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I. The staflteam’ that visited Cameroon during November 7-21, I999 to review 
performance during the first quarter (July-September) of the program supported by the third 
annual arrangement under the Poverty Reduction and Growth Faciliiy (PRGF) confirmed 
thatfour quantitative benchmarksfor end-September had not been met, largely because of a 
&I~ until October in the trmjer of oil revenue to the budget. To prevent such a recurrence, 
a new mechanism has been worked out to enhance the timeliness of oil revenue transfers to 
the budget. Xhe structural measures continue to be implemented broadly as scheduled. The 
mission, together with the World Bank team, discussed with the authorities the modalities of 
the Poverq Reduction Strategy Paper (PRSP) and a tentative timeline for the Initiative for 
Heavib Indebted Poor Countries &UPC) and the PRSP has been proposed Cameroon 
would have to make significm?t improvements in expenditure management, social policies, 
and governance. 

2. The Executive Board approved Cameroon’s request for a three-year PRGF 
arrangement (July 1, 1997-June 30,200O) on August 20, 1997, in an amount of 
SDR 162.12 million (120 percent of the old quota and 87 percent of the new quota), and the 
first annual arrangement thereunder in an amount of SDR 54.04 million (40 percent of the 

‘The staffteam consisted of Mr. Katz (head), Mr. Kpodar (AFR), Mr. Yucelik (FAD), 
Mr. Mlachila, and Mr. Choudhury (both PDR). Mr. Gondwe joined the mission during 
December 7-9. The mission was assisted by Mr. Matungulu, the Fund’s Resident 
Representative in Cameroon. Mr Thiam, Advisor in Mr. Barro-Chambrier’s oflice, 
participated in some of the discussions. The mission worked closely with a parallel World 
Bank team as part of the pilot project on enhanced Bank-Fund collaboration. 
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old quota).’ The third annual arrangement under the PRGF was approved by the Executive 
Board on September 7, 1999 (EBS/99/153; 8/l l/99). Executive Directors were encouraged 
by Cameroon’s satisfactory performance during the fust two annual PRGF arrangements but 
stressed the importance of strengthening policy implementation capacity, and the need to 
take decisive and visible actions to improve transparency and governance. Cameroon’s 
outstanding use of Fund resources amounted to SDR 142.65 million (76.8 percent of the new 
quota) on November 30, 1999. 

3. Data on economic activity and international trade appeared to be broadly consistent 
with the projected real GDP growth of 4.8 percent for the year as a whole, despite a decline 
in log and rubber exports in the first quarter; 12-month consumer price inflation remained 
low at 1.9 percent at end-September 1999. Monetary developments point to a slowdown in 
the expansion of credit to the private sector, reflecting primarily a decline in forestry exports 
and a weakening of the net foreign assets position of the regional central bank, BEAC; 
deposits have begun to recover, largely because of increased confidence in the banking 
system. The staffurged the authorities to take appropriate actions to enhance Cameroon’s 
contribution to the net foreign assets position of the BEAC.’ Cameroon has agreed to 
participate in the pilot project on Financial Sector Stability Assessment (FSSA). 

4. Program performance for the first quarter has been disappointing. Four 
quantitative benchmarks for end-September-the floors on total budgetary revenue and the 
primary budget surplus and the ceilings on net bank credit to the government and to the 
nonfinancial public sector-were missed because of a delay (until late October) in the 
transfer of CFAF 15 billion in oil revenue (equivalent to 6 percent of total revenue for the 
quarter and 28 percent of oil revenue) to the budget, higher-than-programmed domestic debt- 
service payments, and a shortfall in foreign financing (Table 1). Non-oil revenue was slightly 
higher than expected, owing to a strong domestic tax revenue performance, which more than 
offset a weak outcome by the customs administration4 The oil revenue shortfall was 
corrected in October 1999 with the transfer of CFAF 40 billion to the national treasury- 

’ It will be recalled that the Board had requested quarterly reports on performance under the 
first annual PRGF-supported program. The Cameroonian authorities have requested that this 
enhanced monitoring be continued in view of the volatility in the international economic 
environment, 

3 These actions include: (a) strict enforcement of the foreign exchange regulations regarding 
the obligation of repatriation of export earnings, which have to be made to banks operating 
within the Central African Economic and Monetary Community, CEMAC; (b) retrocession 
of foreign currencies to the BEAC within 30 days after their collection; and (c) suppression 
of ad hoc derogations on repatriation of exports earnings granted to companies. 

4 A Fund tax administration mission on the modemization of the tax department overlapped 
with the mission. 
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including half of the windfall (of CFAF 14 billion) accruing in the first quarter (which is 
typically transferred with a lag of one quarter).’ 

