finds it difficult to impose austerity on a system
that is dependent upon personality and patronage.

2. The State Apparatus as a Unifying Force

The principal force for social and political stability in Cameroon has been
has been the executive branch of government. By consolidating power in the
presidency, leaders have encouraged a popular perception of the state as the
principal guarantor of political and social equity, and the engine of economic growth.
The costs of preponderant government participation in the economy have been high
in terms of both fiscal burden and rising public expectations.

The personalization of power by presidents Ahidjo and Biya reflects the
hierarchical tradition of several major ethnic groups as well as a force for mediation
among competing interests. Although the role of government has evolved since
independence, the centralization of power within rigid executive institutions has been
reinforced over ume.

The consolidation of formal power in the executive branch has been accom-
plished through the absorption of competitive interests (including political parties,
labor unions, and traditional leaders) into a single national political party. At the
same time, support of the traditional ethnic leadership has been sought through
institutions which acknowledge its prerogatives in matters of local jurisdiction.

Popular activity is mobilized through the Cameroonian People’s Democratic
Movement, the sole sanctioned political party. In the absence of an official ideology,
the CPDM is largely a forum for political activists. Membership is mandatory for
traditional leaders, government officials, civil servants, legislators, and commercial

57




elites, and replicates hierarchies found elsewhere in society. As an adjunct of the
executive, its principal mission is to generate support for the regime at the popular
level, assuring the presence of presidential loyalists in all areas of the country.

Following the 1972 Constitution (which allows the president to govern by
decree), the legislative branch of government--the National Assembly--was left with
few formal powers of its own and only limited tenure. Nonetheless, the early years
of the Biya presidency saw a revitalization of its ranks, when legislative elections
were thrown open to multiple candidacies. The result has been the emergence of a
younger, somewhat liberal group of legislators and CPDM activists who enthusias-
tically support a nationalist, executive-centered economic and social agenda.

3.  Centrifugal forces
a. Ethnic and Religious Interests

Cameroon has more than two hundred ethnic groups, whose linguistic,
cultural, and political differences have often been perceived as a divisive force.
While the Constitution recognizes the existence of ethnic, religious, and regional
interests, overt politicization of these groups has been actively discouraged. Ranging
widely in size, political complexity and social cohesiveness, they serve instead as
informal interest groups. The Government attempts to downplay their importance as
factors of policy and governance, although it remains sensitive to their concerns.
Its emphasis on political balance znd relative economic equity has become a critical
feature of the decision-making process, as reflected in the apportionment of public
resources and political appointments. As this balancing of interests has become
institutionalized in practice, “scale-tipping” power blocs have sometimes gained
disproportionate influence in policy-making.

Religious identity is a second factor influencing social and political balance.
Islamic feudal tradition in the north contrasts with Roman Catholicism and Protestant
Christianity in the south, with each often competing or assimilated with traditional
beliefs. The Moslem-~Christian dichotomy causes national political differentiation and
constituency-building as salient as ethnic affiliation, and which cuts across ethnicity.

b.  Regional Interests and Imbalances

Ecological diversity has resulted in a variety of regional economic
orientations which are reflected in concern by political actors to obtain particular
technical assistance, improvements to infrastructure, and more favorable market
conditions for their regions. The predominance of particular export and food crops
in certain regions has given a resilience to the national economy, but, internally, has
served as a source of regional unity which cuts across ethnic and religious bounds.

Economic interest provides the principal force for regional cohesion. Regional
elites seek to maximize gain to their constituencies within the national structure,
Resources at the disposal of regional authorities are political capital, so projects and
institutions have become their principal medium of patronage.

Uneven regional development serves as a source of social and political tension.
For many decades, the economy has depended heavily on revenue produced by the
more densely-populated and modernized southern provinces. A frequent challenge to
governmental development policy comes from better-endowed regions, which argue
that they are underwriting economic development efforts of less productive or
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deserving regions. The proliferation of regional development authorities and produc-
tion schemes during the 1970s and 1980s attempted to redress regional economic
imbalance.

¢. Linguistic Reglonalism

An additional catalyst in regional competition stems from Cameroon’s
legacy of French and British colonialism, with the English-speaking minority located
in the Northwest and Southwest provinces of the country. French and English-
speaking constituencies with differing legal, administrative, and economic institutions
compete for power and legitimacy within the nation, with the English legal apparatus
better adapted to commercial law than the dominant French (Napoleonic) apparatus.

