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1. INTRODUCTION 

A f t e r  almost a decade o f  r a p i d  growth fue led  by the  d iscovery o f  petroleum 
i n  t h e  1970s, Cameroon's economy was h i t  hard i n  t he  mid-e ight ies by the  steep 
f a l l  i n  wor ld  p r i c e s  f o r  o i l ,  coffee, and cocoa, i t s  o ther  p r i n c i p a l  exports.  
Cameroon had t o  scale back spending i n  1987/88 and f i n a l l y  i n  1989/90 t o  take 
recourse i n  a s t r u c t u r a l  adjustment program. A f t e r  growing a t  an annual r a t e  o f  
11.5 percent  from 1976 t o  1981 and 5.9 percent from 1982 t o  1985, GDP decreased 
a t  2.6 percent  annual ly  between 1986 and 1990 (see Table 1) .' By 1990, 
Cameroon's ex terna l  debt was more than double t h a t  o f  a decade before. Despite 
the  massive c o n t r a c t i o n  between these years, per  c a p i t a  GNP i n  1989/90 was $1010, 
one o f  t h e  h ighes t  i n  sub-Saharan A f r i ca .  As Blandford, e t  a l .  (1994) note, 
g iven i t s  h igh  per  c a p i t a  income, i t s  r e l a t i v e l y  steady growth, and the  apparent 
prudence o f  t h e  government i n  husbanding i t s  o i l  revenues, t h e  magnitude o f  
Cameroon's economic c r i s i s  was unexpected. 

This  s tudy uses a computable general e q u i l i b r i u m  model o f  Cameroon t o  
examine several key issues. F i r s t ,  what was the  impact on income d i s t r i b u t i o n  
o f  t he  d i f f e r e n t  components o f  t he  p r i c e  shocks and o f  t he  adjustment program? 
Second, what a l t e r n a t i v e  adjustment p o l i c i e s  cou ld  t h e  government have fo l lowed 
and how would they  have a f f e c t e d  growth and d i s t r i b u t i o n ?  Thi rd,  would the  
economy have been l e s s  vu lnerab le  t o  the  adverse shock i n  t h e  terms o f  t rade  had 
the  government adopted a d i f f e r e n t  s e t  o f  t rade and investment p o l i c i e s  dur ing 
the  o i l  boom? 

Sect ion 2 o f  t h i s  paper summarizes the  major fea tures  o f  t h e  process o f  
growth i n  Cameroon over t h e  pas t  two decades. Sect ion 3 i s  i n  two pa r t s .  The 
f i r s t  p a r t  descr ibes t h e  s t r u c t u r e  o f  t h e  Cameroon economy using t h e  Gauthier- 
Ky le  (1991) soc ia l  account ing mat r ix ,  and the  second p a r t  presents the  CGE model. 
Sect ion 4 descr ibes t h e  s imu la t i on  experiments and the  r e s u l t s  and Sect ion 5 
concludes t h e  study. 

1 The Cameroon f i s c a l  year  runs from June 1 t o  J u l y  31. Thus, 1984 r e f e r s  
t o  the  year  1984-1985. It should be noted t h a t  data on GDP f o r  t he  pe r iod  a f t e r  
1985 are  n o t  r e l i a b l e .  The data  used here are from the  1992 World Tables, but  
i t  d i f f e r s  s u b s t a n t i a l l y  from more recent  da ta  obtained from the  World Bank. 
However, t he  l a t t e r  i s  c l e a r l y  i n  e r r o r  because i t  shows a 50 percent decrease 
i n  r e a l  va lue added i n  t h e  petroleum sec tor  i n  1986 even though there  was no 
s i g n i f i c a n t  change i n  o i  1 product ion.  





2. CAMEROON'S ECONOMIC  GROWTH^ 

THE OIL BOOM 

Until the discovery of petroleum in the mid-1970s, Cameroon was a 
predominantly agricultural economy. Agriculture accounted for 36 percent of GDP, 
84 percent of employment, and 87 percent of exports during the early 1970s. The 
share of industry in GDP was about 16 percent during this period. 

Petroleum production grew swiftly after the mid-1970s, its share of GDP 
rising to 20 percent by 1984185. Under the stimulus of the oil boom the economy 
grew rapidly. Gross domestic product growth was 14 percent per annum from 
1977178 to 1980181, fall ing off to about 7.5 percent per annum for the period 
1982183 to 1985186. Though population a1 so increased rapidly at 3.2 percent 
annually, per capita GDP growth was high, about 6 percent annually from 1978179 
to 1984185. This period was marked by massive expansion in investment funded by 
oil revenues. The share of gross domestic investment in GDP increased from 21 
percent in 1979180 to 33 percent in 1985186. 

Not unexpectedly, there was substanti a1 variation in growth rates across 
sectors. Manufacturing, in particular, was aided by protectionist pol icies. The 
export agri cul ture sector, however, remained stagnant because the increase in 
world market prices was not passed on to producers and because the oil boom led 
to some real exchange rate appreciation. As petroleum exports surged, total 
exports expanded rapidly at an average rate of 17 percent annually from 1978179 
to 1984185. Imports a1 so increased, but at a slower rate, so that Cameroon ran 
a sizable current account surplus in 1984185. 

Government revenue increased substantially, both in absolute terms and as 
a share of GDP, rising from 16 percent of GDP during the late 1970s to 25 percent 
in 1982183. From 1981182 to 1985186, oil revenues accounted for over 40 percent 
of total revenues. Government expenditures also increased rapidly, but rarely 
exceeded revenues (Table 1). However, towards the end of the oil boom, in 
1985186 and 1986187, government expenditure surged by 13 percent and 30 percent, 
respectively, in real terms, the result of substantial increases in public 
investment. And, as government revenues fell sharply in 1986187, the deficit 
mounted to 71 percent of revenue and 13 percent of GDP. A key aspect of the 
evolution of government expenditure during these years was the rapid increase of 
current transfers and subsidies to a level of 25 percent of current expenditure 
by 1985186, much of it accounted for by subsidies to loss-making public 
enterpri ses. 

Pub1 ic investment was a major factor behind the economic boom, accounting 
for over 45 percent of gross fixed capital formation by 1984185. In addition, 

2 This section is based on Bl andford, et a1 . (1994). 



c a p i t a l  expenditures accounted f o r  between 38 and 51 percent o f  t o t a l  expenditure 
from 1980/81 t o  1986/87. However, p u b l i c  investment was no t  as f r u i t f u l  as i t  
might have been f o r  two reasons. F i r s t ,  actual  investment i n  ag r i cu l tu re ,  r u r a l  
development, and soci  a1 i n f r a s t r u c t u r e  was f a r  1 ower than p l  anned investment i n  
these areas. Second, much o f  t h e  o i l  revenue was he ld  abroad i n  an attempt t o  
prevent t h e  bu i  1 d ing  up o f  popular pressure f o r  g reater  government expenditures 
and t r a n s f e r r e d  a t  t h e  d i s c r e t i o n  o f  t h e  president ,  l a r g e l y  t o  f inance c a p i t a l  
expenditures. These expenditures were poor l y  coordinated w i t h  c a p i t a l  
expenditures funded through the  budget and from fore ign sources, r e s u l t i n g  i n  
wastefu l  investment . 

cameroo; i s  a member o f  t h e  Communaute Francophone A f r i c a i n e  (CFA), and 
i t s  currency, t h e  CFA franc, i s  t i e d  t o  t h e  French f ranc.  I n  addi t ion,  
membership c a r r i e s  w i t h  i t  t h e  ceding o f  autonomy i n  s e t t i n g  monetary pol  i c y  t o  
the  CFA c e n t r a l  bank. Despite t h e  CFA f ranc 's  progressive overval uat ion, French 
p o l i c y  has been t o  mainta in t h e  exchange r a t e  a t  f i f t y  CFA francs t o  t h e  French 
f ranc .  A f t e r  much speculat ion about devaluat ion and i n  t h e  face o f  opposi t ion 
from many governments i n  Francophone A f r i ca ,  t h e  CFA f ranc  was devalued t o  one 
hundred CFA f rancs t o  t h e  French f ranc  i n  e a r l y  1994. 

Two o ther  fea tures  o f  t h i s  pe r iod  are worth not ing:  t h e  performance o f  t h e  
f i n a n c i a l  sec tor  and of a g r i c u l t u r e .  The boom years saw a 1 arge expansion i n  
c r e d i t  from t h e  formal sector .  A h igh  propor t ion  o f  bad loans, however, brought 
t h e  banking system c lose t o  bankruptcy, which was t o  have grave consequences when 
t h e  o i  1 boom came t o  an end. 

A g r i c u l t u r a l  growth du r ing  t h i s  per iod  was uneven across commodities. 
While food crop output  increased, product ion o f  export  crops stagnated a f t e r  
1982. One reason f o r  t h e  slow growth o f  a g r i c u l t u r e  was the  low p r i o r i t y  t h i s  
sector  rece ived i n  t h e  a1 1 ocat i on o f  pub1 i c  investment and formal -sector  c r e d i t  . 
Another i s  t h a t  t he  smallholder sector ,  which produces 90 percent o f  output  and 
80 percent o f  marketed surplus, was neglected and much o f  the  investment went t o  
the  es ta te  sector.  Moreover, i n  t h e  case o f  export  crops, p r i c e  p o l i c i e s  i n  
e f f e c t  i nsu la ted  domestic producers from wor ld market p r ices .  The gains from t h e  
commodity p r i c e  boom accrued 1 argel  y t o  the  paras ta ta l  market ing agencies, and 
producers had no incen t i ve  t o  i n v e s t  and increase capacity.  

THE BOOM ENDS 

Cameroon's export  boom came t o  an end i n  1985/86, when the  d o l l a r -  
denominated p r i c e s  o f  i t s  major exports - o i l ,  cof fee,  and cocoa - began t o  
f a l l  s teeply.  The f a l l  i n  p r i c e s  was exacerbated by t h e  40 percent f a l l  of t h e  
US d o l l a r  against  t h e  French (and CFA) f ranc  between 1985 and 1988. Cameroon's 
terms o f  t rade dec l ined by 47 percent between 1985 and 1987, much of i t  the 
r e s u l t  of a 65 percent decrease i n  t h e  o i l  export  p r i c e  index. Tota l  exports  
f e l l  by 30 percent f o r  two years i n  a row. The balance o f  payments went from a 
surp lus  o f  4.4 percent o f  GDP i n  1984/85 t o  a d e f i c i t  o f  8.8 percent i n  1986/87. 



