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1. VIET NAM - 1984 ARTICLE IV CONSULTATION 

The Executive Directors considered the staff report for the 1984 
Article IV consultation with Viet Nam (SM/84/114, 5/18/84; and Cor. 1, 
5131184). They also had before them a report on recent economic develop- 
ments in Viet Nam (SM/84/124, 5/29/84). 

The staff representative from the Asian Department stated that a 
cable had recently been received from Viet Nam suggesting that Viet Nam's 
blocked accounts in the United States should be used for the payment of 
the arrears outstanding to the Fund. The staff did not know whether that 
suggestion was feasible; it had informed the Vietnamese authorities that 
if the possibility existed, they should contact the U.S. authorities to 
pursue the matter further. Those communications did not affect Viet Nam's 
obligation to make the payments that were due to the Fund. Viet Nam had 
been informed that unless a payment was made a complaint would be issued 
to the Executive Board soon. 

Mr. Ismael made the following statement: 

During 1983, the Vietnamese economy made progress in many 
areas. The consumer price inflation rate was brought down from 
80 percent to 55 percent, the overall budget deficit was reduced 
by almost half from 18.6 percent to 10.7 percent of GDP, the 
current account deficit was reduced from 7.1 percent to 5.7 per- 
cent of GDP, and the overall balance of payments deficit was 
reduced from 1.7 percent of GDP to only 1.1 percent of GDP. 
Real GDP grew by almost 6 percent. These indicators illustrate 
Viet Nam's success in bringing about remarkable adjustment while 
at the same time maintaining an impressive rate of economic growth. 
In the face of a harsh external environment and financing diffi- 
culties, Viet Nam's achievemnt is indeed commendable. 

Agricultural production in 1983 was adversely affected by 
unfavorable weather conditions, by a sharp reduction in subsidiary 
crop production, and by shortages of imports. Hence, agricultural 
output increased by only 2.8 percent. Paddy production rose by 
4.7 percent, bringing all food grain production to 17 million tons. 
Self-sufficiency in food grains reflects the success of government 
policies geared toward increasing food production. Industrial 
output increased by 15 percent as a result of wider application 
of incentive policies in light industries and handicrafts, and 
decentralised decision making. 

The main objective of the production policies in 1984 is to 
consolidate self-sufficiency in food and to increase the production 
of industrial crops (jute, soybeans, groundnuts, and sugar) that 
can be used for exports and provide raw materials to agro-based 
industries. The authorities plan to increase the cultivated area 
for industrial crops in 1984 and 1985. To raise food production, 
they intend to promote double cropping, and to provide processing 
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facilities and fertilizer. With respect to industrial production, 
the authorities will continue to emphasize decentralised decision 
making and improve the utilization of existing plant capacity. 
In view of the limited resources, the authorities' investment 
policy has shifted in favor of light industries and handicrafts. 
Investment in heavy industries is restricted to those industries 
which are considered vital for economic development--for example, 
cement and electricity generation. 

The improvement in the fiscal position in 1983 was attribut- 
able to a slowdown in expenditure ahile, as a percentage of GDP, 
revenues remaned unchanged over the previous year, despite new 
tax measures on the private sector (license tax and profit tax). 
As a result of the austerity measures, the budget deficit was 
brought down by almost one half. The deficit is expected to 
decline further to 9.7 percent of GDP in 1984. A budget deficit 
of the order of 9-10 percent appears large because of the classi- 
fication of foreign aid (including grants) as a financing item. 
(This classification is different from the standard classification 
prescribed in the Government Finance Statistics Manual.)' It is 
also noteworthy that in 1983, less than one tenth of the budget 
deficit was financed from domestic sources. Since aid receipts 
are projected to.decline in 1984, it is expected that a larger 
proportion of the budget deficit will be financed from domestic 
sources. 

Monetary developments in 1983 were characterised by a sharp 
slowdown of domestic credit expansion. After the high rates of 
growth of .almost 1OC percent in 1981 and 84 percent in 1982, 
liquidity increases decelerated to only 37 percent in 1983. In 
1984, the authorities intend to reduce the growth in total 
liquidity to 5 percent by encouraging enterprises to use their 
own resources rather than rely on bank credit. 

The balance of payments, although still in deficit, showed 
some improvement. Exports declined from 5.3 percent to 4.C per- 
cent of GDP; imports, however, declined to a large extent, from 
12.8 percent to 9.5 percent of GDP. The current account deficit 
declined to 5.7 percent of GDP from 7.1 percent in 1982. The 
overall balance of payments deficit also declined from 1.7 percent 
of GDP to only 1.1 percent in 1983; Official holdings of foreign 
exchange remained at a low level of $16.4 million. Consequently, 
Viet Nam was unable to meet all its foreign exchange obligations. 
In 1983, the increase in external arrears amounted to $177 mil- 
lion, significantly less than the increase of $213 million in 
1982. Indeed, the very high debt service ratio has placed an 
unsustainable burden on the balance of payments. The authorities 
are currently negotiating debt rescheduling with Japan, Libya, 
India, and Algeria, and if the negotiations are successful, the 
debt relief of $291 million would allow Viet Nam a $72 millicn 
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surplus in the balance of payments. Outstanding arrears would 
be reduced accordingly. The authorities request the understand- 
ing and cooperation of the creditors for debt rescheduling, and 
express the hope that with world economic recovery, Viet Nam 
would be able to expand its exports sufficiently to meet all its 
debt service obligations. 

I would like to reiterate that the authorities have intro- 
duced a number of supply-side and austerity measures aimed at 
improving the performance of the economy. The progress is 
evident from the economic performane in 1983. However, Viet Nam 
has very limited resources.as aid inflows from the convertible 
area.have decreased substantially and access to capital markets 
is nonexistent. The country is obviously going through a very 
difficult phase in dealing with political problems with neighbor- 
ing countries, in bringing about economic integration of the 
North and South, and in improving the performance of the economy. 
In view of the domestic social and political constraints, the 
measures taken by the authorities, including the limited adoption 
of market mechanisms, to improve economic performance are commend- 
able! Finally, it should be borne in mind that Viet Nam is a 
centrally planned economy and that economic adjustment policies, 
which could work beautifully in a market economy, might not be 
workable or acceptable in Viet Nam. Therefore, I would like to 
advise caution on the part of the staff and the Board in urging 
the authorities to adopt policies which are either politically 
not acceptable or not entirely suited to a centrally planned 
economy. Indeed, it would be preferred if greater attention 
were to be devoted to the question of how to improve the workings 
of a centrally planned economy without having to impose ideas 
from a totally different political and economic system. Any 
outside advice must be consistent with the social, political, 
and economic ideology of the country. 

In conclusion, I join my Vietnamese authorities in expressing 
our appreciation to the staff for their reports. My authorities 
also express their appreciation of the Fund technical assistance 
to improve financial statistics. 

Mr. Morrell said that he was in broad agreement with the staff's 
appraisal and that he supported the proposed decision. By some measures, 
1983 had been a reasonable year for Viet Nam. It had continued to experi- 
ence a relatively high rate of growth, with GDP increasing by 5.9 percent. 
At the same time, the overall budget deficit had fallen by almost 8 percen- 
tage points to the still high level of 10.7 percent of GDP, and consumer 
price increases were estimated to have slowed to 55 percent from 80 percent 
in 1982. However, despite the continued growth of output and a reduction 
in inflationary pressures, Viet Nam's external position had remained weak 
in 1983, with export growth slowing to 10 percent, from 27 percent in 
1982 , import growth accelerating to 8 percent, from 2 percent in 1982, 
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and the current account deficit widening. Because of the low level of 
reserves, the overall balance of payments deficit in 1983 had been financed 
entirely from further growth of arrears on foreign debt payments to the 
convertible currency area. Viet Nam's position was clearly precarious, 
as indicated by the continuing delays in payments to the Fund, the large 
and increasing external arrears, and the low level of foreign exchange 
reserves. 

