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ABSTRACT 

The study identifies the determinants of private investment in Cameroon for the period 
1970-2006. Within the last two and a half decades of the period under study private 
investment in Cameroon records serious decline in relation to the first decade of the 
period. Using an error correction model, the study shows empirically that in addition to 
the traditional determinants (growth rate of real GDP, real interest rate, inflation, 
exchange rate volatility etc) of investments, tax pressure (weight), public investment, 
extemal debt, credits availability to the private sector, terms of trade and deficit on 
current account have a significant impact on private investment in Cameroon in the long 
term. The study uses three similar models in the estimation of the results. On the one 
hand; real interest rate, growth of real GDP, public investment, credit availability and 
terms of trade affect private investment positively. On the contrary; openness or trade 
policy, exchange rate volatility, extemal debt, tax pressure, inflation and deficits on 
current account have negative effects on private investment in the context of Cameroon. 
As policy inferences, the study recommend more effects; to reduce the level of 
indebtedness of the economy, to ensure the proper functioning of the Douala stock 
exchange market, to reduce the tax rates, time, number of administrative procedures to 
get business started, to industrialised the economy so as to add more value to its export 
products and to enhance far-sighted macro-economie policies. 
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RESUME 

L'étude identifie les déterminants de l'investissement privé au Cameroun pour la période 
allant de 1970 à 2006. Dans l'espace des deux dernières décennies et demie de la période 
d'étude, l'investissement privé au Cameroun a enregistré une baisse grave par rapport à la 
première décennie de la période. En utilisant une modèle à correction d'erreur, l'étude 
montre empiriquement qu'en plus des déterminants traditionnels (taux de croissance du 
PIB réel, taux d'intérêt réel , inflation, volatilité du taux d'échange, etc;) des 
investissements, le poids de la pression fiscale, l'investissement public, la dette 
extérieure, la disponibilité des crédits au secteur privé, les termes de l'échange et le 
déficit du compte courant ont un impact significatif sur l'investissement privé au 
Cameroun à long terme. L'étude utilise trois modèles similaires dans l'estimation des 
résultats. D'une part, le taux d'intérêt réel, la croissance du PIB réel, l'investissement 
public, la disponibilité des crédits et termes de l'échange affectent positivement 
l'investissement privé. D'autre part, et contrairement à ce qui précède, l'ouverture ou la 
politique commerciale, la volatilité du taux d'échange, la dette extérieure, la pression 
fiscale, l'inflation et les déficits du compte courant ont des effets négatifs sur 
l'investissement privé dans le contexte du Cameroun. L'étude recommande comme 
inférences politiques, plus d'effets. Elle recommande par ailleurs, la réduction du niveau 
d'endettement de l'économie, pour assurer le bon fonctionnement de la Bourse des 
valeurs de Douala, la réduction des taux fiscaux, du temps, du nombre de procédures 
administratives requises pour monter une affaire, l'industrialisation de l'économie dans le 
but d'ajouter plus de valeur ajoutée à ses produits d'exportation et d'améliorer les 
politiques macroéconomiques de grande envergure. 
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EXECUTIVE SUMMARY 

In recent years, the need to speed up growth and reduce poverty in the world as a whole 
and more specifically among the peoples of Sub-Sahara Africa has gained importance in 
both domestic and international policy forums. From World Bank report (2005), United 
Nations report (2005) Sub Sahara Africa grasps the rank of the poorest region in the 
world and it is getting poorer and poorer in spite of sustained growth and significant 
improvements of world living standards. This general characteristic implies that almost 
all countries of the region have uniform and wide spread poverty. This is therefore a 
signal of uniform and deteriorating welfare of the peoples of the region which can be 
endorsed to low economie growth, an ultimate outcome of declining levels of 
investments in the economies of the region. Since the beginning of the 1980s, investment 
rates have fallen in the majority of sub-Saharan African countries. 