Though government revenues f e l l  by 19 percent in real terms in 1986/87, the 
government was unable to  hal t  the growth of expenditure, which increased by 30 
percent in real terms that  year. Government spending f e l l  precipitously 
thereaf ter ,  in real terms by 34 percent in 1987/88 and 12 percent in 1988/89. 
Capital expenditures were scaled back even more sharply. As the economy 
contracted sharply, private investment also decl ined. Total investment f e l l  by 
44 percent in 1987/88, 25 percent in 1988/89, and 12 percent in 1989/90. 

Already in precarious shape, the banking sector was a major casualty of the 
economic c r i s i s .  A l iquidi ty  c r i s i s  developed as major depositors, such as the 
government and parastatal agencies, began t o  make 1 arge withdrawals to  cover 
current expenditures. Real GDP f e l l  rapidly as the contraction continued, by 6.5 
percent, 7.7 percent, 3.4 percent, and 2.5 percent i n  1986/87, 1987/88, 1988189 
and 1989/90, respectively . 3  Confronted by a c r i  s i  s of th i s  magnitude, Cameroon 
was forced to  undertake a structural adjustment program under the auspices of the 
World Bank and the International Monetary Fund. Key aspects of the program are 
f iscal  , publ i c enterpri se, and agricultural reforms. The f iscal  reforms have had 
1 i t t l  e success in increasing non-oi 1 tax revenues primarily because the economic 
contraction has reduced the number of tax-paying enterprises and employees and 
because of increased evasion and smuggl i ng . Pub1 i c enterpri se  and banking sector 
reform has been slow and has yet t o  yield resul ts .  Agricultural sector reform 
has gone the fur thest .  The monopsonist marketing boards have been replaced by 
qua1 i t y  control boards, which do not control trade, and producer prices are to  
be aligned with world market prices. 

A number of factors have impaired the adjustment process. The government's 
re1 uctance t o  curb current expenditures and reform publ i c  enterprises i s  
indicative of the pol i t ical  strength of those who stand t o  lose from these 
measures. The inabi 1 i ty  or unwi 11 i ngness to  reduce current expenditure has meant 
that  capital  expenditure has borne the brunt of adjustment, thus compromising 
future growth. Finally, because of Cameroon's inabi l i ty  t o  devalue i t s  currency, 
the economic contraction resulting from the adjustment program has been harsher 
than would otherwise have been the case. 

3 These are based on the 1992 Wor7d Tab7es data. 



3. THE CAMEROON ECONOMY 

THE STRUCTURE OF THE ECONOMY 

The base year  da ta  f o r  t he  model come from a s o c i a l  account ing m a t r i x  (SAM) 
f o r  1984185 by Gauthier and Kyle (1991), which was based on the  1984185 input -  
ou tpu t  t a b l e  f o r  Cameroon and on data  from a household survey. The SAM has f o u r  
1 abor ca tegor ies :  a g r i c u l t u r a l  and in fo rmal  sec tor  1 abor, formal sec tor  u n s k i l l e d  
labor ,  s k i l l e d  labor ,  and h i g h l y  s k i l l e d  labor .  A g r i c u l t u r a l  and non- 
a g r i c u l t u r a l  c a p i t a l  are a1 so separated. The households are d i  saggregated i n  
f i v e  r u r a l  and two urban groups: a) poor farm households i n  t h e  nor thern  and 
southern regions, respec t i ve l y ,  b) r i c h  farm households, c)  poor non-farm 
households, d) r i c h  non-farm households, e) poor urban households, and f )  r i c h  
urban households. Poor households are  those i n  t he  lower 6 0  percent o f  t he  
income d i s t r i b u t i o n .  

Th is  SAM was modi f ied  i n  several ways f o r  t h e  purposes o f  t h i s  study. 
F i r s t ,  t h e  o i l  sec tor  was separated from t h e  manufactur ing sec tor  and the  publ i c  
admin i s t ra t i on  sec tor  was separated from the  publ i c  serv ices  sector.  Second, o i l  
expor ts  were under-reported and p r i v a t e  consumption over-reported i n  t he  input -  
ou tpu t  (1-0) tab1 e; these were cor rec ted  us ing  unpubl i shed World Bank est imates 
f o r  expor ts  and us ing  the  budget share f o r  petroleum products from a household 
survey i n  C6te d ' 1 v 0 i r e . ~  Thi rd,  t h e  o r i g i n a l  1-0 t a b l e  ignored the  s t a t e  
market ing agencies' l e v y  on a g r i c u l t u r a l  exports.  I n  t h e  new SAM, t h i s  l e v y  on 
expor ts  i s  t r e a t e d  as a t a x  on the  producer which i s  t r a n s f e r r e d  t o  the  p u b l i c  
serv ices  and publ i c admini s t r a t i o n   sector^.^ Fourth, t h e  household consumption 
mat r ix ,  t h e  m a t r i x  o f  payments by sectors t o  the  d i f f e r e n t  f a c t o r s  and t h e  ma t r i x  
o f  payments by f a c t o r s  t o  households i n  t he  o r i g i n a l  SAM, had t o  be cor rec ted  f o r  
var ious  computat ion m i  stakes. F ina l  ly ,  the  s t r u c t u r e  o f  taxes i n  t h e  Cameroon 
n a t i o n a l  accounts was i n c o r r e c t  i n  t h a t  i n d i r e c t  taxes were t o o  h igh  and d i r e c t  
taxes and petro leum-re lated taxes were too  low compared t o  t h e  f i g u r e s  i n  t he  
World Banky s Wor7d Tab7es (1992) and the  IMF '  s  I n t e r n a t  iona7 Financia7 S t a t i s t i c s  
Yearbook (1992). Th i  s  was co r rec ted  t o  some ex ten t  by decreasing t rade  margins 

4 The budget share i n  t h e  o r i g i n a l  1-0 t a b l e  was 14 percent.  This  was 
lowered t o  3.8 percent,  t h e  budget share observed i n  C6te d'  I v o i r e .  

5 Th is  t reatment  i s  based on t h e  understanding t h a t  t he  incomes o f  t he  
market ing agencies were expended on t h e i r  own operat ions and n o t  t rans fer red  t o  
t h e  government. The imp1 i c i  t expor t  taxes were computed us ing unpubl i shed World 
Bank data  on t h e  market ing agencies' margins. 



f o r  the  petroleum sector  and increasing i n d i r e c t  taxes on t h i s  ~ e c t o r . ~  It 
should be noted, however, t h a t  the o r i g i n a l  1-0 t ab l e  i s  not  consistent  w i th  the 
Cameroon nat iona l  accounts (Cameroon 1989) o r  w i t h  the 1992 World Tables. Thus, 
GDP i n  the o r i g i n a l  1-0 t ab l e  i s  4.421 b i l l i o n  CFA francs whi le  GDP i n  the 
nat iona l  accounts and the World Tables i s  3.839 b i l l i o n  CFA francs. A f t e r  
cor rec t ing f o r  the  understatement o f  o i l  production, GDP i n  the modif ied SAM 
increases t o  4.706 b i  11 i on  CFA francs. 7 

As Tab1 e  2  shows, the serv ice sectors accounted f o r  over 50 percent o f  
value added i n  1984/85. The petroleum sector 's share i n  GDP was 17 percent, 
whi le t h a t  o f  ag r i cu l t u re  was 21.3 percent and t ha t  o f  manufacturing 8.7 percent. 
Major export ing sectors were o i  1  (62.7 percent) and export ag r i cu l tu re  (15.8 
percent) .' The manufacturing sectorsy (excl uding food processing) share i n  
exports was 9.1 percent. As i s  t o  be expected i n  an impor t -subst i tu t ing economy, 
the manufacturing sector  was the 1  argest importer, w i t h  a  share o f  86.6 percent. 
Import t a r i f f s  on the manufacturing sectors were moderate, between 21 and 25 
percent. Export taxes (representing the marketing boards' margins) appl ied  only 
t o  the a g r i c u l t u r a l  export sectors. These were high i n  1984/85 a t  61.4 
percent. 

Turning t o  f a c t o r  incomes (Table 3), a l l  labor  income i n  the non-estate 
ag r i cu l t u ra l  sectors accrues t o  ag r i cu l t u ra l  and informal sector labor. Informal 
sector l abor  i s  a lso  employed i n  the p r i va te  serv ice sector, which accounts f o r  
over a  t h i r d  o f  l abor  income i n  t h i s  category. Formal unsk i l l ed  labor i s  
employed mostly i n  manufacturing, construct ion, publ i c  services, and publ i c  
administ rat ion.  S k i l l e d  1  abor income i s  concentrated i n  p r i va te  services, 
manufacturing, and publ i c  administ rat ion.  Highly sk i1  l ed  labor  i s  also 
concentrated i n  pub l i c  and p r i va te  services and pub l i c  administrat ion. 
Ag r i cu l t u ra l  cap i t a l  income i s  evenly d iv ided between t r a d i t i o n a l  food crops and 
ag r i cu l t u ra l  export crops. The p r i va te  services and o i l  sectors are the major 
sources o f  non-agricul t u r a l  cap i t a l  income, w i t h  the o i  1  sector accounting for  
over ha1 f o f  the  t o t a l .  

6 A more complete r ev i s i on  o f  the 1-0 t ab l e  t o  make the d i r e c t  and i n d i r e c t  
taxes consistent  w i t h  World Bank and IMF data was not  performed because i t  would 
have requ i red extensive changes i n  the 1-0 t ab l e  and because no o ther  data on 
sectoral  i n d i r e c t  tax  ra tes  were avai lable.  

7 I n  the case o f  imports and exports the f igures i n  the nat iona l  accounts do 
not  agree w i t h  those i n  the World Tables or  i n  the o r i g i n a l  1-0 table.  I n  
addi t ion,  the  sectoral  shares i n  value added i n  the nat ional  accounts, 1-0 table, 
and the  World Tables are also inconsistent .  

8 Export ag r i cu l t u re  includes the  es ta te  sector. 

9 That i s  t o  say, producer p r i c e  ( inc lud ing t ranspor t  and t rade margins) was 
1/1.614 o r  0.62 times world pr ice .  