The Vietnamese authorities' strategy for external adjustment involved 
a gradual shift in production away from heavy industry to agriculture and 
light industry, Mr. Morrell observed, in order to increase the supply of 
goods for consumption and export. Particular emphasis was being placed 
upon production of industrial crops because they had significant export 
potential and provided raw materials to agro-based industries. The strat- 
egy had resulted in some success, as indicated by the fact that in recent 
years there had been a steady decline in the trade deficit with the con- 
vertible currency area. That success had not been as pronounced as it 
could have been, however, due to, inter alia, the recent reintroduction 
of central control over foreign trade, and the cumbersome approval proced- 
ures for joint ventures with foreign interests. He urged the authorities 
to consider measures to remedy those deficiencies in their strategy. ., 

The Vietnamese authorities appeared to have difficulty accepting the 
importance that a change in relative prices might play in the adjustment 
of their economy, Mr. Morrell continued. They appeared more reluctant 
than ever to increase incentives through the price system. In the early 
198Gs, there had been some sympathy for the role that more realistic 
pricing and less rigid regulations might play, but apparently such consid- 
erations no longer pertained. However, until the necessary price adjust- 
ments took place, certain problems would probably persist; for example, 
many domestically produced goods, including exports, would continue to be 
sold below cost; transfers from state enterprises, relative to GDP, would 
continue to fall, offsetting the authorities' increased tax. effort; and, 
the foreign exchange constraint would continue to act as an important 
impediment to the further development of the economy, preventing the 
import of foreign capital goods necessary to modernise domestic production 
capacity. 

To achieve the objective set by the Vietnamese authorities, 
Mr. Morrell remarked, changes in the exchange rate arrangements appeared 
to be necessary. Devaluation alone would not be sufficient. There was 
an accompanying need to change domestic prices to reflect the newly 
depreciated exchange rate. Mr. Ismael had commented on the issue in his 
statement, but the question was not really a matter of philosophy. If 
the authorities wished to retain a system of central planning, which they 
were entitled to do, it was not inconsistent with that choice to make 
changes in administrative prices where relevant. The most important 
prices were the exchange rate and the domestic prices that fol1owe.d from 
it. Viet Nam was not an isolated country; as a member of the international 
community, it had to adjust relative prices where appropriate. An exchange 
rate adjustment would, therefore, provide both the right kind of incentives 
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and the appropriate shadow prices to guide the authorities in setting 
priorities in the production area. The staff was undoubtedly correct in 
concluding that "a substantial adjustment of the exchange rate accompanied 
by flexible pricing policies in the export- and import-competing sectors 
is essential for achieving a viable balance of payments and should no 
longer be delayed." 

The authorities had made efforts to reschedule their external debt, 
Mr. Morrell noted. Although rescheduling was necessary, it was an insuf- 
ficient step in itself. Similarly, increased aid would be insufficient. 
Only when the Vietnamese authorities were prepared to contemplate a 
change in relative prices within their economy would there be hope that 
the economy could develop in such a way-as to eliminate the country's 
external arrears and overcome its balance of payments difficulties. He 
urged the authorities to take early and comprehensive adjustment measures 
on all policy fronts and to take steps to phase out the various exchange 
restrictions and multiple currency practices as soon as possible. 

Mr. Ramtoolah commented that, despite a difficult external environment, 
whether in the form of adverse weather conditions or reduced financial 
assistance, and despite internal constraints in the form of infrastructural 
and administrative bottlenecks, Viet Nam had made commendable progress 
recently in dealing with the various imbalances facing the economy. In 
1983 the overall fiscal deficit had been reduced to 10.7 percent of GDP 
from 18.6 percent in 1982, reflecting expenditure restraint, while the 
increase in consumer prices had declined to an estimated 55 percent from 
80 percent a year earlier. At the same time, both agricultural and indus- 
trial output had increased, so that real GDP had been estimated to have 
grown at the satisfactory rate of 6 percent in 1983. Despite such gains, 
however, the situation remained difficult, especially in the external 
sector. 

Although the current account deficit as a percentage of GDP had 
declined in 1983, Mr. Ramtoolah continued, the high and increasing level 
of external indebtedness-- the debt service ratio was expected to remain 
between 80 and 100 percent until 1987 --called for the implementation of 
urgent adjustment measures. Certain measures had already been adopted in 
various sectors; therefore, the situation should improve somewhat in the 
period ahead. In 1984, real GDP was estimated to grow by 7 percent, 
while the increase in the consumer price index, the overall budget deficit, 
and the external current account deficit were all expected to be lower 
than in previous years. 

In the area of production, the authorities should be commended for 
their intention to continue policies that would emphasize decentralisation 
of decision making and reliance on the free market so long as the latter 
remained within their chosen institutional framework, Mr. Ramtoolah stated. 
The expansion of the total area under cultivation and the introduction of 
new rubber, coffee, and tea plantations, as well as attempts at double 
cropping and efforts to increase yield, were steps in the right direction, 
as were similar efforts to expand industrial output. 
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Commenting on fiscal policy, Mr. Ramtoolah said that the authorities' 
attempt to increase domestic revenue and to contain current expenditure 
were also commendable, although there was room for improvement. He agreed 
with the staff that serious consideration should be given to further 
reduction in the item "other expenditures," which amounted to 10 percent 
of GDP. The authorities' intention to slow the growth of total liquidity 
in 1984 by encouraging enterprises to use their deposits was welcome. 
The rapid increase in savings deposits recently was also encouraging, as 
it reflected, among other factors, an appropriate interest rate policy. 

The fact that very few foreign investments had occurred so far in 
Viet Nam despite the introduction of a new foreign investment code in 
1977 was to be deplored, Mr. Ramtoolah considered. In the external debt 
area, the authorities had no choice but to continue to seek debt resched- 
uling. He encouraged them in their efforts. Finally, as Mr. Ismael 
pointed out, Viet Nam was going through a difficult phase in dealing with 
various political problems and bringing about the economic integration of 

-the North and South. The country required the SymFathetiC consideration 
of its creditors and potential aid donors. 

Mr. Templeman commented that, although overall performance of the 
Vietnamese economy in 1983 had shown signs of improvement in the form of 
a deceleration of inflation in line with a lower rate of monetary expan- 
sion and a small budget deficit, a somewhat reduced ratio of the current 
account deficit to GDP, and a satisfactory rate of real growth of GDP, 
the longer-term outlook was decidedly less favorable. The investment rate 
was not high, labor productivity growth was low, and management efficiency, 
particularly in heavy industry, was inadequate. Furthermore, the balance 
of payments and foreign debt prospects in the medium term were unfavorable, 
given the inadequacy of the economic adjustment effort to date. The con- 
tinuation of the external constraints risked jeopardising future growth 
by increasingly isolating Viet Nam from the beneficial effects of world 
trade, including access to foreign.capital and technology. 