Institutionalized efforts to implement power-sharing between Francophone and
Anglophone regions are a fixture of policy. However, frequent criticism has been
voiced regarding lack of competitive awarding of government contracts to low-bidding
Anglophone contractors, the assignment of innocuous ministerial portfolios to
Anglophone cabinet ministers, or the undercutting of their economic and political
power by the creation of parallel agencies and monopoly parastatals in Francophone
regions. Some senior parliamentary and executive positions are designated--as a
price for unity--as a prerogative of Anglophone interests.

d. Economic Class

The emergence of economic class structures in Cameroon is a recent
phenomenon. The peasantry, the middle class, and government and mercantile
elites--each occupy highly visible niches in the hierarchy of power and privilege,

Cameroon’s peasant farmers, who constitute seventy percent of the population,
and span all ethnic groups, religions, and ecological and administrative regions, are
economically vital but unorganized, with little direct influence on the political
process and policy-making. Their political disenfranchisement is evident in the high
level of regressive indirect taxation and the urban bias of access to social services.

By contrast, the urban population has become a powerful minority receiving
significant concessions. Its power results from progressive improvements in its
educational level, its proximity to the seats of political and economic power, and its
sensitivity to economic conditions. ¥ The wurban population shows gross social and
economic disparities, which includes large numbers of semi-literate and unemployed
Cameroonian and foreign migrants. Employment in the informal sector (400,000)
exceeds that in the formal private sector (360,000), though both are dwarfed by the
disenfranchised agriculturally active population (2.9 million).

Cameroon's civil service also has become a socio-economic class. While it
constitutes no more than five percent of the population, its support is critical to the
survival of the regime. Its political interests are cross-cutting in nature, repre-
senting regional and ethric concerns as well as the preservation of its own privileged
place in Cameroonian society. As key operatives of the governmental apparatus, its
members can effectively promote--or block--policy at the implementation level. It is
also well placed to lobby effectively.
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B. THE POLITICAL AND INSTITUTIONAL ENVIRONMENT
1.  The Ideological Basis for State Participation in the Economy

Cameroon’s government is based on no formal political ideology. Although
Ahidjo joined many independence-era leaders in a flirtation with "African socialism,”
pragmatism and European influence led him to a philosophy of government character-
ized as "planned liberalism.”

State intervention in the economy was initially limited to guiding the direction
of economic development through the establishment of five-year development plans,
and implementing programs to meet specific development objectives. Rapid demo-
graphic growth, technological change, donor interventions, accelerated urbanization,
and rising levels of education fueled a proliferation of institutions for political and
economic management, expanding the role and size of government.

Similar changes occurred in the regulatory environment for business and trade.
In seeking to secure an environment attractive to investors and entrepreneurs, policy
makers shifted gradually from corrective regulation to protectionism. Government
protection grew to include routine protection for even the least efficient and most
costly industries. As a result, in popular perception, Government emerged as the
institution responsible for solving developmental and economic ills.

The State’s commitment to increased employment, education and social services
was thus transformed into an obligation to bear the full burden of their costs. This
popular perception places a political burden on the government as and if it attempts
to shift the burden of structural adjustment onto the individual economic actors of
the economy.

2. The Central Role of Executive Authority

The structure of political authority in the Cameroonian presidency is a
model for hierarchical relations and behaviors throughout the public and parapublic
system. The centralized character of executive government contributes to a system
of personalized authority, patronage, and limited administrative transparency.

Policy-making, budgetary formulation, political appointments, changes in the
structure of government, and parastatal management are all within the political
domain restricted to the presidency, resulting in a highly-centralized executive
branch that is subject to few checks and balances.

Only a limited number of persons directly influence executive decision-making.
These are generally presidential advisors and appointees, ranking officers of the
security apparatus, and leading members of the private sector. This select--but
changing-~group is accountable first to the president at whose pleasure it serves, and
second to its own bureaucratic, regional, and social constituency.

Highly-circumscribed authority is delegated to cabinet appointees, executive
agencies, and the cadre of civil servants whose numbers have proliferated over time.
While reforms expanding decision-making power at the ministerial level were initiated
in May 1988, this process continues to lead to poor coordination between
functionally-related ministries. The incentive structure thereby created for
bureaucratic motivation impedes both efficient administration and integration of
policy formulation and implementation.
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3. Problems of Coordination in Policy-Making

Responsibility for policy-making is formally assigned to two ministries:
Plan and Regional Development, and Finance. The two cabinet divisions are func-
tionally segregated and provide only a limited lateral flow of key information.