Table 4 shows per  c a p i t a  incomes and sources o f  income f o r  t h e  d i f f e r e n t  
household groups.'' The r u r a l  farm and non-farm poor have the  lowest annual 
incomes per  cap i ta ,  between 148 and 165 thousand CFAF (US $314 t o  $350 a t  1984185 
exchange r a t e s ) .  Rich farm households are s i g n i f i c a n t l y  l e s s  w e l l  o f f  than r i c h  
non-farm r u r a l  households. The urban poor appear t o  have h igher  incomes than the  
r u r a l  poor. The h ighes t  incomes are  those o f  t h e  r u r a l  non-farm r i c h  and urban 
r i c h  households. A g r i c u l t u r a l  and in fo rmal  sec tor  l a b o r  i s  t he  major source o f  
income f o r  poor farm and non-farm households and a lso  f o r  t h e  r i c h  farm 
households. It i s  a1 so an important  source o f  income f o r  t h e  urban poor. While 
poor farm households are almost e n t i  r e l y  dependent on a g r i c u l t u r a l  1 abor income, 
however, t h e  o the r  household groups rece i ve  subs tan t i a l  p a r t s  o f  t h e i r  incomes 
from s k i l l e d  and h i g h l y  s k i l l e d  labor ,  and from c a p i t a l  income." Non- 
a g r i c u l t u r a l  c a p i t a l  incomes accrue by assumption on l y  t o  the  r u r a l  non-farm r i c h  
and t h e  urban r i c h .  These groups a1 so rece i ve  a 1 arge p a r t  o f  t h e i r  income from 
s k i l  1 ed and h i g h l y  s k i l  l e d  1 abor. Transfers from government a re  assumed t o  f l o w  
o n l y  t o  r i c h  farm and r i c h  urban households and are on l y  a small p a r t  o f  these 
groupsy incomes. 

THE MODEL 

The model i s  a standard neo-cl ass ica l  computable general e q u i l  i b r i  um (CGE) 
model i n  t h e  t r a d i t i o n  o f  Dervis,  de Melo, and Robinson (1982) .I2 Each sec tor  
employs c a p i t a l  and a l a b o r  aggregate o f  t he  f o u r  k inds o f  1 abor. Output i s  g iven 
by a CES f u n c t i o n  o f  t he  f a c t o r  inputs.  Demand f o r  in termediates i s  obtained 
us ing  t h e  i nput-output c o e f f i c i e n t s .  Labor demand i s  determined by t h e  usual 
marginal cond i t i ons .  Sectora l  c a p i t a l  stocks are f i x e d  i n  t h e  sho r t  run  and 
sec to ra l  r a t e s  o f  r e t u r n  wi  11 , i n  general, no t  be equal . The petroleum sector  
i s  t r e a t e d  d i f f e r e n t l y  i n  t h a t  output  i s  s p e c i f i e d  exogenously and capac i ty  

lo The savings r a t e s  shown i n  t h e  t a b l e  need some explanat ion.  The f a c t o r  
income d i s t r i b u t i o n  was obta ined us ing da ta  on sec tor  o f  employment and s k i l l  
c l a s s i f i c a t i o n  f o r  household members i n  t h e  survey. These data  were n o t  of good 
qua1 i t y  and i t  proved necessary t o  work ou t  household income from household 
consumption us ing  an assumed savings r a t e  under t h e  c o n s t r a i n t  t h a t  t o t a l  
household savings were cons i s ten t  w i t h  t h e  f i g u r e  i n  t h e  aggregate soc ia l  
account ing mat r ix .  

" Agr i  c u l  t u r a l  c a p i t a l  income from food a g r i c u l t u r e  and expor t  a g r i c u l t u r e  
was a1 l oca ted  t o  t h e  d i f f e r e n t  farm household groups i n  a two-step process us ing 
da ta  f rom Cameroon's a g r i c u l t u r a l  census. I n  t he  f i r s t  step, p r o f i t s  from food 
a g r i c u l  t u r e  and expor t  a g r i c u l t u r e  were d i v ided  between nor thern  and southern 
reg ions  i n  p r o p o r t i o n  t o  c u l t i v a t e d  areas. I n  t he  second step, p r o f i t s  i n  the  
no r the rn  and southern reg ions  were a l l oca ted  t o  poor and r i c h  farm households 
again i n  p r o p o r t i o n  t o  areas c u l t i v a t e d  by them by assuming t h a t  small farms (as 
i d e n t i f i e d  by t h e  census) were operated by poor households. 

'' The model presented i n  t h i s  paper ex tens i ve l y  draws upon a CGE model f o r  
Cameroon developed by Benjamin (1991). 





utilization adjusts. The reason for this is that petroleum production does not 
respond in the short run to prices (which are well above marginal cost) and is 
determined 1 argel y by past investment and production capacity. Payments to 
capital and the different kinds of labor are aggregated across sectors. Labor 
income accrues only to households, while capital income flows to both firms and 
households. Firms are only accounting entities; they receive capital income and 
transfers fromgovernment, and they pay taxes and save, transferring the residual 
to households. Their marginal propensity to save is assumed to respond to the 
average rate of return to capital with a constant elasticity. Similarly, 
householdsy propensity to save is also sensitive to the average rate of return 
to capital. .This specification attempts to capture the large increase in 
domestic savings experienced during the oi 1 boom. 

Households receive transfers from firms and government and labor and 
capital income. Household consumption is determined by subtracting personal 
taxes and savings from household incomes. Consumer demand is found by using a 
linear expenditure system of demand (LES) demand system for each household 
group.I4 Budget shares are reported in Appendix Table 2. 

Trade flows are determined by making the assumption that domestic sales and 
exports are imperfect substitutes as are domestic production and imports. We 
also assume that firms and consumers operate as price-takers and respond to the 
prices of imports and exports relative to domestic prices. Import and export 
prices are determined by applying the exchange rate and the relevant tariff rates 
to world prices. Thus, firms operate on a transformation frontier between 
domestic sales and exports and a1 locate their production between the two markets 
in such a way as to maximize revenue. Similarly, what consumers buy is an 
aggregate of imports and domestic production.I5 The ratio of imports to the 
domestic product is determined by cost minimization on the part of consumers. 
The only exception to this is in the petroleum sector, in which imports and 
domestic production are assumed to be perfect substitutes. This was necessary 
to prevent unreal istically 1 arge swings in the domestic price of oil in response 
to the large increase in oil production and exports that occurred in the mid- 
1970s. Exports, imports, production, and the elasticities of transformation and 
substitution are shown in Appendix Table 1. 

Government revenue is endogenous, consisting of domestic indirect taxes, 
tariff revenues, and corporate tax. However, the export tax on agriculture, 
which is really part of the marketing boardsy margins, does not accrue to 
government but is treated as a subsidy to the public administration and public 

13 All capital income is not taxed at the same rate. Profits from the oil 
sector are taxed at a higher rate than profits in other sectors. 
l4 Each group's LES was estimated using estimates of the flexibility of 
money or the Frisch parameter. See Bieri and de Janvry (1972). 
15 CET and CES aggregation functions are used for exports and imports, 
respectively. 



services sectors. Government expenditure i s essent i a1 ly exogenous, but in some 
of the simulations simple rules are used to endogenize some of its components. 
Government savings is a residual. 

Total investment can be treated either as exogenous or endogenous. Total 
investment less changes in stocks is allocated across sectors according to an 
investment a1 location rule. The vector of sectoral investment is trans1 ated into 
a vector of investment demand by sector, using a capital composition matrix. 
Total savings is the sum of domestic and foreign savings. Foreign savings or the 
current account deficit is the trade deficit plus net remittances abroad. l6 

In general , commodity and factor prices are determined by market clearing, 
except that rates of return to capital are determined residually and need not be 
equal across sectors because sectoral capital stocks are fixed in the short run. 

Two kinds of simulations can be distinguished. In one, the model is used 
to track the historical performance of the economy. In this case, gross 
investment, changes in stocks, government consumption and transfers, and net 
remittances to the rest of the world are exogenous.17 In addition, since 
Cameroon has been on a fixed exchange rate regime with respect to the French 
franc, the exchange rate is fixed at unity and the price index is allowed to 
adjust. The current account balance is then endogenous. The attempt in these 
simulations is to calibrate the model so as to track the behavior over time of 
the current account balance, the price index, and real GDP." 

In the second kind of simulation, one wishes to examine counterfactual 
scenarios. In these, many of the exogenous variables follow their actual time 
paths, but alternative trajectories will be specified for other exogenous 
variables, e.g., for oil export prices or total investment. In a different kind 
of counterfactual scenario one may endogenize investment by assuming that 
investment and savings are equal ex ante  (what is known as the neo-classical 
closure) and by postul ating simp1 e rules for endogenizing other variables, such 
as government expenditure, remittances, and foreign savings. One such rule is 
to assume that these quantities grow at the same rate as GDP. 

16 As noted above, the Cameroon government made extensive use of overseas 
accounts to conceal oil revenues. This form of financial investment is not 
examined here because the accumulation of debt and financial assets and interest 
payments on debt are not modeled here. 

17 Information on other quantities, such as transfers by firms, is not 
avai 1 able over time. These variables are kept endogenous in these simulations 
by making the assumption that they are proportional to some other flow, such as 
firms' income in this example. 

l8 Since GDP in the base year does not agree with that in the World Bank data, 
for purposes of cal i bration the World Bank series is mu1 tip1 ied by a constant to 
bring it into agreement with the GDP in the base year SAM. 



In both kinds of simulations, investment is allocated to the different 
sectors according to some rule. Typically, one would expect sectoral investment 
a1 location to respond to changes in sectoral rates of return. The different 
rules used in the simulations are described in the section on results below. 

Limi ta t ions  o f  t h e  Model 

In analyzing and interpreting the results from model simulations, it is 
necessary to bear in mind the 1 imitations of the model and the data. On the data 
side, as noted .above, there are confl icting estimates for the major macroeconomic 
aggregates, taxes, and data relating to the petroleum sector. As a result, the 
model 's abi 1 i ty to track macroeconomic aggregates wi 11 be 1 imi ted. Second, the 
commodity classification was imposed by the pub1 i shed results from the Cameroon 
budget survey and is highly aggregated. As a result, substi tutabi 1 i ty between 
imports and domestic production is likely to be overstated. In addition, the 
consumer demand system is not based on econometric estimates. Third, the income 
distribution sub-model is based on employment-related data from the budget 
survey, which are not of high quality. Several adjustments had to be made, as 
described in the section on the SAM above, to arrive at an internally consistent 
income distribution. 