5. To ensure timely transfers of oil revenue to the treasury, a new monitoring 
mechanism has been worked out with the Ministry of Finance and the national oil company 
(SNH), with the assistance of the World Bank and Fund staff. Under this enhanced 
mechanism, monthly meetings are to be held between the program’s Technical Monitoring 
Committee (CTS) and officials of SNH to review the company’s cash-flow position on the 
basis of actual data on production, exports, international oil prices, and exchange rates, and to 
agree on the timing of the transfers to the budget. Furthermore, quarterly reports are to be 
prepared on the basis of detailed documentation of trade contracts, operating costs, and bank 
accounts. Finally, the financial audit of SNH for 1998/99 (July-June), which was recently 
begun, is to examine, inter alia, whether the key recommendations of the past two audits 
regarding computerization and the adoption of international accounting standards have been 
implemented, and an operational and managerial audit is to be concluded by end-June 2000; 
corrective measures will have to be implemented, as necessary. 

6. Consultants have been selected and work is under way, with World Bank 
assistance, on the institutional audit of the petroleum sector, with a view to defining the 
respective role of the SNH and the private sector in the production and distribution of oil 
products. A new petroleum code, which aims to align Cameroon’s tiamework with 
international industry practices and attract investors, is being discussed by the National 
Assembly. Finally, the Chad-Cameroon pipeline project has suffered a setback as Shell and 
Elf, two of the three participants in the consortium (with 60 percent of the shares) have 
announced their withdrawaL Exxon, the remaining company in the consortium, is currently 
holding discussions with potential new partners. 

7. Non-oil revenue mobilization was enhanced by actions taken by the authorities to 
implement most of the recommendations of the Fund’s technical assistance on the value- 
added tax (VAT) and the modemization of tax administration, including the reinforcement of 
tax collection and audit divisions, as well as the staffing of the tax intelligence unit, which 
helps to improve audit selection by cross-checking customs and treasury information. An 
action plan has been worked out with the recent FAD mission to carry out the remaining 

’ Under the program, oil revenue windfall gains are to be transferred in full with a lag of one 
quarter to the government’s account at the BEAC. Up to 50 percent of the windfall can be 
spent on priority sectors or used to reduce domestic arrears, and the remainder is to be saved 
with corresponding increases in related performance criteria. Some of the first quarter 
windfall will be used to clear domestic arrears. 

6 No official explanation has been given by the two withdrawing companies. World Bank 
experts suggested that this decision may be linked to the merger of Elf with Total and a 
strategic and commercial reassessment by Shell. 



-4- 

measures. The customs administration is to be reformed on the basis of recommendations 
made by an FAD mission in July 1999. In this regard, a customs monitoring committee has 
been set up, but the implementation of other reform measures has been slow. A study 
(sponsored by the World Bank) on rationalizing forestry taxation in a way that will help 
preserve the environment is currently under way and is expected to be completed by end- 
January 2000 (structural performance criterion); the study’s recommendations are to be 
adopted starting in 2000/O 1. 

8. On the expenditure side, some progress has been recorded in expenditure 
management, with the reduction in the number of steps in the spending process and the 
timely preparation of treasury balances. However, the quality of the accounting for treasury 
balances needs further improvement, and major problems remain at the level of spending 
ministries and the procurement system. In particular, work on strategies for the health and 
education sectors has exposed major weaknesses in the functioning of the two ministries, and 
the first quarterly reports prepared by the two ministries (structural benchmark) were of poor 
quality; these reports are to be revised on the basis of comments provided by the mission. 
Also, a committee composed of key departments has been formed to address the 
shortcomings in the production of the treasury balances and improve their quality. The 
mission was encouraged by the constructive attitude of the authorities regarding the 
procurement system. At a meeting convened by the CTS with the independent auditor (Ernst 
& Young) of the procurement system, the latter presented his preliminary findings to the 
mission, which reveal major flaws. The report is to be tinalized before end-December 1999 
(structural performance criterion), and its recommendations are to be implemented in the 
second half of the fiscal year. 

9. To strengthen the cash-flow management of the budget, a committee consisting 
of all key departments in the Ministry of Finance and the autonomous debt agency (CAA) 
has been formed; to finther enhance accountability in key spending ministries, the mission 
and the authorities have agreed that the practice of issuance of quarterly reports be extended 
to five additional ministries, namely, the Ministries ofEconomy and Finance; Public Works; 
Public Investment; Agriculture; and Energy and Mining. The mission stressed the importance 
of an early completion of the census of domestic arrears, which would help to strengthen 
budgetary execution.’ 

’ As of end-September 1999, the stock of domestic debt amounted to CFAF 1,272 billion 
(23.5 percent of GDP), including CFAF 385 billion of arrears (almost 7 percent of GDP). 
Debt to the banking system, securitized debt (resulting from past actions to clear domestic 
arrears), and audited and validated arrears totaling CFAF 894 billion, or 70 percent of the 
total stock of domestic debt, continue to be serviced according to agreed modalities and 
timetables. The remaining arrears are to be audited, and a timetable for their settlement is to 
be prepared by end-March 2000. 