The function of investment in any economy is very crucial be it investment in human 
capital, physical capital or investments in social infrastructures (health, education, roads, 
electricity, telecommunications, water etc) due to the indisputable role it pla ys in 
enhancing economie growth which is then translated in to economie development. Within 
an economy these investments can either be provided by the public or by the private 
sector which are thus the two broad categories classifying investments. In relation to the 
theme of this study, emphases are based only on one category - private investments 
which has as sub categories: investment by nationals and Foreign Direct Investment 
(FDI). 

The impact of the private sector and subsequent! y private investment in recent years has 
witnessed renew concem due to a worldwide shift towards a growth strategy which 
underscores the free play of market forces and the need for the private sector led-growth 
strate gy. In addition, investment as one of the major components of aggregate demand is 
undoubtedly the leading source of long term economie growth and development. 
Substantial investments in an economy enhances: the growth and adoption of new 
technology, create employment opportunities, ensures greater incarnes, improved general 
welfare, guarantees the self-sufficiency of an economy, reduces vulnerability etc hence a 
cause for greater concem. 

In Cameroon investment rates in the 1980s, 1990s and even up till 2006 are lower than 
the rates achieved in the 1960s and 1970s. According to Ghura (1997), from 
independence in 1960-1986 the economie performance of Carneroon was characterized 
by fiscal balance, a rising investment to GDP ratio, rising human capital stock, an 
expanding real GDP and in all private investment to GDP rose from 11% in 1963 to 19% 
in 1977. In contrast, the period 1987-1993 was marked by declining terms of trade, 
declining investment-GDP ratio, rising fiscal imbalances and shrinking output (Ghura, 
1997 pp 4). Private investment in Carneroon as a share ofGDP was as high as 41.78% in 
1978, it later dropped to 20.45% of GDP in 1981 and since then it has remain below 20% 
of GDP. In 1991, the share of private investment to GDP in Carneroon was as low as 
11.13% (see figure 2.4). This decline in investment is a matter of concem given the close 
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connection between the level of investment and the rate of economie growth and 
development of the economy. According to Levine and Renelt (1992) investment in 
capital goods is one of the most robust determinants of growth across countries. New 
growth theory literature such as the work of Barro (1996) emphasizes on the importance 
of creating an institutional environment supported by market forces e.g. the protection of 
property rights, enforcement of contracts, and voluntary exchange at market determined 
priees. Thus good quality institutions are critical for investment since investors may not 
want to risk their capital where property rights protection is poor. 

As an austerity measure embedded in the SAP, public investment has drastically reduced 
in Cameroon from 11.41% in 1987 to below 5% (see figure 2.4) since 1991 but this is 
not accompanied by a reasonable rise in private sector investments which in line with the 
SAP programme, the required recovery of investment has to come largely from the 
private sector. Despite the low level of investment ratios on the aggregate and sectoral 
levels, there exist numerous investment opportunities in manufacturing, agriculture and 
service industries in Cameroon. According to Amin (2008) Cameroon is endowed with 
huge resources and great potentials needing proper exploitation, rational utilization and 
efficient exploitation of the resources by effective management. Questions thus arise; 
what are the causes of this decline in private sector investment? Can the low level of 
private investment be attributed to lack of strong incentives to attract and encourage 
investment in these areas, lack of general awareness of these opportunities among the 
prospective investors or to poor macroeconomie and institutional policies of the country? 
To attempt an answer to the above questions requires a broad empirical analysis of the 
determinants of private sector investment in Cameroon which as of now is almost absent. 

There exist much in the literature on the determinants of private investments and the 
choice of the determinants employed in most studies varies from one economy to the 
other. This study uses an econometrie technique to identify the variables included in each 
model. In general the variables employed in the mo dels are; growth of real GDP and real 
interest rate (accelerator variables), exchange rate volatility, inflation and budget deficits 
(macroeconomie variables), extemal debt to GDP, extemal debt to exports, current 
account balance and terms oftrade (extemal stability variables), openness, credits and tax 
pressure (structural reform variables) and public investments. 