On the model i ng side, there are two major 1 imitations. First, because the 
base year for the model is 1984/85 and the key issues to be examined in the 
simulations pertain to the period after 1984/85 (which was also a period of 
economic crisis), the model could not be calibrated in the usual fashion using 
a dynamic simulation forward in time. Instead, a "calibration" using simulations 
backward in time was employed to validate the model. This must be viewed with 
some caution, however, because investment a1 1 ocation decisions in dynamic models 
are typically made forward in time and cannot be run in reverse. A second 
limitation is that the neoclassical, Walrasian CGE model is ill-suited for 
examining situations of macroeconomic di sequi 1 i bri um, as when the economy is not 
at full employment. Even large price shocks produce 1 ittle change in real GDP 
in full-employment CGE models. A greater degree of realism can be injected by 
incorporating non-Walrasian features, such as mark-up pricing or unemployment. 
The Cameroon model implements this through the device of a highly el astic 1 abor 
supply when the economy is not at full employment. Clearly, a more real istic 
model of the labor market, embodying institutional details such as wage formation 
mechanisms and indexation would be desirable. 



4. RESULTS 

THE OIL BOOM, 1976-1984 

This experiment seeks to simulate the growth of the Cameroon economy from 
1976/77 (when oil production commenced) to 1984/85 (the height of the oil and 
commodity price boom). As noted previously, in this simulation oil production, 
gross investment, changes in stocks, government consumption and transfers, 
remittances to the rest of the world, and world prices (in CFA francs) for 
Cameroon's imports and exports take on their historical values and are exogenous. 
The exchange rate is fixed and the price index and balance of payments are 
endogenous. 

Since the sectoral a1 location of investment, labor supply growth by skill 
category, and sectoral productivity growth are not known over this period, some 
assumptions have to be made about these variables. Aggregate labor supply is 
assumed to grow at 4 percent annually, slightly in excess of the annual 3 percent 
rate of population growth. Labor supply in all categories, except that of 
agricultural and informal sector 1 abor, is assumed to grow at 5 percent annually, 
a rate higher than the rate of growth of aggregate labor supply, reflecting both 
increased urbanization and skill upgrading. However, agricultural and informal 
sector labor supply grows at a rate of 3.8 percent, only slightly slower than 
aggregate labor supply growth. This is not unreasonable because this labor 
category includes both rural and urban informal sector workers and need not 
decrease with urbanization. Total factor productivity growth is assumed to be 
4 percent annually in manufacturing and publ ic-sector food processing and 2 
percent per year in private-sector food processing. 19 

No attempt is made to incorporate in the model the phenomenon of 
urbanization and the movement of households across household groups associated 
with urbanization and economic growth because no data are available that would 
permit modeling these changes. As a result, the simulations do not directly 
address the issue of how the gains from growth were distributed, though some 
conclusions may be drawn from sectoral growth rates and growth rates of wage 
payments for the different 1 abor categories. 

Starting from the base year of 1984/85, the model is solved backward in 
time. Since sectoral investment shares are only known in the base year (1984/85) 
some assumptions are required to find previous years' sectoral investment shares. 
The equations describing these are shown below: 

l9 These total factor productivity growth rates were chosen by trial and 
error. That for the private food processing sector is smaller than that for the 
publ ic sector, the reason being that unlike the public sector, the private sector 
includes household and small-scale enterprise, which are 1 i kely to be less 
dynamic and exhi bit lower TFP growth than the large-scale publ ic sector. 



Here d, i s  the depreciation ra te  in sector i and P: i s  the price of capital in 
sector i .  The f i r s t  equation above s t a t e s  tha t  next year's sectoral capital 
stock, K:, i s  t h i s  year 's  capital stock, K,, l e s s  depreciation plus th i s  year's 
sectoral investment DK,. The value of investment in sector i ,  PFDK,, i s  the 
sectoral investment share p, times total  investment I. The sectoral investment 
share p, i s  a weighted average of the current sectoral share, p:, and a desired 
sectoral share, f i , .  The desired sectoral share i s  proportional t o  the value of 
the sectoral capital  stock, so t h a t  the desired sectoral investment i s  one which 
would lead t o  an equal r a t e  of growth of capital across sectors. This 
specification makes i t  possible to  solve the model recursively backward in time 
by endogen i zi ng the current yeary s sectoral capi ta l  stocks and sectoral 
investment, given the next year's sectoral capital stocks. Thus ,  a f t e r  solving 
for  the base year equi 1 i bri um, a1 1 exogenous quantit ies ( i  ncl uding 1 abor supply 
and to ta l  factor  productivity) are "updated" to  the i r  values in 1983184, the 
model re-solved for ,  among other things, sectoral capital stocks and investment 
in 1983184, and so on, until the year 1976177. 

The model was cal i brated by attempting t o  match trends (see Figure 1) in 
GDP, the current account balance and the price index over the period 1976177 to  
1984185. Among the parameters, which were varied for  th i s  purpose, were the 
sectoral capital  stocks in the base year and the total  factor productivity growth 
rate .  Real GDP increased a t  almost 14 percent annually from 1976177 t o  1980/81 
before slowing down considerably. The simulation does not capture t h i s  break in 
the growth r a t e  and merely matches the trend growth rate  from 1976177 t o  1984185, 
which was 9.7 percent a year. Broad features in the evolution of the current 
account bal ance are captured by the simulation. As noted above, even in the base 
year the current account balance from the World Bank's World Tables does not 
agree with tha t  from the Cameroon SAM. Figure l c  shows the current account 
balance from the simulation less  a 100 b i l l  ion CFAF, which makes the current 
account balance match the World Bank data for  the base year. Last, Figure Id 
shows tha t  the price index in the simulation tracks the actual price index well 
a f t e r  1980/81, when the era of high growth had come t o  an end. The model's 
f a i lu re  t o  track GDP and the price index before 1980181 i s  perhaps indicative of 
the d i f f i cu l ty  of tracking growth in an economy growing a t  14 percent a year with 
a simple model and limited data. 

Over the period of the simulation (1976177 t o  1984185) real GDP growth was 
9.63 percent a year. Other growth rates  ( a t  constant domestic prices) were 15.3 
percent for  exports, 5.2 percent for  imports, 15.7 percent for  domestic savings, 
and 13.4 percent fo r  government revenues. The rapid growth in exports, savings, 





and government revenues was l a r g e l y  the r e s u l t  o f  the  steep increase i n  petroleum 
production and export a f t e r  1976. The domestic savings r a t e  rose from 20 percent 
i n  1976177 t o  28.2 percent i n  1984/85. A t  the sectoral  l eve l ,  growth was most 
r a p i d  i n  the  o i l  sector. The construct ion sector grew a t  9.93 percent a year as 
investment expanded rap id l y .  Manufacturing and services ( i n c l  udi ng construct ion) 
expanded a t  8.85 percent and 8.25 percent annually, fol lowed by agr i cu l tu re  a t  
6.05 percent. With in agr icu l ture ,  growth ra tes  were 5.24 percent f o r  the 
t r a d i t i o n a l  food ag r i cu l t u re  sector, 6.25 percent f o r  export agr icu l ture ,  and 
8.48 percent f o r  the  f o r e s t r y  sector. The sectoral  growth ra tes  based on data 
from the 1992 Wor7d Tables are ag r i cu l t u re  (5 .1  percent), manufacturing (14.9 
percent), and. services (7 .0  percent). It i s  c l ea r  t h a t  the s imulat ion 
underestimates the growth r a t e  i n  manufacturing. 

Real wage ra tes  grew a t  8 .6  percent f o r  ag r i cu l t u ra l  and informal sector 
workers, 4 percent f o r  unsk i l l ed  formal sector workers, 6.3 percent f o r  s k i l l e d  
workers, and 5.4 percent f o r  h i gh l y  s k i l l e d  workers, r e f l e c t i n g  di f ferences i n  
growth ra tes  o f  l abor  demand and d i f fe rences i n  labor  supply growth rates.  The 
rap id  wage growth f o r  ag r i cu l t u ra l  and informal sector workers i s  thus p a r t l y  the 
r e s u l t  o f  the comparatively low r a t e  o f  l abor  supply growth f o r  t h i s  labor  
category. Wage payments t o  ag r i cu l t u ra l  and informal sector workers increased 
i n  r ea l  terms a t  12.7 percent annually, t o  unsk i l l ed  formal sector  workers (9.4 
percent), s k i  11 ed workers (1  1.9 percent), and h i gh l y  sk i  1 l e d  workers (11 
percent).  Non-agricul t u r a l  cap i t a l  incomes t o  households increased a t  21.4 
percent i n  r ea l  terms whi l  e ag r i cu l t u ra l  cap i ta l  incomes t o  households decreased 
a t  17.1 percent annually. Non-agricul t u r a l  p r o f i t s  accruing t o  households grew 
r a p i d l y  because o f  increasing revenues from the petroleum sector and because of 
the  o i l  boom's st imulus t o  the  r e s t  o f  the economy. The decl i ne  i n  ag r i cu l t u ra l  
p r o f i t s  may be associated w i t h  the increasing l eve l  o f  the i m p l i c i t  t ax  on export 
ag r i cu l t u re  and the p ro tec t ion  granted the non-agricul t u r a l  sector dur ing the 
boom years. 

How were the gains from growth d is t r i bu ted?  The rap id  growth of 
manufacturing, serv ices and petroleum production, the slow growth o f  ag r i cu l tu re  
and the  growth o f  non-agricul t u r a l  p r o f i t  income and decl i ne  i n  ag r i cu l t u ra l  
p r o f i t s  would suggest t h a t  farm households gained less  than d i d  non-farm 
households. But t o  the ex tent  t h a t  poor farm households migrated t o  c i t i e s  and 
entered the  informal  sector  work force, these households would have gained from 
the  increasing wage payments t o  informal sector labor.  Since Cameroon 
experienced a s i g n i f i c a n t  increase i n  urbanizat ion from 27.9 percent i n  1976 t o  
35.4 percent i n  1984, t h i s  s h i f t  i n  populat ion would have had a s i g n i f i c a n t  
e f f e c t  on the d i s t r i b u t i o n  o f  gains from growth. 