The authorities appeared to be following a somewhat mixed overall 
strategy for macroeconomic management and economic development, 
Mr. Templeman continued. While some steps had been taken to allow a 
greater role for market forces and the price mechanism in allocating 
resources, such as in the decentralisation of management in light industry 
and the pay-according-to-work system of wage determination in public 
enterprises and cooperatives, the return to greater control over foreign 
trade and the planned increased involvement of the Government in retail 
trade pulled in opposing directions. Given the acknowledged limitations 

of economic data and trained administrative personnel in government, the 
excessive reliance on direct controls surely meant that inefficiencies, 
such as those already apparent throughout the economy, were inevitable. 
Yet, where experiments had been tried, with apparent success, to allow 
market forces to have an influence, the tendency had been to retreat 
promptly at any sign of trouble, rather than to develop some market- 
related tools to influence the direction of those developments. For 
example, the introduction of a tax on some private sector transactions 
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had not yet been extended to similar areas of activity by public enter- 
prises and the marginal rate of tax had apparently been set at an 
excessive level. He supported the staff's suggestion that those 
problems should be resolved. 

Similarly, if the long-term growth and inflation performance of 
the economy was to improve, Mr. Templeman remarked, a number of fiscal 
and monetary policy measures would need to be taken. The staff listed 
some structural weaknesses on the revenue side of the budget on page 11' 
of SM/84/114, and it referred to some revenue and expenditure measures 
that could contribute to the needed reduction in the overall budget 
deficit and in the rate of monetary expansion. He urged the authorities 
to consider those possibilities. 

In the convertible currency external sector, Mr. Templeman observed, 
the persistent insufficiency of export growth, the prospect of further 
current account deficits, and the prolonged accumulation of debt and pay- 
ments arrears, were likely to continue if prompt efforts were not under- 
taken to accelerate the pace of adjustment. All three of the staff's 
medium-term scenarios for the balance of payments, including the most 
favorable in terms of relative export and import growth, would result in 
accumulation of arrears, to between $0.8 and $1.3 billion by 1990. In 
reality, that outcome was not likely to occur because Viet Nam's access 
to convertible currency trade would surely contract to prevent such a 
development. On the other hand, movement of the exchange rate, with a 

corresponding pass-through to the prices of imports and exports, would be 
an important step forward. Such action would correct the present anomalous 
situation in which export losses were being made up by profits on imports, 
thereby creating an incentive to import at a time of balance of payments 
problems. Finally, he urged the Vietnamese authorities to improve the 
adequacy and timeliness of their statistical reports to the Fund. 

Mr. Nguyen said that Mr. Ismael's statement had been most interesting, 
particularly his remarks on the centrally planned nature of the Vietnamese 
economy. It was well known that traditional economic remedies that might 
work in a market economy might not be implemented as efficiently in a 
country like Viet Nam. Nevertheless, successful experience in other cen- 

trally planned countries demonstrated that a flexible approach from the 
Fund, associated with a firm commitment by the authorities, could prove 
helpful in some cases. 

The staff had correctly addressed the main issues to be dealt with 
in a country that, despite some real progress, continued to encounter 
serious difficulties and faced cumbersome constraints on the external 
side, Mr. Nguyen continued. There were a number of encouraging factors, 
and the authorities should be commended for the results achieved so far. 
Although 1983 had clearly been a year of hardship, the adjustment had 
been conducted within a framework of reasonable growth. Inflation had 
slowed from 80 percent to 55 percent, the current account deficit had 
been reduced from 7.1 percent of GDP to 5.7 percent, and the overall 
balance of payments deficit had decreased by 0.6 percent. On the other 
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hand, despite the reduction, the balance of payments deficit remained 
large and overdue payments had accumulated. Moreover, the outlook for 
the balance of payments was unsustainable, given the heavy debt burden 
and the limited inflows from capital markets. 

There were a number of underlying factors that could explain the 
weakness of the economy, Mr. Nguyen noted. They raised issues for future 
policy about which the Vietnamese authorities appeared to be partly aware. 
Three areas in particular deserved greater attention. On the fiscal side, 
expenditures had been reduced in 1983 and the budget deficit had been 
kept below 10 percent of GDP. However, it was surprising that, although 
the authorities agreed on the need to increase revenues and to reduce 
outlays, they had not indicated their policy course for 1984. He agreed 
with the staff that there was room for an increase in revenues, especially 
in the area of the agricultural tax. According to the information in 
Table 6 of ‘M/84/124, that tax would remain at the same level in 1984 as 
in 1983, while its share in GDP would decrease by 0.7 percent. He invited 
the staff or Mr. Ismael to explain that development, particularly in 
light of the good harvest of 1983. In conjunction with a reduction in 
the fiscal deficit, a strict monetary policy should be implemented in 
order.to contain the growth of monetary aggregates and to reduce credits 
to enterprises. 

Second, with regard to the external sector, the prospects for the 
balance of payments were worrisome, Mr. Nguyen went on. The three scenar- 
ios developed by the staff implied a rate of growth of exports of more 
than 15 percent. Considering that the increase in exports in 1983 had been 
10 percent, it was not .certain that the outcome of any of those scenarios 
could be realised. He agreed with the staff that rejnforcement of central 
control on exports might be partly responsible for that uncertainty, and 
that a more flexible exchange rate policy should be implemented. 

Third, the results were clearest in the area of agriculture, 
Mr. Nguyen said. The country had attained self-sufficiency in food 
grains; nevertheless, it continued to remain vulnerable to food shortages, 
which could not be explained totally by bad weather conditions. Higher 
imports of fertilisers had partially offset the advantages of lower grain 
imports in 1983. In view of the country's potential, which was mainly 
agricultural, more incentives and greater attention should be given to 
programs of irrigation and production of industrial crops, such as coffee, 
tea, and rubber, that had good export growth prospects in international 
markets. 

In sum, the present consultation with Viet Nam was not easy, 
Mr. Nguyen stated. The Fund was dealing with a member that was trying to 
find its own way toward improving the well-being of its population. The 
Fund had a role to play in helping that member, for example, by providing 
technical assistance in the field of information and statistics. On the 
other hand, the Fund was perfectly justified in expecting from the member 
the fulfillment of its obligations, particularly with regard to clearing 
its overdue payments. He could support the proposed decision. 
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Mr. Clark observed that Viet Nam's external balance with the convertible 
currency area was clearly unsustainable. Although commendable progress had 
been made in 1983 in many areas of domestic policy, such as public savings, 
inflation, and industrial production, and although the trade balance with 
the convertible currency area had improved, for the second year in succes- 
sion the overall balance of payments deficit had been wholly financed by 
a substantial buildup of arrears. At the end of 1983, those arrears had 
amounted to much more than twice annual exports to the convertible currency 
area. It was also disturbing that in 1984 Viet Nam had incurred substantial 
overdue payments to the Fund, some of which had. persisted since February. 
He urged the authorities to give priority to eliminating those overdue 
payments as soon as possible. 

Given the present level of arrears, Mr. Clark continued, it was 
clear that dealing with them would be a'long-term task. It was, therefore, 
particularly worrying that, even on optimistic assumptions of continuing 
annual export growth of 20 percent in dollar terms and relatively low 
growth in imports, the staff's projections indicated that arrears would 
continue to increase in absolute terms until the end of the decade. He 
agreed with the staff that the situation underlined the need for early 
and comprehensive adjustment measures. 