The relative influence of the ministries of Finance and Plan has shifted back
and forth as the President has sought a responsive policy body to cope with the
economic crisis. This has caused operational discontinuity and rivalry, impeding the
flow of information across ministries. [Exchanges of information, complementarity of
action, and inter-ministerial cooperation generally are limited to those ordered from
above within tightly-defined limits. The process deteriorates further when reforms
are decreed by the Presidency and delegated to ministries uninvolved in their
creation (and unaware of their implication) for implementation.

The policy role of Ministries is further undercut by the practice of creating
task-forces and ad hoc commissions to represent all possible constituencies when
addressing controversial policy issues. Finally, policy implementation is often
undertaken through the creation of new institutions rather than by reforms in
related line ministries, creating duplication,

The lack of joint ministerial responsibility in policy rises from both a narrow
view of the policy-making process, and a preservation of internal power within the
Presidency. Because Ministers are accountable politically to the President, many
decisions are referred upward, even where the associated flow of information for
sound policy-making is absent. This is replicated at lower levels, where spheres of

personal responsibility are defined negatively and responsibility--but not always
information--is forwarded to the hierarchy.

4. Issues: The Process and Pace of Change

The broad-based structural adjustment policies which the Government of
Cameroon is currently negotiating with the donor community call for changes of
several types and degrees. Although policy and management reforms focus on
common objectives--efficiency and economic growth--they may imply a radical change
in government ideology and practice which entails a high level of political risk.

Despite the official commitment to structural adjustment, policy implementation
is reactive to a number of key issues.

a. Change and Preservation of the Regime

Under the constitution, Cameroon’s presidential regime enjoys both
sweeping powers and unlimited tenure. With such an open-cnded mandate its first
and most important objective is to remain in power through the exercise of social
controls and risk averse policies.

Unequal distributional impacts of either continued crisis or structural adjustment
could mobilize opposition or else erode support for the regime in key constituencies.
The threat of reviving dormant political activism is almost certain to lead to a "go-
slow” policy toward structural adjustment.




Policy reforms in agricultural pricing, public employment and perquisites,
parastatal and regicnal development agency closures, and cutbacks in highly-visible
infrastructure development projects will be particularly susceptible to official
caution.

b. Ideological Shift in the Role of Government

The Government is publicly committed to provide social services, to
guarantee employment, and to serve as the principal engine of economic growth.

Key policy reforms--including a shift of the cost-burden for health care,
education, and other social services to the individual, devolution of the economic
decision-making powers of central government, and liberalization of the market-
place--would represent both an ideological and operative revision of this commitment.
Such change is likely to encounter resistance among the risk averse within official
ranks and among the public.

c.  Absorbing the Economic Costs of Adjustment

While a SAP will be presented to the public as a Cameroonian
initiative, in official perceptions the SAP will be an externally-imposed program,
whose costs are to be shared, if not borne, by the international donor community
which shared responsibility for the creation of some parastatals. This provides
nationalistic grounds for resistance to unpopular reforms while obtaining financing
(including recurrent cost financing) for institutions which are the object of reform.

This will lead to policy linkage between individual donors, policy reforms, and
institutions. While this may ensure close monitoring and timely support for reforms,
it may also have the effect of fragmenting what is designed to be an organic process
of political and institutional change.

d. Reticence of Elites and Civil Servants in Implementing Reforms

Patronage-based systems of governance are wusually difficult to
transform when economic returns on the investment of political capital decline. If
governmental elites are deprived of resources, their individual influence and powers
of patronage will decline as well, resulting in the erosion of the regime’s strategic
power base. Institutional elites and political actors within the government can be
asked to accept reform measures which do not threaten them.

Change might be accomplished gradually through a transition to merit-based
employment and performance-based compensation. While causing initial dislocations
within the regime’s elite power base. This would encourage more efficient perfor-
mance while preserving the advantages accorded to those in power. Delays in
implementing this policy may be expected. Layoffs or withdrawal of government
subsidies for civil servants must be implemented by the very constituency most
damaged by cutbacks.

e.  Social and Political Costs of Increased Unemployment
The liquidation and reorganization of parastatal industry, and
cutbacks in the ranks of the civil service will lead to a highly visible increase in
the numbers of unemployed. The ability of private industry to absorb dismissed
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workers will be limited over the short-term by the liquidity crisis, government
arrears to the private sector, and declining new investment.