THE PRICE SHOCK AND ITS AFTERMATH 

As noted above, Cameroon's export earnings were h i t  hard by the sharp 
decrease i n  world p r i ces  f o r  i t s  major exports a f t e r  1985186. Coupled w i t h  a 
steep f a l l  i n  government revenues and expenditures, the p r i c e  shock resu l ted  i n  
a substant ia l  cont rac t ion i n  economic a c t i v i t y  a f t e r  1987188. As i s  we l l  known, 
a f u l l  employment model w i l l  f a i l  t o  r e p l i c a t e  such a contract ion.  One way t o  



obtain a contraction when aggregate demand declines is to have inflexible real 
wages. Real wage inflexibil ity is introduced by making labor supply highly 
responsive to the real wage after 1987/88.20 

A second change is in the treatment of sectoral investment allocation. As 
before, the actual sectoral investment share is a weighted average of the 
previous year's sectoral investment share and a desired sectoral investment 
share. However, the desired sectoral investment share, P, , is now the previous 
year's sectoral investment share, p:, multiplied by a factor which depends on 
the change in the sectoral profit rate, r,, from its previous value, rp. Thus, 
sectors with increasing profit rates will have larger desired and actual 
investment shares. The parameter v, determines how responsive the investment 
share in sector i will be to a change in that sector's profit rate. 

This model is used to examine how these shocks affected output and 
distribution in Cameroon. Several simul at ions or runs are presented (see Tables 
5 to 13). In these runs, total investment, government expenditure, oil 
production, and remittances are exogenous and take on their observed values 
(except for investment when a1 ternative investment scenarios are considered) 
Run 1 simulates the actual trajectory of the economy from 1984185 to 1989190. 
The simulations were not extended beyond 1989190 primarily because data for many 
exogenous variables were not available beyond this date. The other runs are 
counterfactual. Runs 2 and 3 simulate the separate impacts of the oil and 
agricultural export price shocks. Since a major factor behind the crisis in 
1986187 was the 1 arge increase in investment in 1985186 and 1986187, run 4 
simulates the outcome when there is no increase in nominal investment in these 
years. Run 5 simulates the outcome of a more restrained build-up of public 
investment, in which total investment is maintained at its level in 1983184, 
instead of rising 44 percent in 1984185 and 34 percent in 1985186 before fa1 1 ing 
steeply in 1987188 and 1988189. Runs 6 and 7 combine the separate price shocks 

20 A constant elasticity of 1 abor supply with respect to the real wage was 
assumed. This elasticity was taken to be 1.4 except for agricultural and 
informal sector 1 abor, for which it was specified as 0.6. The market for the 
1 atter 1 abor category therefore exhibits greater wage fl exi bi 1 i ty than those for 
the other, more skilled, labor categories. It should be noted that the modeling 
here of labor market outcomes is rudimentary. There is no unemployment as such 
in the model and those who "leave" the labor market share incomes with those who 
continue to be employed. 

The (nominal) exchange rate is fixed. In addition, since remittances are 
exogenous, an increase in the current account deficit will imply an increase in 
absorption and in real incomes. 





















and the rest ra ined investment bui ld-up scenarios. As was seen above, Cameroon's 
adjustment program had t o  depend e n t i r e l y  on expendi ture-reducing pol i c i e s  
because i t s  membership i n  the CFA zone precluded the use o f  devaluation t o  
encourage expenditure swi t c h i  ng from non-traded t o  traded goods. Run 8 examines 
the outcome o f  i n s t i t u t i n g  an expendi ture-swi tch ing pol  i c y  through a 25 percent 
devaluation i n  1986187. The l a s t  simulat ion (Run 9) reduces the imp1 i c i t  tax on 
ag r i cu l t u ra l  exports i n  1985186. This reduction i s  expected i n  the short run t o  
increase farm incomes and t o  r a i se  incentives f o r  investment and i n  the long run 
t o  increase sectoral  p roduc t i v i t y  . 

Run 1: The Base Run 

This run seeks t o  r ep l i ca te  the growth o f  the economy from 1984185 t o  
1989190. A l l  exogenous var iables are a t  t h e i r  observed values. I n  1985186 gross 
investment rose by 34 percent and the world p r i ce  f o r  Cameroon's petroleum 
exports f e l l  by 36 percent. Gross domestic product ( a t  1984185 pr ices)  i n  the 
s imulat ion r i s e s  by 6.7 percent, exports f a l l  by 169 b i l l  ion  CFAF (13 percent), 
imports r i s e  by 84 b i  11 ion  CFAF (15 percent) and the t rade balance fa1 1 s from 534 
t o  282 b i  11 ion CFAF. Gross domestic product continues t o  increase i n  1986187, 
but  by only 1.6 percent. Gross investment f e l l  thereaf ter ,  reaching by 1989190 
a l eve l  ( i n  nominal terms) almost two-thirds below i t s  peak i n  1986187. I n  the 
s imulat ion GDP f a l l s  by 1989190 t o  a l eve l  close t o  i t s  value i n  1984185 and 8.5 
percent below i t s  peak i n  1986187. Figure 2 compares the simulat ion w i t h  data 
from the 1992 Wor7d Tab7es and more recent unpublished World Bank data." 
Unfortunately, the World Bank data appear t o  be incorrect :  they show value added 
a t  constant p r i ces  i n  mining and quarrying f e l l  by almost ha1 f between 1985186 
and 1986187 despi te the fact  t ha t  o i l  output f e l l  by only about 4 percent.23 
The impact a t  the sectoral l eve l  i s  mixed. I n  1989190 output i n  sectors other 
than manufacturing and pub l i c  administrat ion i s  6 t o  8 percent below the base 
year leve l .  Output i n  the agr i cu l tu ra l  export crop sector and i n  construct ion 
f a l l s  even more steeply, by 13 percent and 34 percent, respect ively.  Output i n  
manufacturing grows by 37 percent as exports double and imports f a l l  by 43 
percent. 

Turning t o  the t rade surplus, as Figure 2 shows, the s imulat ion captures, 
reasonably we1 1, broad changes i n  t rade surplus over t h i s  period, especial ly  the 
decrease i n  t rade surplus between 1984185 and 1986187. I n  the simulation, 
however, the t rade surplus recovers f a r  too rap id l y  a f t e r  1986187. The reason 
f o r  t h i s  appears t o  be t h a t  the economy def la tes  qu ick ly  a f t e r  t h i s  date, 

22 The 1993 World Bank data are from the Cameroon country desk and the 
constant p r i c e  ser ies i s  a t  1979180 pr ices.  To f a c i l  i t a t e  comparison w i th  the 
simulat ion, the 1993 and 1992 World Bank data are converted t o  1984185 pr ices and 
the GDP ser ies i s  scaled t o  match w i t h  the GDP i n  the 1984185 SAM. 

23 The understatement i n  o i l  value added i s  approximately 270 b i l l  ion  CFAF a t  
1984185 pr ices.  I f  t h i s  i s  the only e r r o r  i n  the World Bank data, the f a l l  i n  
r ea l  GDP i n  Figure 2 i s  ser iously exaggerated. 





stimulating net exports. The behavior of the price index in the simulation i s  
clearly unreal is ti^.^^ The increase in the simulation of 10 percent in the 
price level between 1984185 and 1985186, when gross investment increased by 34 
percent, does not appear unrealistic, however, when compared to the increase of 
9 percent in the price level between 1983184 and 1984185, when gross investment 
went up 44 percent. Gross domestic savings also declines rapidly, from 1327 
billion CFAF in 1984185 t o  521 billion CFAF i n  1989190. The savings-to-GDP ratio 
f a l l s  from 0.282 t o  0.169 over this  period. As a comparison with Table 14 shows, 
domestic savings fe l l  much faster than i s  captured by the ~ i m u l a t i o n . ~ ~  

Real per capita incomes show much larger changes t h a n  does real GDP because 
of the large terms of trade effects. In 1985186 real incomes are higher by 6 to 
11 percent for al l  except the urban rich, whose incomes fa l l  by 6.8 percent, 
1 argely because of the decl ine i n  profit income from oi 1 revenues. The decrease 
in real incomes i s  especially pronounced starting in 1987188, when gross 
investment begins to shrink rapidly, inducing a recession. Real incomes fall  the 
most in 1989190, when the decline in real GDP i s  largest. The decrease in real 
income between 1984185 and 1989190 ranges from 15 percent for the rural non-farm 
poor to  40 percent for the urban rich. The income of the urban rich decreases 
more than those of the other groups because oil revenues - which fa l l  steeply 
- represent a significant part of th is  group's income. Incomes for farm 
households and for rural non-farm rich and urban poor households fal l  by 22 to 
29 percent. B o t h  urban and rural groups face similar declines in incomes because 
the decl i ne in agricultural export prices and the reduction i n  aggregate demand 
affect almost a1 1 sectors equal ly . 

Run 2: No Oil Price Shock 

In  th is  run, Cameroon's oil export price remains a t  i t s  1983184 level while 
a l l  other exogenous variables are as in the base run. Real GDP i s  not much 
higher t h a n  in the base run because petroleum production i s  exogenous and does 
not increase in response t o  the higher oil price. Exports increase in value 
substantially and in 1986187 are 65 percent higher t h a n  i n  the base run, and the 
steep reduction in the trade surplus seen in the base r u n  i s  averted. Total 
exports do not grow over time because oil production i s  stagnant and agricultural 
exports fa l l  because of fa l l  ing world prices. However, the trade surplus remains 
high throughout the period. 

The gains from higher oil earnings accrue only to the rural non-farm rich 
and urban rich households. The other household groups' real incomes are lower 

24 The steep fa l l  in the price index i s  not the result of introducing an 
e las t ic  supply of labor. If labor supply i s  kept fixed in the base r u n ,  the fall  
in the price index i s  even steeper. 

25 Gross domestic savings in the base year SAM does not equal t h a t  shown in 
Table 14 because the trade surplus in Table 14 differs from that in the SAM. 





than in the base r u n  i n  large part because consumer prices r i s e  fas te r  than these 
groups' nominal incomes. Compared to  the base run, in 1989/90, real incomes are 
25 percent and 6 percent higher for  the urban and rural non-farm rich, 
respectively, and 6 t o  8 percent lower for  other groups, and real wages for  a l l  
categories of 1 abor are 6 percent lower. 