The adjustment measures'would have to be aimed particularly at 
improving exports, Mr. Clark considered. He agreed with the suggestions 
that the staff had made in that regard. However, it would be interesting 
if the staff could comment further on the extent to which its recommended 
pricing policies were feasible in a centrally planned economy such as 
that of Viet Nam without major changes in the planning system itself. He 
agreed with Mr. Nguyen that Mr. Ismael had made an important point in 
that regard. It would also be useful if the staff could comment further 
on the prospects for improving the institutional arrangements for foreign 
trade. For example, were the incentive systems for local producers, 
which were presumably based largely on physical targets, compatible with 
those in the foreign trade organisations? Did the two systems combine to 
promote export efficiency and effective use of foreign exchange even in 
the context of planned targets for exports and imports? Perhaps such 
institutional issues could be taken up in the next Article IV consultation, 
as an appendix to the report on economic developments. 

Mr. Okubo stated that he agreed with the broad thrust of the staff's 
appraisal. Despite progress in some important areas, the Vietnamese 
economy had continued to show considerable weakness. While the government 
deficit had been reduced and monetary expansion had decelerated, contrib- 
uting to a substantial decline in inflation, the balance of payments had 
remained weak, and there had been a further accumulation of arrears on 
debt service payments. The staff made a convincing case that the outlook 
for the balance of payments pointed to the urgent need for comprehensive 
adjustment measures on all policy fronts. 
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The fiscal position had improved in 1983, Mr. Okubo continued, largely 
due to expenditure restraints. Government borrowing from the State Bank 
had fallen significantly and the growth in total liquidity had decelerated. 
However, revenue in 1983 had remained at about the same level as in 1982 
in relation to GDP, so that the overall deficit had continued to be high. 
In 1984, the overall deficit was projected to remain at about 10 percent 
of GDP. Despite the authorities' intention to issue bonds to finance part 
of the deficit, government borrowing from the banking system was projected 
to increase. The government budget would continue to be subject to various 
structural weaknesses. In those circumstances, domestic resource mobiliza- 
tion and additional expenditure restraint should receive,high priority in 
1984 and beyond. Because the operation of public enterprises appeared to 
have been affected by the delay in adjusting official sales prices, more 
flexible pricing policies would seem to be essential. Other measures to 
introduce greater discipline in public enterprises, along the lines sugges- 
ted by the staff, would require further attention by the authorities. 

Turning to monetary policy, Mr. Okubo noted that the authorities 
intended to slow the growth of total liquidity in 1984 by encouraging 
enterprises to use their deposits. However, the growth of credit to the 
Government and public enterprises was projected to accelerate. He shared 
the staff's view that further abatement of inflation would be contingent 
not only on a reduction of the financial deficit of the public sector as 
a whole, but also on monetary policy designed to limit the growth of cash 
in circulation. A policy stance conducive to reducing inflationary 
pressures further would be of great importance. 

With regard to production policies, the authorities would continue 
to emphasize decentralized decision making and to improve the utilisation 
of existing plant capacity., Mr. Okubo observed. Greater decentralisation 
would help to enhance efficiency in resource allocation. On the external 
side, he joined the staff in urging the authorities to undertake comprehen- 
sive measures to strengthen the balance of payments in order to eliminate 
restrictive practices, including external arrears, at the earliest oppor- 
tunity. Cumbersome administrative procedures had often discouraged 
inflows of foreign investment. A more open stance toward obtaining 
foreign capital might alleviate bottlenecks in the economy. Since the 
beginning of 1983, Viet Nam had frequently been late in discharging its 
financial obligations to the Fund. He hoped that the authorities would 
take all possible measures so that the overdue obligations could be 
discharged as promptly as possible. Finally, it was a matter of concern 
that the scope, quality, and timeliness of Viet Nam's economic and finan- 
cial statistics remained weak. The lack of adequate and timely statistics 
would hamper effective economic management. He hoped that the authorities 
would provide statistics to the Fund on a more frequent and consistent 
basis. Technical assistance by the staff in those areas might prove 
particularly helpful. 

The staff representative from the Asian Department noted that one 
Director had referred to the stability of the yield of the agricultural 
tax in 1984. The reason for the projection of unchanged yield was that 
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the tax was calculated on potential yield, which was established every 
seven years. Because the potential yield had been established in 1983 
with the introduction of the new tax system, it would probably not be 
changed for another six years. Another reason for the projected stability 
of the yield was that the Government expected a larger proportion of its 
total procurement of foodgrains in the year ahead to occur at official 
prices and a lesser proportion at negotiated prices. 'The staff's recom- 
mendation that the yield could be increased was aimed more at the level 
of the rates and was based on the view that the agricultural sector, which 
had benefited from substantial price increases and from increased invest- 
ment, could contribute more to the government budget, a view shared fully 
by the Vietnamese authorities. However, they were hampered by certain 
institutional difficulties. 

The questions whether the staff recommendations with regard to 
pricing policy were feasible without changing the planning system, and 
whether institutional bottlenecks were particularly strong in the external 
trade sector, were related, the staff representative continued. It should 
be borne in mind that Viet Nam was not only a country with a centrally 
planned economy, it was also very much a developing country facing severe 
manpower constraints, particularly at the management level. The lack of 
managerial skills was a major reason why the plan did not work. Other 
reasons were the problems relating to integration of the North and South 
and the difficult communications and information system. A large segment 
of the economy in the South continued to be private; in the North, since 
1979, there had been greater experience with market-oriented policies and 
they had been successful, particularly with regard to the rapid growth of 
light industry. On the other hand, the external sector was an area in 
which the Vietnamese economy had not been successful, despite repeated 
efforts by the authorities. It was against that background that the 
staff had recommended a liberalization of the system in conjunction with 
a sizable adjustment in the exchange rate. Such measures would have to 
be accompanied by a further decentralization of decision making, thereby 
reducing the role of the plan. The prospects for improving the situation 
through establishment of a better information system or by upgrading man- 
power were poor; such an approach would probably take five to ten years, 
whereas greater liberalization would have immediate benefits. Indeed, 
the Vietnamese authorities had experimented with policies along those 
lines in 1982 when they had liberalized a large segment of the external 
trade sector, but they had reversed policy in 1983 because the outcome 
had been a rapid rise in domestic prices for some export commodities. 
However, such an outcome was precisely what was needed in order to improve 
the relative price structure of domestic products and exports. 

In sum, the staff believed that an improved price policy was feasible, 
but that it would reduce the importance of the planning system in the 
Vietnamese economy, the staff representative from the Asian Department 
stated. Apart from ideological and political constraints, a major question 
that concerned the staff was the speed with which the economy could be 
expected to adjust following a devaluation, adoption of more flexible 
pricing policies, and intrnduction of further -ILL" decentralization in decision 
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making. Many managers were used to a totally different system and they 
would probably need considerable encouragement from the political level 
to adapt to the new policy environment. While adjustment might therefore 
take longer than in market economies, it was not sufficient justification 
for delaying the implementation of the needed policies. 

Mr. Ismael said that the Vietnamese authorities regretted the exis- 
tence of the arrears to the Fund, which had been incurred since February 
1984. They wished to eliminate those arrears, but the balance of payments 
position and the low level of reserves did not allow them to do so at 
present. In March 1984 the authorities had approached the Fund for a 
possible rescheduling of the overdue obligations and the payments coming 
due. However, their request had not been acceptable to Fund management. 
Therefore, in May the Vietnamese authorities had advised the Fund that they 
had instructed their American depository banks to pay the overdue amounts 
to the Fund from the blocked accounts in those banks, and they had sugges- 
ted that the Fund should exert its efforts to secure execution of those 
payment instructions. He hoped that it would be possible to make appro- 
priate arrangements with the U.S. authorities as soon as possible. 