The public sector can no longer create first-time employment for school
graduates, a reversal of past practice. Better educated than their predecessors, the
new generation of unemployed will seek government assistance under "the old rules”
and could have a braking effect on policy reform.

f. Balancing Distributional Impacts

Progressive erosion or scaling-back of public services will become
increasingly visible with or without structural adjustment. While cutbacks have
heretofore been absorbed by more remote regions, they are unlikely to become
generalized until compensatory measures are identified and funded.

The opportunity for budgetary rationalization and restored efficiency over the
medium-term will be weighed against the political costs of diminishing public
confidence on a region-by-region basis. This implies that cutbacks in the provision
of public servi.es will be implemented tactically and unevenly, to be the least visible
in politically sensitive urban centers.

5.  Next Steps
a. Confronting the Issue of Institutional Viability

The structural adjustment negotiations currently underway have
provided an opportunity for policy makers to review and evaluate the role of
individual donors, and the continuities of their performance at sectoral and
institutional levels. As a result it has become clear that in official perceptions
USAID has tenure and a vested interest in a number of institutions (most notably
agricultural research).

Under the evolving strategy for implementing the structural adjustment
process, USAID and other donors will be expecied to protect their irstitutional
investments, by expanding beyond project assist into the provision of recurrent cost
and other aid to these "vested" sectors. While such an approach may have merit
over the short-term on a case by case basis, it permits continued complacency by
policy-makers in the face of a permanent structural problem.

Several USAID projects are currently based in organizations which even the
government has noted may be non-viable and candidates for liquidation. While the
continuity of existing USAID institutional commitments must be addressed over the
short term, this issue raises a more serious strategic concern.

AID must address the issue of institutional sustainability at the design stage
for all of its projects. This is less an issue of institutional mznagement than one of
institutional viability in the marketplace for public goods and services.

b. Policy Dialogue
Dysfunction in the Cameroonian economy as a result of the current

crisis suggests that many of the items on the development agenda can only be fully
achieved through significant policy reform.
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Although a wide variety of policy issues are under debate in Cameroon, AID
policy dialogue activity need not be formally tied to the SAP. There may in fact be
strategic and political advantages to narrowly-selective participation in the structural
adjustment process, leveraging policy reform with technical interventions at the
sectoral, sub-sectoral, or institutional level. At this level, other constituencies
within the Govern:nent can represent AID's interest in the fundamental high-level
brokerage which leads to policy reform within the various factions of the elite.

FSSRP and other exercises point toward the need for a four-step, process-
oriented approach in policy reform, with serious issues raised about USAID’s ability
to see the reforms through to implementation and impact:

1) Institutional analysis to identifying specific reform requirements, the key actors
involved, their formal roles, informal agendas, and rational constraints to
change internal and external change at the institvtional leve!;

2) The establishment of a strategy and action agenda which includes appropriate
performance benchmarks against which progress may be measured;

3) Negotiations aimed at obtaining formal acceptance of the reform agenda by
officials and key actors to be involved in the implementation of reforms;

4) Implementation of reforms through the appropriate modification of formal and
informal rules, procedures and structures as necessary for all pertinent actors.

USAID Cameroon cannot expect uniform progress in this process within each sector,
and so it must develop sector-specific guidelines and benchmarks in its Action Plan.

¢. Obtaining the Maximum Impact and Systemic Change

Economic, social and institutional analysis indicate that the maximal
return on development investments may be derived from a systemic approach which
links policy and institutional reforms with technical interventions, and which
leverages resources towird a related set of goals.

Within the broad context of structural adjustment, such an approach would treat
related micro-level issues in building toward achievement of macro-level goals. This
could be especially profitable from an institutional perspective, in that it would allow
for appropriate interventions to take place across the field of public and private
sector involvement.