Government revenues are t ied closely t o  o i l  earnings and are 40 t o  50 
percent higher t h a n  in the base run. Had o i l  prices not fal len so drast ical ly ,  
both internal and external imbalances may have remained manageable for  a period 
of time.26 The economy may well have weathered the steep fa1 1 in agricultural 
export prices without massive reductions in pub1 i c  investment and a recession. 

Run 3: No Price Shock for Agricultural Exports 

The price index for  Cameroon's agricultural exports peaked in 1984185. By 
1986187 i t  was 10 percent below i t s  1983184 level.  In t h i s  simulation, prices 
for agricultural  exports remain a t  t he i r  1983184 level in every year a f t e r  
1984185, the base year. I t  i s  assumed that  export prices facing producers 
increase proportionately, i .e. ,  that the marketing boards' margins (as a fraction 
of export price) remain a t  t he i r  observed levels. Real GDP in 1985186 and 
1986187 i s  close to  that  in the base run because the agricultural export price 
index in these years i s  n o t  f a r  from i t s  value in 1983184. In l a t e r  years, t h i s  
price index i s  60 t o  120 percent higher than in the base run and real GDP i s  4 
t o  9 percent higher than in the base run.  Unlike the oi l  sector, output in the 
agricultural  export sector i s pri ce-responsi ve, so higher prices 1 ead to  
increased output and are expansionary. Agricultural export prices in 1989190 are 
125 percent higher than in the base r u n ,  stimulating an increase of 64 percent 
in output in the agricultural export sector and increases of 13 percent in the 
CPI and 19 percent in real wages for  agricultural workers. The expansionary 
impact of higher agricultural production varies from sector t o  sector. O u t p u t  
in sectors with small trade shares i s  about 10 percent higher. Output in sectors 
with large trade shares, such as manufacturing, i s  only 1 or 2 percent higher. 
Compared t o  the base r u n ,  in 1989190 real value added i s  higher in agriculture 
by 35 percent, in services by 6 percent, and in manufacturing by 3 percent. Real 
GDP increases until 1988189, reversing the decline seen in the base run. The 
expansionary effect  of higher agricultural production i s  thus 1 arger than the 
contractionary effect  of fa1 1 ing investment for  much of the period. Government 
revenues a1 so increase more or less  in step with nominal GDP, but the increase 
i s  l e s s  than half of tha t  seen in the no o i l  price shock scenario of Run 2. 

Since the agricultural export price i s  higher than in the base run af te r  
1986187, exports are 30 to  49 percent higher in these years. However, the 
increase in to ta l  exports i s  not as large as in Run 2 ,  when there i s  no o i l  price 
shock, so that  agricultural export prices would have had to  r i s e  above the i r  
1983184 level in order t o  compensate for  the loss of export earnings resulting 

26 Adjustment could not have been put off indefinitely because Cameroon's 
oi l  reserves are limited in extent and are close to  exhaustion. 



from the o i l  price shock. Even i f  prices of agricultural exports had held firm, 
Cameroon would have faced a balance-of-payments c r i s i s  because of the o i l  price 
shock. 

Since the difference i n  export prices between t h i s  r u n  and the base run i s  
small in 1985186 and 1986187, there i s  l i t t l e  difference in real per capita 
incomes between these runs in these years. The differences are pronounced in 
l a t e r  years, when the difference in export prices i s  large. In 1987188, a l l  
rural groups are  bet ter  off ,  especially the rich farmers, while there i s  l i t t l e  
difference in the real incomes of the urban groups. The reason for  t h i s  i s  that  
the increase i n  urban groups' nominal incomes i s  of course much small e r  than that  
for  the rural groups and i s  more or less  counterbalanced by the increase in the i r  
consumer price indices because of higher agricultural prices. In 1 a te r  years, 
the increase in real GDP i s  larger and real incomes are higher fo r  a l l  groups. 
The difference i s  especially pronounced in 1989190, when GDP i s  9 percent higher 
and real incomes are between four and 31 percent higher than in the base run .  
What i s  notable i s  tha t  real income gains for  poor farm household groups are 
comparable t o  the gains made by rich farm households. One reason for  t h i s  i s  
tha t  real wages fo r  agricultural workers increase, in part because the consumer 
price index does not r i s e  as f a s t  as agricultural export prices.27 

Several important conclusions emerge from a comparison of the run with no 
o i l  price shock (Run 2 )  and t h i s  run (Run 3). F i rs t ,  higher prices for  
agricultural exports are more effective in maintaining real GDP than are higher 
prices for  petroleum exports. This i s  because higher o i l  prices do not resul t  
i n  increased petroleum output, while output in the agricultural export sector i s  
highly price-responsi ve. Second, i t  should be noted that  government revenues are 
t ied  much more t o  o i l  prices than to  agricultural export prices. If o i l  prices 
had remained s table ,  the government would have been able to  make f a r  smaller cuts 
in investment spending, which would also have been less  contractionary. 

Run 4: No Investment Build-up in 1985/86 and 1986/87 

The unsustainable increase in investment a f t e r  1984185 was ci ted as a major 
factor responsible for  the economic c r i s i s  a f te r  the end of the o i l  boom. This 
scenario examines the outcome when there i s  no investment increase. Instead of 
increasing by almost a third from i t s  1984185 level ,  investment in 1985186 and 
1986187 i s  kept a t  this level (in nominal terms), returning t o  i t s  observed 
t rajectory thereaf ter .  Real GDP in 1985186 and 3986187 i s  0.6 percent and 1.1 
percent lower, respectively, and real incomes are 1 percent t o  4.6 percent lower 
than in the base run. In l a t e r  years, when the economy i s  not a t  ful l  
employment, the differences between the two runs in the macro aggregates and in 

27 In addition, income gains are comparable for  poor farm households in the 
north and in the south despite the fac t  that  the share of the northern region in 
agricultural  export crops i s  small. The reason for  t h i s  i s  that  the agricultural 
labor market i s  not disaggregated by region so that  gains in agricultural wage 
incomes w i  11 accrue proportionately to  poor households in both regions. 



real incomes remain small, about 1 or 2 percent. Thus, in these circumstances, 
the extra capacity created by the increased investment in the two years after 
1984185 has little effect on output during the recession. 

With the decrease in investment in these two years, the trade surplus is 
markedly higher than in the base run because the demand for foreign savings is 
1 ower. The increase in the price 1 evel is lower than in the base run because a 
smaller increase in net imports is required to finance the lower level of 
investment. It is unclear what impact avoiding this build-up of investment would 
have had on the severity of the economic crisis. Certainly, the government would 
not have run a deficit amounting to 71 percent of revenue in 1986187. A1 so, it 
would not have had to make such a large draft on the banking system for financing 
its deficit. In this case, the collapse of the financial system may well have 
been delayed, if not averted, the economic contraction would have been less 
severe and the government better able to reform its finances. 

Run 5: Investment Kept Constant at 1983/84 Level After 1984185 

Average investment from 1985186 to 1989190 was more than 25 percent above 
investment in 1983184, so that it would have been feasible to keep investment in 
these years at the 1983184 value even after making allowances for inflation. In 
this scenario, investment after 1985186 is kept at its 1983184 level. Since 
investment in 1985186 and 1986187 is now almost 50 percent lower than in the base 
run and investment in 1987188 is 7 percent lower than in the base run, GDP is 
between 1.3 and 2.9 percent lower than in the base run. But in the last two 
years of the simulation, 1988189 and 1989190, investment is 25 percent and 40 
percent higher than in the base run, respectively. Gross domestic product is 
marginally lower in 1988189 and is 2 percent higher in 1989190. The changed 
investment profile results in lower capital stocks and GDP initially, but in 
higher GDP in later years. 

As is to be expected, government revenue is below its base run trajectory 
until 1987188. Household incomes exhibit similar behavior. Real incomes are 
lower for all groups until 1987188, as much as 8 percent lower than in the base 
run. Real incomes fall more steeply than does GDP because with the decrease in 
investment the price 1 evel fa1 1 s, stimul ating net exports and decreasing 
absorption. Only in 1989190 do all households have higher real incomes than in 
the base run. The lesson here is that the pay-off in terms of higher future 
growth appears only in the medium term. This strategy of restrained but steady 
investment would clearly be superior if the simulation were extended beyond 
1989190. Not modeled here are other factors favoring such a strategy. First, 
a slower build-up of investment after 1983184 would have been more efficient in 
increasing productive capacity because investment projects would have been better 
coordinated and imp1 emented. Second, had investment not risen so sharply, the 
financial system and pub1 i c  finances would have been more resilient and the 
economic crisis brought on by falling export revenues would have been less 
severe. 



The sharp f a l l  i n  t he  balance-of-trade surp lus seen i n  the  base run i s  
absent because investment i n  1985186 and 1986187 i s  much lower than i n  t he  base 
run. The t rade  surp lus  i n  l a t e r  years i s  lower because r e a l  GDP i s  h igher  and 
t h e  domestic p r i c e  l e v e l  i s  higher,  r e s u l t i n g  i n  h igher  imports and lower 
expor ts .  Thus, t h e  economy would s t i l l  face the  need t o  ad jus t  t o  t he  growing 
ex te rna l  imbalance brought about by f a l l i n g  expor t  p r ices ,  an imbalance which i s  
now l a r g e r  than i n  t h e  base run  because o f  h igher  growth. 

This  s imu la t i on  demonstrates t h e  t r a d e - o f f  between more susta inable 
investment and growth. The investment t r a j e c t o r y  considered here produces what 
may be i n i t i a l l y  unacceptably l a r g e  r e a l  income losses. A h igher  l e v e l  o f  
investment would be then be c a l l e d  f o r .  I n  a second s imulat ion,  investment was 
kept  constant  a t  i t s  average between 1985186 t o  1989/90, a l e v e l  28.8 percent 
above t h a t  i n  t h e  s imu la t i on  discussed above. A t  t h i s  l e v e l  o f  investment, GDP 
and household incomes are above t h e i r  base run  values a f t e r  1987188. I n  
add i t ion ,  t h e  present  va lue o f  r e a l  incomes i s  h igher  than i n  t he  base run  f o r  
i n t e r e s t  r a t e s  up t o  5 percent .  I n  h inds igh t ,  i t  i s  c l e a r  t h a t  a susta inable 
i nvestment po l  i c y  would have been super io r .  