The Acting Chairman made the following summing up: 

Executive Directors noted the relatively favorable trend in 
output in recent years as well as the significant reduction in 
inflation, in the budget deficit, and in the external accounts 
in 1983. Directors welcomed the shift in emphasis from heavy to 
light industry and agro-based production in order to increase 
the availability of both consumer goods and exports. Nevertheless, 
despite recent reschedulings of some external debt obligations, 
the balance of payments outlook remained unsustainable, several 
Directors emphasized. Directors welcomed the intention of the 
authorities to seek further consolidation of external debt service 
payments, but they believed that those efforts should not divert 
attention from the urgent need for strong and comprehensive 
adjustment measures aimed at redressing the balance of payments 
and at reducing payments arrears promptly. A substantial correc- 
tion of the exchange rate, accompanied by greater price flexibil- 
ity in the export- and import-competing sectors, should therefore 
no longer be delayed. Other measures to reduce bottlenecks in 
foreign trade included a more flexible implementation of the 
foreign investment code, with the adoption of less cumbersome 
approval procedures for joint ventures with foreign interests. 
While acknowledging that Viet Nam was a centrally planned economy, 
many Directors suggested that, in view of the difficulties in 
the design and execution of the plan--which were due in large 
part to the lack of management resources--greater reliance on 
decentralized management and flexible relative prices reflecting 
market forces would improve the allocation of resources and the 
performance of the export sector. 
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Directors remarked that a slowing in the growth of monetary 
aggregates was essential for the reduction in inflationary 
pressures and the achievement of a viable balance of payments. 
Continued expenditure restraint should be accompanied by addi- 
tional revenue measures to narrow further the government deficit. 
Directors welcomed the intention of the authorities to reduce 
the growth of total liquidity in 1984 to 5 percent. They 
observed that achievement of that target would be facilitated by 
measures that would permit enterprises to retain a larger share 
of their earnings. A restructuring of interest rates would 
facilitate the implementation of monetary policy and promote a 
more efficient allocation of scarce capital resources. 

Directors advised the authorities to seek technical assis- 
tance from the Fund in areas where the compilation of statistical 
data needed to be improved, and many Directors noted the importance 
of increasing the scope of the data made available to the Fund. 

Directors also expressed concern about the overdue obliga- 
tions to the Fund, some of which had been outstanding for more 
than four months, and they urged the authorities to settle those 
obligations. 

It is expected that the next Article IV consultation with 
Viet Nam will be held on the standard 12-month cycle. 

The Executive Directors then took the following decision: 

Decision Concluding Article XIV Consultation 

1. The Fund takes this decision relating to Viet Nam's 
exchange measures subject to Article VIII, Sections 2 and 3, and 
in concluding the 1984 Article XIV consultation with Viet Nam, 
in light of the 1984 Article IV consultation with Viet Nam con- 
ducted under Decision No. 5392-(77/63), adopted April 29, 1977 
(Surveillance over Exchange Rate Policies). 

2. Viet Nam maintains restrictions on payments and trans- 
fers for current international transactions, including external 
arrears and multiple currency practices, as described in SM/84/114 
and ~~/84/124. The Fund urges Viet Nam to take comprehensive 
measures to improve its balance of payments and to abolish the 
restrictions and multiple currency practices as soon as possible. 
The Fund also urges Viet Nam to terminate bilateral payments 
arrangements with Fund members. 

Decision No. 7730-(84/95), adopted 
June 18, 1984 
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2. CAMEROON - 1984 ARTICLE IV CONSULTATION 

The Executive Directors considered the staff report for the 1984 
Article IV consultation with Cameroon (SM/84/83, 4/19/84). They also had 
before them a report on recent economic developments in Cameroon (SM/84/108, 
5/15/84 and Cor. 1, 5/24/84). 

Mr. Alfidja stated that developments in the world economy had adversely 
affected the rapid expansion that the Cameroonian economy had experienced 
between 1979/80 and 1981/82, when real GDP growth had averaged 9 percent 
a year and the annual average inflation rate had been 10 percent. Despite 
the low world prices for the traditional export crops of cocoa, coffee, 
and wood, and the adverse effects of severe drought on agricultural out- 
put, the Cameroonian economy had been able to achieve remarkable growth 
in real GDP by current standards in 1982/83. The current account balance 
was estimated to have moved from a deficit of SDR 70.3 million in 1981/82 
to a surplus of SDR 132.3 million in 1982/83, and the overall balance of 
payments position had shifted similarly from a deficit to a surplus. As 
a result, the foreign exchange position had improved significantly. 

As in previous years, Mr. Alfidja continued, the impressive record of 
achievement was a reflection of the far-sighted economic and financial 
policies followed by the authorities since independence within the frame- 
work of successive five-year development plans. The Fifth Plan, for 1981/ 
82-1985186, aimed at the orderly exploitation of the economy's diversified 
natural resources to promote broadly based and regionally balanced economic 
growth and development that would enable Cameroonians to meet their needs. 
More specifically, under the Plan, the authorities sought to achieve self- 
sufficiency in food production, to expand the production of traditional 
export crops, to increase industrial production based on domestic raw 
materials, and to develop mining and energy resources. The high social 
investment and growth targets were a reflection of the increased emphasis 
that the authorities had now placed on the development of the rural and 
social sectors, particularly education, health, and housing. A detailed 
study was being made to assess the implementation of the Plan during its 
first two years, and the results would guide the authorities on the 
strategy to be adopted for the rest of the plan period. 

During the first two years of the Plan's implementation in 1981/82 
and 1982/83, real GDP growth was estimated to have averaged 5 percent a 
year, Mr. Alfidja noted. Agriculture, which was the dominant activity in 
the non-oil sector--the most important contributor to GDP as well as the 
second most important source of export earnings after petroleum, and which 

supplied the basic inputs of almost all the processing and manufacturing 
industries and the food requirements of Cameroon --had accounted for about 
30 percent of GDP in 1979/80. Because of the rapid expansion of the oil 
sector, which had increased its share of GDP from 4 percent in 1979180 
to 12 percent in 1981182, the relative share of agriculture in GDP had 
declined to 27 percent of GDP in 1981182. In order to exploit fully 
Cameroon's enormous agricultural potential, the Government had since 
1980/81 implemented various productivity programs, maintained an active 
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producer price policy for export and food crops, and provided various 
special incentives to farmers to replant aging cocoa and coffee trees and 
to attract young farmers to new farming areas.. It was expected that 
those measures would lead to increased output and productivity of food 
and export crops and to the general development and strengthening of the 
agricultural sector. 

As the staff pointed out, Mr. Alfidja.went on, the performance of 
the relatively large and diverse manufacturing sector, whose contribution 
to GDP had increased from 9 percent in 1978/79 to 11 percent in 1981182, 
was estimated to have deteriorated gradually during the past few years, 
mainly because of a shortage of agricultural inputs arising from the 
adverse effects of the drought, rising labor costs, increasing debt ser- 
vice payments, the high cost of imported inputs, and the uncertainties in 
neighboring markets to which part of the industrial output was exported. 
In addition to those factors, which had exacerbated the financial prob- 
lems of the manufacturing sector, some of the large enterprises had been 
experiencing serious structural problems, as the authorities were aware. 
In order to find a solution to those problems, particularly for enterprises 
in which there was government participation, a study had been commissioned. 
As part of its policy to improve the manufacturing sector, the Government 
was now promoting the development of small and medium-sized manufacturing 
enterprises and, in that connection, there were plans to rationalise the 
investment code, to extend the participation of the Government's indus- 
trial holding company (SNI) to cover joint ventures in such enterprises, 
to which the Development Bank would increase its efforts to allocate more 
credit. The Cameroonian authorities expected that the study under way 
would assist them in formulating policies aimed at solving the financial 
and structural problems of the industrial sector and in due course to 
make it more competitive. 