USAID’s involvement in agriculture suggests a possible strategic direction.
Involvement in agricultural research, education, seed multiplication and supply, and
more recent experience in policy reform related to agricuitezal inputs already
represents policy-program integration. This model can be extended both vertically,
within agriculture, and horizontally to other sectors.
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SECTION TEREE
STRATEGY FOR DEVELOPMENT

A. DEVELOPMENT STRATEGY OF THE GOVERNMENT OF CAMEROON

The explicit development strategy of the Government of Cameroon is revealed in
three documents: The Sixth Five Year Plan (1986), the Industrial Master Plan (draft,
1988), and the Deveiopment Strategy Statement (draft, 1988), or DSS, which was
recently presented to the World Bank and ADB for comments. Of these, only the
Five Year Plan has been officially reieased at the time of USAID CDSS preparation,
so changes in the others may amend this analysis, which attempts to relate these to
actual behavior which may reveal the jmplicit strategy of the Government.

The Sixth Five Year Plan (Cameroon, 1986) presents the most recent official
statement of development strategy. Its goals, which were debated at all levels of
the Administration before being approved, are (1) food self-sufficiency through rural
development, (2) promotion of forestry exploitation, (3) industrial development based
on the domestic resource base, (4) encouragement of small and medium enterprises
rather than large-scale enterprises, (5) infrastructure improvement, and (6) equitable
regional distribution of development benefits. Although MINPAT claims the Five-
Year Plan has been superceded by the DSS, these goals provide a point of departure
for later discussion of the fit of official statements to accepted strategy.

The Industrial Master Plan (Ministére du Plan, 1988) presents a sectoral
strategy with policy and macroeconomic implications. Although published by MINPAT
and consistent in its policy dimensions with the SAP, it reflects a strong influence
of UNIDO in its drafting, and has not yet been approved as official strategy. It
provides for (1) an economic and politica! environment promoting a competitive and
efficient private sector, (2) trade policy reforms in line with liberalization, (3)
commercial policy which will create incentives for efficiency in domestic and export
markets (including flexibility in price controls, and replacement of production taxes
with a VAT), (4) an investment policy which eliminates criteria favoring large-scale
projects and substitutes criteria favoring (a) value-added, (b) foreign-exchange
generation, and (c) development of human capital, and (5) a monetary policy which
supports the above.

The Development Strategy Statement (DSS), drafted and strongly supported by
MINPAT (Cameroon, 1983), is not yet approved as Government Strategy. Reflecting
sttong World Bank influence in its macroeconomic sections, the draft is incomplete
and rot yet wholly consistent between its sectoral strategies and the macroeconomic
policy strategy which reflects resource constraints, and so may be modified or
opposed by technical ministries or their constituencies before being accepted as
policy. The DSS supercedes the Sixth Five Year Plan, is rooted in the economic
crisis and the outlock (in the absence of an adjustment policy) for short- and
medium-term growih, and i¢ intended "to express the will of the government to act
to preserve the gains and pursue harmonious national growth.”

The DSS is based on three principles: reducing constraints to the operaticn of
a free market; troosforming the State from a direct participant in production and
distribution to a source of information assisting the private sector; and reorienting
public services toward programs which improve well-being 2and productivity, The
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strategy developed concerns the public sector itself, and its interaction with the
private economy. Stabilization and adjustment are its primary goals, while subsidiary
complementary and sectoral measures are planned to achieve the goal of economic
recovery. It sets its first priority as reducing the external and internal deficit, with
the rigorous measures called for to be explained clearly to economic actors so the
desired effect is understood and supported in their actions. Its second priority is to
resolve the balance of payments deficit by increasing exports, reducing imports, and
attracting autonomous foreign capital flows; this calls for both policies and sectorzl
interventions--some of which are drawn from the Sixth Plan--requiring additional
funding. Its third priority is to offset or avoid the pernicious side effects of
structural adjustment.

Issues raised by the DSS first priority--redressing the public sector fiscal
imbalance in the medium term--concern (1) expenditures (the crisis nature of the
need to finance operating and maintenance expenditures, the more difficult reduction
in personnel expenditures, and the establishment of a budget planning mechanism),
(2) arrears (bond issues currently used to repay almost 85 percent of arrears
exceeding a threshold value wiil restore neither more-than-marginal liquidity to the
private sector or banks, nor \viability to the financial system), (3) revenue
restructuring (including ways to expand the tax base and reduce tax disincentives to
production), (4) the strategy for parastatal eaterprises (including how to increase
autonomy, reform the macroeconomic policy environment, and reduce monopoly
power