Run 6: No O i l  P r i c e  Shock and Investment Maintained a t  1983184 Level 

Th is  scenar io i s  a combination o f  Run 2 (no o i l  p r i c e  shock) and Run 5 
(constant  investment).  The on ly  shock a f f e c t i n g  t h e  economy i s  t h e  f a l l  i n  
a g r i c u l t u r a l  expor t  p r i c e s  a f t e r  1986187. Real GDP d i f f e r s  on l y  by -0.2 t o  0.9 
percent  f rom i t s  pa th  i n  Run 5: because o i l  sec tor  output  i s  exogenous, t he  
expansionary e f f e c t  o f  h igher  o i l  p r i c e s  i s  smal l .  The major impact o f  h igher  
o i l  p r i c e s  i s  on exports, t he  balance o f  trade, government revenues, and the  
d i s t r i b u t i o n  o f  r e a l  income. Exports, t he  balance o f  t rade,  and government 
revenues are  a1 1 s u b s t a n t i a l l y  h igher .  And as i n  the  comparison o f  Run 2 and the  
base run, the  r e s u l t s  o f  Run 6, compared t o  Run 5, show t h a t  h igher  o i l  p r i ces  
r e s u l t  i n  h igher  r e a l  incomes f o r  t he  r u r a l  non-farm r i c h  and urban r i c h  groups 
and lower r e a l  incomes f o r  a l l  o ther  groups. S i m i l a r l y ,  a comparison of Run 2 
and t h i s  run  shows t h a t  r e a l  incomes and GDP are lower i n  t h i s  r u n  i n  1985186 and 
1986187, t he  years i n  which investment i s  almost ha1 f o f  t h a t  i n  Run 2, and t h a t  
r e a l  incomes and GDP are genera l l y  h igher  i n  1988/89 and 1989190, t h e  years i n  
which investment i s  markedly h igher  than i n  Run 2. 

This  scenario a lso  demonstrates t h a t  susta ined investment and h igher  o i l  
p r i c e s  l e a d  t o  a more favorab le  outcome, compared t o  the  base run, f o r  on ly  the  
r u r a l  non-farm and urban r i c h  households. The increase i n  o i l  p r i c e s  works 
aga ins t  farm incomes and t h e  decrease i n  a g r i c u l t u r a l  and in fo rmal  sec tor  l abo r  
demand a l so  adversely a f f e c t s  the  incomes o f  t h e  non-farm poor households. It 
should of course be borne i n  mind t h a t  t he  outcome would be even more favorable 
f o r  a1 1 households had t h e  h igher  o i l  revenues been used t o  f inance h igher  pub1 i c  
investment.  



Run 7: No Price Shock for Agricultural Exports and Investment Maintained at 
1983/84 Level 

This scenario is a combination of Run 3 (no change in agricultural export 
prices from 1983/84 level ) and Run 5 (investment constant at 1983/84 level). 
Investment is now kept constant at its level in 1983/84 and the rapid increase 
in investment in 1985/86 and 1987/88 is avoided. As a result, real GDP and real 
incomes are in general lower than in Run 3 until 1989/90. Of course, since 
higher agricultural export prices result in an expansion of agricultural export 
production, real GDP is higher than in Run 5 except in 1985/86 when agricultural 
prices are below their level in Run 5. Although the increase in agricultural 
prices is expansionary, it also tends to redistribute income from the urban rich 
to farm households. Except in 1985/86, real incomes are higher than in Run 5 and 
farm households gain the most. The combination of higher agricultural prices and 
higher investment than in the base year is strongly expansionary. Real GDP grows 
throughout, except in 1989/90, when it is slightly below its value in 1988/89. 
Government revenues are in general higher than in Runs 3 and 5 (except in years 
when investment is lower or agricultural prices are lower). While they do not 
reach the levels seen in the no-oil-price-shock scenarios, revenue in 1989/90 is 
77 percent of that in the base year. Because investment is lower in 1985/86 and 
1986/87, the trade balance improves enough to produce a current account 

Again, this suggests that if agricultural export prices had stayed 
high and an unsustainable increase in investment had not occurred, the oil price 
shock need not have triggered off a major economic crisis. 

Run 8: 25 Percent Devaluation in 1986/87 

This scenario is identical to the base run except for a 25 percent 
devaluation of the CFA franc in 1986/87, the year when the balance of payments 
was under greatest pressure. With a 25 percent deval uati on, exports increase 11 
percent and imports fa1 1 by 10 percent (both in dollars terms) in 1986187. The 
trade surplus increases to 230 bill ion CFAF in 1986187 and 445 bill ion CFAF in 
1987/88 compared to 5.1 and 206 billion CFAF for these years in the base run. 
Devaluation is clearly expansionary. However, the increase in real GDP is not 
uniform over time. Real GDP in 1986/87 is only 0.6 percent above its value in 
the base run because in the simulation the economy is maintained at full 
employment until this year. Starting from 1987/88, the economy is not at full 
employment and so the expansionary effect of devaluation is larger and real GDP 
is 2.4 to 3.1 percent higher than in the base run. The price index after 1986/87 
follows a trajectory about 10 percent higher than that in the base run. 
Government revenues are 12 to 18 percent higher than in the base run. 

However, even though devaluation is expansionary, the impact on real 
incomes is ambiguous because real GDP does not increase uniformly over the period 
of the simulation. Compared to the base run, real wages are lower after 1986/87 

28 Table 14 shows remittances (factor payments and other payments). The 
current account balance is the trade surplus less remittances. 



by 1.7 t o  3.4 percent  f o r  a g r i c u l t u r a l  and in fo rmal  sec tor  workers and by 5.7 t o  
9 .1  percent f o r  o the r  ca tegor ies  of l abo r .  I n i t i a l l y ,  r e a l  incomes are  1  ower f o r  
a l l  groups because r e a l  GDP increases on ly  0.6 percent i n  t he  year  o f  t he  
devaluat ion.  La te r  on, general l y  speaking, the  farm and urban r i c h  household 
groups stand t o  gain.  Farm households ga in  because t h e  deva lua t ion  increases 
export  demand f o r  a g r i c u l t u r e .  The urban r i c h  ga in  because deval ua t  i on increases 
o i l  sec tor  revenues. Other groups' r e a l  incomes tend t o  be somewhat below t h e i r  
l e v e l s  i n  t he  base run. Poor farm households i n  t he  n o r t h  stand t o  ga in  l e s s  
than t h e  o the r  farm household groups because they produce predominantly f o r  the  
domestic market and ga in  l i t t l e  from b e t t e r  expor t  crop pr ices .  

These r e s u l t s  suggest t h a t  a  deva lua t ion  would have been an e f f e c t i v e  means 
o f  addressing the  ex te rna l  imbal ance fac ing  the  Cameroon economy f o l l o w i n g  the  
expor t  p r i c e  shock. I n  add i t ion ,  any adverse e f f e c t  on r e a l  incomes from such 
a  deva lua t ion  would 1  i k e l y  have been small ." The deva lua t ion  would have a lso  
r e s u l t e d  i n  improved government revenue, making a  l e s s  d r a s t i c  reduc t ion  i n  
expendi ture poss ib le ,  and m i t i g a t i n g  the  harshness o f  t he  adjustment process. 

Run 9: Reduction o f  Tax on A g r i c u l t u r a l  Exports 

The i m p l i c i t  t a r i f f  on Cameroon's a g r i c u l t u r a l  expor ts  r e s u l t i n g  from the  
market ing boards' p r i c e - s e t t i n g  p o l i c i e s  was 32 percent i n  1985186; i.e., 
producer p r i c e s  were 32 percent below wor ld p r i c e s  t h a t  year.  This  t a x  f e l l  
du r i ng  the  economic c r i s i s ,  becoming negat ive i n  1987188 and 1988189 before 
r i s i n g  t o  14 percent  i n  1989190. I n  t h i s  scenario, t h i s  t ax  i s  reduced so t h a t  
t h e  producer p r i c e  i s  20 percent  above i t s  l e v e l  i n  t h e  base run. The i m p l i c i t  
t a x  c o l l e c t e d  by t h e  market ing boards i s  t rans fe r red  t o  the  p u b l i c  admin i s t ra t i on  
and serv ices  sec tors  as a  subsidy. A  reduct ion  i n  t h i s  t a x  w i l l  t he re fo re  a f f e c t  
income d i s t r i b u t i o n .  I n  add i t i on ,  i t  w i  11 a1 so increase i ncen t i ves  f o r  
investment i n  a g r i c u l t u r e ,  r e s u l t i n g  i n  g reater  p r o d u c t i v i t y  i n  t he  medium t o  
l ong  run. 

29 The recent  deva lua t ion  o f  t he  CFA f ranc  from 50 t o  100 per  French f ranc  has 
provoked major p r o t e s t s  throughout t he  CFA countr ies,  t r i g g e r e d  by the  sharp 
increase i n  p r i c e s  o f  imported consumer goods, such as drugs and o ther  
necess i t ies .  How can t h i s  be reconc i led  w i t h  the  small changes i n  r e a l  income 
observed i n  t h e  s imu la t i on  discussed here? F i r s t ,  t he  devaluat ion discussed i n  
t h e  s imu la t ion  i s  n o t  as l a rge ,  from 50 t o  62.5 CFA f rancs per  French franc. 
Second, t he  sec to ra l  d isaggregat ion i n  t he  model i s  broad, so t h a t  even i f  l a r g e  
p r i c e  increases were t o  occur f o r  c e r t a i n  "pol  i t i c a l  l y  s e n s i t i v e "  commodities, 
these would be l e s s  no t i ceab le  a t  t he  1  eve1 o f  aggregat ion employed here. Thi rd,  
t h e  s imu la t i on  does n o t  examine the  process by which the  economy makes the  
t r a n s i t i o n  from one e q u i l i b r i u m  t o  another. The p red i c ted  increases i n  exports, 
product ion, employment and wage incomes occur w i t h  a  lag ,  w h i l e  t he  p r i ces  o f  
imports  go up immediately a f t e r  t h e  devaluat ion. During t h e  i n i t i a l  stage o f  t he  
t r a n s i t i o n ,  t h e  cos ts  f o r  many groups may w e l l  exceed the  bene f i t s ,  and f u t u r e  
b e n e f i t s  would s t i l l  be uncer ta in,  p rov id ing  cause f o r  d i s s a t i s f a c t i o n  and 
p r o t e s t s .  