As the Executive Board already knew, Mr. Alfidja remarked, the rapid 
development of the petroleum industry had provided the Government with 
the resources to increase its total expenditure to support the agricultural 
sector, the backbone of the economy, as well as the industrial sector, to 
establish broadly based growth of the economy with relatively low rates 
of inflation, and to achieve approximate equilibrium in public finances 
and in the external payments position. Government participation in the 
oil industry had been vested in the National Petroleum Company (SNH), 
which handled all aspects of oil sector operations., 

On the occasion of the previous Article IV consultation with Cameroon, 
Mr. Alfidja recalled, Directors had considered Cameroon's budgetary situa- 
tion fundamentally strong, attributing it to the authorities' far-sighted 
traditional policy of fiscal restraint and financial discipline. Follow- 
ing marginal deficits in 1980181 and 1981182, the.balance of government 
operations had shown a surplus equivalent to 3 percent of GDP in 1982/83. 
The most significant contribution to revenue during that period had been 
from the oil sector, thereby reducing the importance of taxes on interna- 
tional trade in total revenue receipts to a secondary place. However, 
budgetary revenues from import taxes had increased due to the changes 
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that had been introduced in customs procedures in 1982183 and the policy 
of ensuring regular improvements in tax administration. For the financial 
year 1983/84, revenue prospects had been clouded by the uncertainties that 
continued to characterize the world economy and by the adverse effects of 
the drought on agricultural production and exports. Measures had, there- 
fore, been introduced to enhance the revenue position, including higher 
tax rates on imported beverages, the exclusion of imported beverages from 
the bonded warehouse system, and the enforcement of controls over the 
payment of import duties. A study was being planned to assess the feasi- 
btlity and the impact of introducing a value-added tax in order to make 
the indirect tax system more responsive to the growth of national income. 

With regard to expenditure, Mr. Alfidja added, Directors had suggested 
at the previous Executive Board discussion of Cameroon (EBM/82/100, 7/16/82) 
that, because the exceptionally large extrabudgetary outlays financed by 
oil income retained outside the budget could weaken the implementation 
and monitoring of a prudent fiscal policy, the authorities should consoli- 
date expenditure and revenue within the budget. The authorities still 
considered it imprudent to put all petroleum revenues in the national 
budget because to do so would create a false impression about its size 
and strength. In that connection, they wished .to re-emphasize that the 

resources of the National Petroleum Company should not be regarded as 
government revenue, since the company was autonomous, like the other 
companies involved in petroleum operations. Government revenue from the 
oil industry was a known factor, whether as royalties included in'the 
budget or as levies raised from SNH. Disbursements of extrabudgetary 
expenditures would continue to be subject to the same controls as those 
under the normal budgetary process; the authorities were more committed 
than ever to continuing to implement a policy of fiscal restraint and 
financial discipline. 

Consistent with that policy, the authorities were also committed to 
the formulation of monetary and credit policies that would stimulate 
growth of the economy without endangering,monetary stability, Mr. Alfidja 
said. Regarding the level and structure of interest rates, the authorities 
had introduced certain changes in January 1983 and.January 1984 in order 
to improve the profitability of the banks. In their view, raising interest 
rates to mobilize savings should not be considered a panacea; they could 
not agree to the staff's suggestion to raise interest rates indiscrimi- 
nately because such an approach could lead to penalizing many sectors of 
the economy, particularly agriculture. They believed that in present 
circumstances their interest rate policy was appropriate. 

In the external sector, Mr. Alfidja observed, Cameroon's payments 
position continued to be viable. Despite the low world prices for the 
traditional export crops of cocoa, coffee, and wood, the current account 
balance was estimated to have shifted from a deficit equivalent to 1 per- 
cent of GDP in 1979/80 to a surplus equivalent to 2 percent of GDP in 
1982/83. The sizable accumulation of foreign exchange reserves during 
the past five years had greatly assisted the authorities in meeting 
Cameroon's external payments obligations. The authorities would continue 
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to manage those external reserves in their prudent way, bearing in mind 
that petroleum revenue could decline over the medium term. The liberal 
exchange and trade system would be maintained. In sum, the authorities 
would follow their policy of efficient economic and financial management 
to ensure the development of the productive sectors as delineated in the 
current investment plan, which aimed at maintaining the positive growth 
of the economy within the context of an improved external payments position. 

Mr. Blandin commented that Cameroon was a rare example in sub-Saharan 
Africa because it was one of the few countries that had not had recourse 
to the use of Fund resources, nor should it need to do so in the foreseeable 
future. Paradoxically, although Cameroon was an oil producing country, its 
impressive record had not been achieved because of that status but despite 
it. The difficulties currently being experienced throughout the world, 
not only in Africa, by a number of oil producing countries, some of them 
large producers, were persuasive evidence in support of 'that observation. 

The impressive rates of real growth of GDP achieved since 1979 
reflected not only the performance of the oil sector, but also a sizable 
increase in the growth of the non-oil sectors of about 3 percent in real 
terms in the past few years despite an unfavorable environment, Mr. Blandin 
continued. It was also worth noting that Cameroon's terms of trade (exclud- 
ing oil) had declined by 39 percent over the four years 1979180 to 1982183, 
and was beginning to recover only in the past 12 months. Moreover, like 
many other African countries, Cameroon had suffered from drought. There- 
fore, the results achieved were not the effect of chance; they reflected 
the fact that the authorities did not pay lip service to the priority to 
be given to the agricultural sector but that they designed their policies 
in order actively to encourage rural producers. It was sufficient to 
point out that the producer prices of a number of agricultural products 
were the highest, or among the highest, in sub-Saharan Africa; for example, 
higher than in Ivory Coast for coffee and cocoa. 

With regard to the other sectors, Mr. Blandin remarked, the Cameroonian 
authorities had never engaged in overambitious infrastructural projects. 
The two largest investments in infrastructure, for the road and the railway 
between Douala and Yaoundd, were truly indispensable and they carried a 
high economic rate of return. One area in which progress could be made 
was the industrial sector, which should not be developed at a rate that 
would exceed the absorptive capacity of ,the country and which undoubtedly 
needed reform of administrative regulations in order to establish a more 
liberal environment,and a more market-oriented way of operating. The 
authorities were conscious of those problems, and they were prepared to 
take steps in that direction based on the results of the thorough study 
that was currently under way. 

Iurning to financial policy, Mr. Blandin said that he was impressed 
by the cautious fiscal policies exercised by the authorities; they had 
resulted in surpluses that were not adequately reflected by the figures 
provided by the staff, because only the amount of transfers from SNH were 
recorded as revenues, while all revenues accruing to SNH but not transferred 
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to the budget were not entered into the Government's accounts. Such 
procedures could be frustrating for the staff because they did not allow 
it to gain a full picture of the financial situation. From a legal point 
of view, he supported the request that all relevant data should be commu- 
nicated to the staff. However, it was clear that those procedures had 
permitted the Cameroonian authorities to resist the temptation to embark 
on an investment program that would rapidly have become overextended and 
unmanageable. On the contrary, the investment program had remained sound 
with respect to its sectoral distribution and growth targets and it had, 
consequently, received the broad endorsement of the World Bank. It was, 
therefore, not surprising, but commendable that, excluding oil revenues, 
the domestic fiscal balance had shown a deficit of only 3 percent of GDP 
in 1983/84. 'Ihe situation was markedly different from that of other oil 
producing countries, such as Nigeria. 