10. Implementation of structural reforms continues broadly as scheduled. The 
Autonomous Port of Douala was established, with the board of directors nominated, its 
president elected, and its general director selected on the basis of competence at end- 
September; a second-round call for bids for the privatization of the national water company 
(SNEC) was made at end-September, with the accompanying documentation sent to bidders 
in early October; and a call for prequalification bids for the national electricity company, 
SONEL, was made in October. Progress is being made toward the completion of the 
privatization and liberalization of the telecommunication sectors, and the privatization of the 
large agro-enterprise, CDC. The mission urged the authorities to heighten their vigilance and 
to ensure that the privatization program is carried out in an open and transparent fashion. The 
authorities have indicated that all necessary actions to that effect will be taken. On 
governance, in early September, the Minister of Post and Telecommunications, several top 
officials of his ministry, and the director of the social security agency were removed from 
office and arrested on charges of corruption, In the financial sector, the privatization of the 
recently restructured bank (BICEC) is well advanced, the draft securities market law has 
been presented to the National Assembly, and the strategy for the reform of the social 
security system has been approved by the interministerial committee. 

11. The staff examined with the authorities the prospects for the second quarter and 
concluded that, with the timely transfer of oil revenue to the budget and the implementation 
of accompanying measures, the continued non-oil revenue mobilization efforts, and the 
control over nonpriority expenditures, the end-December performance criteria and 
benchmarks were still attainable. The first meeting under the new oil monitoring mechanism 
was held in November, and a transfer of CFAF 20 billion to the budget was made as 
scheduled (including the remaining CFAF 7 billion of the windfall of the first quarter). Non- 
oil revenue in October was broadly consistent with the program target (Table 3).* 

12. The mission, together with the World Bank team, discussed with the authorities the 
modalities of the PRSP, including a timetable for the participatory process, and a 
preliminary outline was agreed upon; comments were provided on a preliminary draft 
strategy that the authorities had prepared with World Bank assistance. The mission 
participated in a meeting with nongovernmental organ&ions (NGOs) organized by a World 
Bank specialist on the participatory process and got a ftrst-hand glimpse at the complexity of 
the operation and the challenges that lie ahead. This process is expected to start in mid- 
January 2000, with World Bank, Fund, and other donors’ assistance, and a preliminary PRSP 
would be prepared by the Cameroonian authorities by early April. On that basis, it is 

8The program was based on the June World Economic Outlook (WEO) assumptions, with an 
average oil price for Cameroon of US.Sl5.5 per barrel for the first two quarters of 1999/2000 
(July-June). The outcome for the first quarter was US.Sl9.7 per barrel; based on the October 
WE0 assumptions, the average oil price for Cameroon is projected at USS22.2 per barrel for 
the second quarter. 
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expected that a preliminary PRSP could be presented to the Boards of the World Bank and 
the Fund in July-September. 

13. In preparing the debt sustainability analysis (DSA), the mission completed the 
first round of the data reconciliation process,’ discussed key macroeconomic assumptions 
underlying the DSA and initiated work on assembling key inputs into the DSA. It is 
expected that the midterm review mission (February 2000) would finalize the DSA and agree 
on the results with the authorities, and that a joint Bank-Fund preliminary HIPC Initiative 
document could be presented to the Executive Boards in the spring. The mission reiterated to 
the authorities its position that, in order to reach the decision point, they would have to 
successfully complete the third year of the program, strengthen expenditure management, 
develop strategies for the social sectors, and demonstrate an improved efficiency of delivery 
of the additional resources in the priority areas of health, education, and poverty alleviation. 
Progress in the London Club debt- and debt-service-reduction operation has been slow, 
mainly owing to protracted problems in negotiating a contract with the legal advisor. The 
contract was finalized only in the first half of October. The lack of a legal advisor’s opinion 
has thus delayed the debt-reconciliation process, especially with regard to the nonbank 
claims. On current planning, the operation is unlikely to be closed before end-2000. 

14. While developments during July-September 1999 were disappointing against the 
backdrop of rising oil prices, the Cameroonian authorities reiterated their commitment 
to the program and stressed that they would take all necessary actions to ensure that 
the third annual arrangement was successfully concluded, including actions to fight 
corruption and improve governance. The authorities will need to continue.to strengthen 
policy implementation in key areas. In particular, in order to achieve the non-oil revenue 
targets under the program, efforts should be reinforced to broaden the tax base, improve tax 
and customs administration, and tight fraud. On the expenditure side, there is a continued 
need to enhance the efficiency and transparency of budgetary management, to monitor 
closely the implementation of the expenditure control measures, to develop comprehensive 
strategies in health and education sectors, and to ensure strict adherence to spending priorities 
in favor of the social sectors and infrastructure. In addition, in view of the heavy agenda for 
the preparation of the PRSP and other reforms in the period ahead, the authorities will need 
to reinforce implementation capacity to ensure that the actions are executed in a timely 
manner. 

’ Reconciliation with multilateral creditors, on the basis of end-June 1999 stocks, is almost 
completed. Work under way on bilateral debt reconciliation is expected to be completed in 
the spring of 2000. 
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