The reduct ion i n  t ax  r esu l t s  i n  a 7 t o  12 percent increase i n  ag r i cu l t u ra l  
export crop production. However, the impact on sectoral  cap i t a l  stock o f  t h i s  
reduct ion i n  t ax  i s  no t  large.  Capi ta l  stock i n  1989/90 i n  the ag r i cu l t u ra l  
export sector i s  on ly  1 percent higher than i n  the  base run. One reason why the 
increase i n  cap i t a l  stock i s  small i s  t ha t  investment i s  lower i n  r ea l  terms i n  
t h i s  scenario because nominal investment i s  exogenous and the p r i ce  l eve l  i s  two 
t o  3 percent h igher than i n  the base run. 

The short-run impact o f  the tax  reduct ion i s  there fore  o f  greater  
s ign i f i cance  here. Undoubtedly, a t ax  reduct ion undertaken f i v e  t o  ten years 
before the boom i n  commodity pr ices would have had a l a rge r  impact on 
ag r i cu l t u ra l  investment and p roduc t i v i t y  because world pr ices f o r  Cameroony s 
ag r i cu l t u ra l  exports were higher and the i m p l i c i t  t ax  was large and pos i t i ve  
dur ing much o f  the economic boom a f t e r  1975. 

As one might expect, r e a l  GDP, exports, and the t rade surplus are a l l  
higher than i n  the base run. The increase i n  GDP i s  higher a f t e r  1986/87 - 
between 0.4 percent and 0.7  percent - when the economy i s  not  a t  f u l l  
employment. Changes i n  r ea l  incomes are l a rge r  - farm households gain ing 
between 2 and 5 percent and non-farm households usua l ly  l o s i ng  between 0.2 
percent and 2.7 percent. The gains are smaller f o r  the nor th  farm poor household 
group because t h e i r  share i n  export crop production i s  small, and so, they gain 
mostly as a r e s u l t  o f  increased employment. 

While the impact o f  a 20 percent increase i n  producer p r i ce  i s  not  very 
1 arge, i t  should be kept i n  mind t h a t  a s i m i l a r  decrease i n  taxa t ion  dur ing the 
commodity boom would have resu l ted  i n  a substanti  a1 l y  1 arger increase i n  producer 
pr ices.  I n  addi t ion,  the volume o f  ag r i cu l t u ra l  investment i s  l i k e l y ,  i n  
r e a l i t y ,  t o  be sens i t i ve  t o  the  producer p r i ce  so t h a t  higher producer pr ices 
would have l e d  t o  increased investment by farm households, which i s  not  taken 
i n t o  account i n  t h i s  simulat ion. Thus, the high i m p l i c i t  taxat ion o f  export 
ag r i cu l t u re  dur ing the boom years would have had a major impact on income 
d i s t r i b u t i o n ,  ag r i cu l t u ra l  investment, and p roduc t i v i t y .  



5. CONCLUSION 

After nearly a decade of rapid growth, the Cameroon economy plunged into 
an economic crisis triggered by the steep fall in its major exportsy prices. 
Unable to devalue its currency because of its membership in the CFA zone, the 
government had to depend excl usively on expendi ture-reducing pol ici es to reduce 
aggregate demand and bring about a new equilibrium. In addition to these 
macroeconomic .policy changes, the government also undertook other systemic and 
sectoral reforms. These included attempts to reform pub1 ic sector enterprises, 
the financial system, and pricing reforms in agriculture aimed at aligning 
producer prices closer to world prices and el iminating the 1 arge impl icit tax on 
agriculture. 

What was the impact on growth and income distribution of the terms-of-trade 
shock and of the reductions in public expenditure and investment which followed? 
The base run simulation presented here suggests that by 1989190, real GDP had 
fallen 8.5 percent from its peak in 1986187. By 1989190, real income for most 
household groups was at least 25 percent lower than in 1984185, the simulation's 
base year, suggesting that the external shocks and the attempt to adjust to these 
shocks have had a drastic impact on the economy. 

In addition to the base run, other simulations examined the impact of 
different components of the price shocks and the role of investment policy and 
agricultural price pol icy in the adjustment process. The impl ications for pol icy 
from these simulations are examined be1 ow. 

THE TERMS-OF-TRADE SHOCK 

As the simulations demonstrate, the oil and agricultural export price 
shocks are transmitted to the economy by very different mechanisms. The sectoral 
and multisectoral impact of the oil price shock was small because of the 
unresponsiveness of output to price and the weak linkages between the petroleum 
sector and the rest of the economy. However, government revenues are tied 
closely to petroleum earnings and so the major impact of the oil price shock was 
macroeconomic, operating through the government budget and the bal ance of 
payments. Faced with falling oil revenues and no external source of finances, 
the government had no recourse but to reduce expenditures. In addition, the 
price shock affected income di stri but ion because profits flowing to households 
from the petroleum sector accrue mostly to the urban rich. 

On the other hand, the fall in world prices for Cameroon's agricultural 
exports directly led to a substantial reduction in the agricultural sector and 
a decl ine in real incomes for farm households. Reduced output a1 so occurred in 
other sectors, as a result of production and consumption 1 inkages with 
agriculture. While the price shock undoubtedly reduced the transfers from 
farmers effectuated by the marketing boards, the shock had little direct impact 



on government revenues narrowly defined because these transfers were used to 
subsidize the operations of the boards and did not accrue to the state treasury. 

Had the government been able to adjust gradually, the impact of the oil 
price shock would have been moderated. By a1 1 accounts, the government had bui 1 t 
up considerable f i nanci a1 assets abroad during the oi 1 boom. Presumably, these 
were depleted in financing the investment boom prior to the price shock. Had a 
more prudent investment pol icy been followed, these assets could have been used 
to finance a gradual reduction in government expenditure and in the current 
account deficit after the price shock. 

In the case of the agricultural export sector, a similar argument can be 
made about the marketing boards. If the marketing boards and other parastatal 
agencies had not dissipated the large revenues accruing to them during the years 
of booming commodity prices, they would have been better placed to moderate 
falling producer prices and revenues when export prices fell. The agricultural 
export sector would have contracted as adjustment proceeded, but at a slower pace 
and with less drastic an impact on the rest of the economy. 

Another factor impeding adjustment to the price shock was Cameroon's 
inability to devalue its currency. As the simulation shows, devaluation is 
expansionary and results in increased government revenues and an improvement in 
the current account balance. Since government revenues are higher and the trade 
deficit is lower after devaluation, the government could have re1 ied less on 
expenditure reduction, which would have moderated the severity of the adjustment 
process. 

INVESTMENT POLICY 

The simul ations of a1 ternative investment pol icies demonstrate that the 
investment bui ld-up after 1983/84 was of 1 i ttle benefit because the increased 
production capacity added 1 ittle to output in a situation of economic contraction 
and excess capacity. In addition, the simulations demonstrate that a more 
prudent investment pol icy, which avoided this rapid increase in investment, would 
have made it possible (as pointed out above) to sustain a substantially higher 
level of investment after the price shock, resulting in a smaller reduction in 
GDP and a less severe contraction of the economy. Moreover, a more prudent 
investment pol icy would have averted the 1 arge macroeconomic imbal ances which 
appeared in the wake of the price shocks, making it easier to restore 
macroeconomic bal ance and stabi 1 i ze the economy. 

AGRICULTURAL PRICE POLICY 

The high degree of imp1 icit taxation of the agricultural export sector 
during the commodity boom has been criticized extensively, both because it 
transfers income from agricultural households to mostly better-off urban 
government employees and other non-farm groups and because it reduces incentives 
for agricultural investment. However, there is little scope for increasing the 



producer price in the period a f t e r  the boom because the wedge has become small, 
and sometimes negative, and the government and parastatal agencies do not have 
the wherewithal t o  finance a producer subsidy. The lesson here i s  that  the years 
of the commodity boom were the time for  reducing the wedge between producer price 
and world price.  A t  that  time, the wedge was large, world prices were high, and 
i t s  reduction would have had a large impact on rural incomes and, over time, on 
sectoral investment. 

STRUCTURAL ADJUSTMENT AND POVERTY 

I t  i s  c lear  from an examination of macroeconomic data that  the Cameroon 
economy experienced a marked contraction a f t e r  the mid-eighties. For insight 
into the consequences for  poverty and income distribution of the continuing 
economic c r i s i s  and the structural adjustment policies one has t o  t u r n  t o  the 
model simulations discussed ear l ie r .  

Largely dependent on agriculture,  the rural poor constitute the bulk of the 
poor in Cameroon. Their incomes are n o t  d irect ly  t ied t o  government expenditures 
through large-scale public employment or anti-poverty transfers.  Consequently, 
structural adjustment - chiefly expenditure reduction - has affected these 
households indirectly through: the mu1 tip1 ie r ;  reductions in the qual i ty  and 
supply of infrastructural and agricultural services and in public investment in 
agriculture; and i t s  impact on investment and growth in the non-agricul tural 
sector.30 With the collapse of oi l  revenues the Cameroonian s t a t e  has been 
unable to  maintain the low pre-existing level of support for  agriculture. The 
long-term consequences of reduced publ i c  spending on agriculture, though unknown, 
provide cause for  worry. 

On the other hand, the steep f a l l  in world prices for Cameroon's major 
export crops had a direct  and substantial effect  on rural poverty, especially in 
the more export-oriented southern region. While th i s  price shock was one of the 
factors precipitating the economic c r i s i s ,  i t s  effect  must be distinguished from 
the ef fec ts  of the structural adjustment policies per se. Indeed, as the 
simulation demonstrates, had export crop prices n o t  fa l len,  the impact of 
structural adjustment and the associated expenditure reduction policies on rural 
incomes would have been comparatively small. 

That the d i rec t  impact of the structural adjustment policies on poverty has 
been small (when compared to  the reduction in GDP caused by the price shocks) and 
has been concentrated in the re1 a t  ively better-off non-agricul tural  and urban 
sectors i s  cold comfort indeed. The inabi 1 i t y  of the s t a t e  t o  restore publ i c  and 
private investment and revive economic growth, coupled with Cameroony s rapid 
population growth, can only lead to  rapidly increasing poverty in the long run. 

Of these, the reduction in the qual i t y  of infrastructural and 
agricultural services i s n o t  model ed here. 
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