There was not a great deal to be said about external policies because 
similar information difficulties arose with regard to the estimation of 
the overall balance of payments and the amount of official and unofficial 
reserves, Mr. Blandin commented. Cameroon's membership in the French 
franc area, despite the constraints it might entail, had had a very bene- 
ficial effect. In particular, Cameroon had managed to escape the over- 
valuation of the exchange rate that had played such an important role in 
the woes of neighboring Nigeria. Furthermore, external debt was low and 
declining as a percentage of GDP, and the debt service ratio was also 
falling, a mark of the caution that had so far characterized external 
debt management. If international interest rates were to return to more 
appropriate levels, the decrease in the debt service ratio would be 
accelerated. On the monetary side, he agreed with the view that there 
was a need to control more effectively the increase in domestic credit, 
which otherwise could entail a continuation of inflationary pressures 
beyond those that had resulted from the drought. A reduction in the rate 
of inflation should be the primary target; it would facilitate more 
moderate increases in wages, which, in turn, would have beneficial effects 
on the budget and on the financial situation of the private sector. In 
sum, the Cameroonian authorities should be congratulated for the excellent 
result that they had achieved so far. He was confident that the economic 
and financial performance of Cameroon would remain exemplary in Africa if 
the same prudent and wise management continued. 

Mr. Grosche said that he was in broad agreement with the staff's 
appraisal and that he supported the proposed decision. Cameroon seemed 
to be an exceptional case within the African continent. Economic perfor- 
mance had been much better than that of other major countries in the 
area. Despite the fact that, like other countries, it had been plagued 
by drought and other setbacks, Cameroon had benefited from rapidly growing 
petroleum production. In almost 25 years of existence, it had never used 
Fund resources in the credit tranches. Ihe authorities should be commended 
for their prudent policies, which had helped to maintain fiscal and 
external surpluses. The high priority given to the agricultural sector 
was also welcome. 
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Some other developments were a matter for concern, Mr. Grosche con- 
tinued. The authorities intended not to encourage excessive claims on 
the income generated by oil revenues, an approach that should be welcomed. 
However, the staff gave the impression that some developments on the 
expenditure side of the budget had been set in motion that might be 
difficult to rectify once the oil revenues began to shrink. According to 
the staff's forecast, a gradual decline in oil revenues could begin as 
early as 1985. There were indications that the revenues had been used to 
a large extent to finance consumption or to delay necessary structural 
changes, as evidenced by the rising wage bill and by the subsidies to 
ailing industries. 

The generally unsatisfactory performance of the industrial sector 
was the result of a misguided and exaggerated import substitution policy, 
Mr. Grosche stated. Ihe authorities would be well advised to reconsider 
their policies in that respect. He hoped that the review of that sector 
that was under way would provide solutions. The staff had made some use- 
ful suggestions in that regard. 

Commenting on monetary policy, Mr. Grosche remarked that the high 
degree of liquidity in the banking system represented a sizable risk of 
excessive credit expansion in the future. The risk was underlined by the 
level of interest rates, which had become increasingly negative in real 
terms. Positive rates were warranted to mobilize increased domestic 
savings, which might be needed sooner than expected in view of decreasing 
oil revenues. 

It was a matter for regret, Mr. Grosche went on, that Cameroon, as 
a member of the French franc system, had had to modify slightly its 
basically restriction-free exchange and payments system after France had 
intensified its exchange controls during 1982. The devaluation of the 
CFA franc, an inevitable consequence of the devaluation of the French 
franc, had heightened the difficulties of many industrial enterprises 
because the cost of raw materials and equipment had been increased. Debt 
service had also increased. A common exchange rate seemed not always to 
be suitable for each member country. However, the authorities attached 
great importance to the solidarity of the monetary union. 

The way in which the authorities had been providing the staff with 
statistical information was also a matter for regret, Mr. Grosche added. 
Despite the reasons given by the authorities, there were many compelling 
arguments for having a more appropriate and meaningful data base, in 
particular with regard to the operations of the oil industry and the 
extrabudgetary component of expenditures. Moreover, it was questionable 
whether such behavior could be reconciled with Article VIII of the Articles 
of Agreement. 

Mr. Iempleman stated that he agreed with the thrust of the staff's 
appraisal. He noted with satisfaction Cameroon's good economic performance 
over the past five years. The authorities seemed to have managed well 
the impact on the economy of increased production in the oil sector in 
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spite of generally adverse worldwide economic conditions. Cameroon had 
achieved an overall balance of payments surplus, relatively low rates of 
inflation, high levels of savings and investment, and rather low external 
debt and debt service. The authorities had also taken measures to preserve 
Cameroon's traditional agricultural sector in the face of drought and 
lower world prices for its exports. 

However, the recent acceleration of inflation, the high degree of 
liquidity in the economy, and the gr.owth of public spending could under- 
mine that good record, Mr. Templeman continued. In addition, the staff 
predicted in its medium-term outlook a slowdown in the oil revenues that 
had provided the base for Cameroon's successful performance. Consequently, 
prudent management would require Cameroon to adopt measures that would 
keep the economy within the bounds of its declining energy resources, 
curb threatening inflation, and strengthen other productive sectors, such 
as.agriculture and industry. In the latter case, some dismantling of the 
protective system in order to encourage efficiency seemed warranted. 

As regards budgetary measures, Mr. Templeman went on, he supported 
the staff's recommendation that Cameroon should integrate its budgetary 
and extrabudgetary operations; the latter amounted to more than 30 percent 
of total expenditures and almost 70 percent of investment expenditures. 
He understood the desire of the authorities to avoid false impressions 
about the extent to which oil income alleviated the problems of economic 
management. Nevertheless, extrabudgetary expenditures had reached such a 
dimension as to seriously weaken the budget as an instrument of financial 
control and economic development unless close fiscal control was exercised 
over those expenditures and over the corresponding oil.income. In the 
monetary sector, he hoped that the authorities would respond promptly to 
excessive demand for credit so as to keep money growth within desired 
limits. A more active interest rate policy should be considered, because 
of limitations on the use of exchange rate policy and in lieu of capital 
controls, in order to foster savings and protect the balance of payments. 
Finally, he joined other Directors in urging Cameroon to improve the 
availability of economic data, especially for the petroleum sector. Such 
action would not only contribute to good economic management, it would 
improve Cameroon's compliance with its obligation to provide data to the 
Fund. He supported the proposed decision. 

Mr. Camara stated that he had no difficulty with the staff's appraisal 
of the Cameroonian economy and that he could, therefore, support the 
proposed decision. Economic performance in Cameroon had been generally 
favorable in the previous two years. Real GDP had averaged 4.7 percent, 
and both the external-current account and the budget had been in surplus. 
However, inflation had increased sharply in 1983/84 and the agricultural 
sector had experienced setbacks, mainly as the result of drought. The 
manufacturing sector had also been affected, since it was dependent on 
the agricultural sector for its inputs. 
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The authorities were to be commended for their prudent and cautious 
approach to economic management, Mr. Camara continued. He welcomed, in 
particular, the efforts being made to maintain a more balanced growth of 
the economy. In that respect, the emphasis on development of the agricul- 
tural sector under the Fifth Development Plan and the policies adopted by 
the authorities, including flexible producer prices, to stimulate agricul- 
tural production appeared to be steps in the right direction. That 
approach was necessary, particularly in view of the expected slowdown in 
oil production in the coming years. With regard to the industrial sector, 
he urged the authorities to introduce the needed reforms to ensure a more 
competitive position for that sector and to achieve a better allocation of 
resources. 

Despite the comfortable budgetary posttion, there was a need to be 
cautious in view of the expected slowdown in oil production, Mr. Camara 
considered. He encouraged the authorities to adopt a comprehensive annual 
expenditure plan to control rapid growth in extrabudgetary expenditure. 
There was also a clear need to expand the non-oil revenue base. Adoption 
of the proposed value-added tax recommended by the Fund's technical assis- 
tance mission should help in that regard. He understood the authorities' 
wish to treat part of the oil-related revenues outside the national budget 
as a form of a stabilization fund. 

In the monetary area, Mr. Camara remarked, transfer of treasury 
deposits to the Central Bank should help to reduce excess liquidity of 
commercial banks and their ability to expand credit. Given the inflation- 
ary situation, efforts should be made to restrain credit and to ensure 
that resources were channeled to the most productive sectors. As for the 
mobilization of private savings, in a country like Cameroon, development 
of banking habits and extension of banking services to rural areas would 
be more effective than increasing deposit rates. 

Cameroon enjoyed a comfortable balance of payments position with a 
current account surplus, a reasonable level of reserves, and a relatively 
low debt service ratio, Mr. Camara noted. Nevertheless, the authorities 
should be more cautious and should monitor the situation closely to avoid 
deterioration of the external position when oil exports began to decline 
in the coming years as expected. He commended the authorities for their 
prudent external borrowing policy. The tightening of the procedures for 
issuing government guarantees on the parastatals' external borrowing and 
for matching the maturity of future debt to the gestation period of 
projects seemed to be appropriate. 

Commenting on the staff's remarks with regard to the availability of 
information on oil sector activities and transactions, Mr. Camara said 
that, as a general principle, it was necessary to make available informa- 
tion to the staff to facilitate its work. However, he could personally 
understand the authorities' view on the matter. Indeed, there were many 
other countries where essential data and basic information were dismissed 
by lumping them under the heading of "errors and omissions." 
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Mr. Alfidja remarked that one indication of the success of the 
Cameroonian economy was the fact that Directors had raised no points 
requiring further comment by the staff. As he had indicated in his 
earlier remarks, the authorities attached particular importance to a 
number of issues, including interest rate policy and the question of 
treatment of the income of SNH. His authorities wished to emphasize that 
they had not been unwilling to provide certain data to the staff. Part 
of the problem had been that the staff had arrived in Cameroon at a time 
when ministerial responsibilities had changed. Nevertheless, the author- 
ities had tried to provide the staff with the information that they them- 
selves had available. He was confident that there would be no difficulty 
in dealing with the matter in the years ahead. Meanwhile, it would be 
inappropriate to attach too much importance to the issue or to take a 
legal approach. The authorities were willing to fulfil1 their obligations 
under the Articles of Agreement. 

The Acting Chairman made the following summing up: 

Directors noted that, despite the adverse effects of drought, 
deteriorating terms of trade for non-oil goods, and the world 
recession on the traditional productive sectors, Cameroon's 
overall economic and financial performance had been satisfactory. 
In recent years, rapidly growing oil production and exports had 
contributed to high overall rates of real growth and had eased 
the economy's financial constraints. Directors commended the 
authorities on those remarkable results and on the quality of 
their financial policies. Some Directors noted that Cameroon 
had been able to avoid some of the problems that other oil 
producers had faced in recent years. 

While the medium-term growth outlook had improved substan- 
tially, the prospect of a gradual decline in petroleum production 
and revenues after FY 1984/85 forecast by the staff led Directors 
to stress the need for appropriate policies geared to making 
optimal use of those temporary resources, especially to strengthen 
agriculture and, some Directors emphasized, industry. Directors 
generally believed that policies of a structural nature were 
needed to strengthen the ailing industrial sector, including 
progressively opening it up to more competition. 

Concern was expressed over the recent acceleration of infla- 
tion, and Directors urged the authorities to avoid overexpansionary 
fiscal and monetary policies. Although the Government's financial 
situation appeared to be strong, the recent pace of expansion of 
overall expenditure financed from oil resources was not sustainable 
in the view of many Directors, and it should be kept in line with 
the country's financing and absorptive capacity. To that end, 
it was suggested that there should be greater selectivity in the 
support provided to various sectors of the economy. In particular, 
the authorities were urged to reconsider their policy of import 
substitution. The authorities were also advised to adopt a more 



- 25 - EBM/84/95 - 6/18/84 

comprehensive approach to the budgetary process and planning of 
government expenditure. The planned introduction of a value-added 
tax was noted. Directors also advised caution in the policy of 
accommodating the demand for credit, so as to avoid an accelerated 
monetary expansion that could exert pressures on prices and the 

balance of payments. Indeed, the maintenance of policies of 
financial restraint was seen by Directors to be crucial to the 
continuation of rapid growth with internal and external equilib- 
rium. While noting the views of the authorities, Directors 
encouraged them to consider moving toward positive real interest 
rates, particularly in light of the need to increase savings as 
oil revenues were projected to moderate in the future. 

While also noting the reasons for which the authorities had 
felt unable to provide the Fund with complete data on petroleum 
operations and on external reserves, Directors urged them to be 
open on the subject in the interest of facilitating macroeconomic 
analysis and planning and to follow a practice that would be 
more compatible with a member's obligations under the Articles 
of Agreement. 

Directors welcomed Cameroon's continued maintenance of an 
exchange system free from restrictions on current international 
transactions. 

It is expected that the next Article IV consultation will 
be held on the standard 12-month cycle. 

The Executive Directors then adopted the following decision: 

Decision Concluding Article XIV Consultation 

1. The Fund takes this decision in concluding the 1984 
Article XIV consultation with Cameroon, in the light of the 1984 

Article IV consultation with Cameroon, conducted under Decision 
No. 5392-(77/63), adopted April 29, 1977 (Surveillance over 
Exchange Rate Policies). 

2. The Fund notes with satisfaction that Cameroon con- 
tinues to maintain an exchange system that is free of restrictions 
on payments and transfers for current international transactions. 

Decision No. 7731-(84/95), adopted 
June 18, 1984 
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DECISIONS TAKEN SINCE PREVIOUS BOARD MEETING 

The following decisions were adopted by the Executive Board without 
meeting in the period between EBM/84/94 (6/15/84) and EBM/84/95 (6/18/84). 

3. ZAMBIA - 1984 ARTICLE IV CONSULTATION - POSTPONEMENT 

Notwithstanding the period of three months specified in 
Procedure II of the.document entitled "Surveillance over Exchange 
Rate Policies" attached to Decision No. 5392-(77/63), adopted 
April 29, 1977, the Executive Board agrees to extend the period 
for completing the 1984 Article IV consultation with Zambia 
to not later than July 20, 1984. 

Decision No. 7732-(84/95), adopted 
June 15, 1984 

4. STAFF TRAVEL 

Travel by the Managing Director as set forth in EBAP/84/130 (6/15/84) 
is approved. 

APPROVED: February 1, 1985 

LEO VAN HOUTVEN 
Secretary 