The main objective of the research work was to identify the determinants ofprivate sector 
investment and more specifically those factors that have significant impacts on private 
investment in Cameroon. Due to data in-availability sorne factors considered by 
entrepreneurs as being crucial in their investment decision in Cameroon could not be 
included in the estimation to actually measure to what extent they impact private 
investment decision. These among others include; corruption, physical infrastructure, tax 
rates, quality of institutions, good go v emance etc. 

The first step in the estimation procedure was to conduct a unit root test for stationarity 
using the Augmented Dickey Fuller (ADF) and the Phillips-Peron (PP) tests. The results 
of these tests high-lighted that all the series became stationary at first difference or 
integrated of order one. Since the variables were not all stationary at level, the next step 
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was to carry out the Johansen co-integration whose results show at most eight co
integrating equations for the three models. This is an indication of the absence of 
spurious correlation among the variables of the models. With the existence of co
integration among private investment variable and its determinants, we resort to an error 
correction mo del. The estimation of the error correction model reveals that the behaviour 
of private investment in Cameroon is influenced positively by; passed year credits, 
current GDP growth, terms of trade, passed public investments and real interest rates 
( current and passed) 1t is negatively influenced by; Openness, previous year tax rates, 
passed extemal debts, inflation, exchange rate volatility ( current and passed) and deficits 
on current account. The coefficient of determination (R- Squared) in the three models 
proved that the independent variables employed, explained the fluctuations in private 
investment in Cameroon by; 86, 91 and 87 percents respectively. 

The study point to the following policy implications; first, more liberalization of the 
Cameroon economy which was and is a condition of the SAP and PRSP programmes 
exhibit a negative and significant impact on private investment in Cameroon and as such 
the extent of opening up the economy to the outside world should be down with much 
care. Second, in view of the high positive impact of credit to private investment, 
monetary and financial sector reforms should sought to encourage savings and productive 
investments for growth. There is need also to hasten the proper functioning of the Douala 
stock exchange market so as to provide prospective investors with the desired funds. The 
tax reforms should equally be revisited and the number of procedures, tax rates and time 
reduced. Strengthening the tax collection mechanism via improving the capacity of 
revenue collection agencies and broadening the tax base will also help to improve the 
budget situation. 

For the macroeconomie variables; greater efforts should be done to ensure it stability so 
as to avoid economie downtums and reduced the probability of shocks. On the extemal 
front; efforts should equally be done to reduce the level of indebtedness of the economy 
through the non acquisition of loans for consumption or non employment of loans on 
unproductive activities. Further efforts to diversify the economy and by adding value to 
the traditional export products will go a long way to further improve the terms of trade of 
the country and hence the balance on current account. Finally with high level of poverty 
still plaguing the economy, the drastic reduction in public investments is bringing more 
harm to the economy. Govemment discretion is still badly needed for a wide range of 
activities essential for sustaining growth and the alleviation of poverty such as; regulating 
utilities, supervising banks, providing infrastructures and social services. 
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1.1 Introduction 

CHAPTERONE 
BACK-GROUND 

To precede it will be pertinent to give a definition of investment in general. In strict 

finance terms investment can be seen as the purchase of property with the expectation 

that its value will generate income or appreciate in the future. In an economie sense, an 

investment is the purchase of goods or services that are not consumed today but are used 

in the future to create wealth (use of capital to create more money) either through 

income-generating ventures or through more risk-oriented ventures (shares, bonds, 

property, short term deposits or other fixed or human capital investments) designed to 

result in capital gains. Investment connotes the idea that safety of principal is important 

and should be appropriately guaranteed by the prevailing investment climate. 

In recent years, the need to speed up growth and reduce poverty in the world as a whole 

and more specifically among the peoples of Sub-Sahara Africa has gained importance in 

both domestic and international policy forums . It has preoccupied the development 

programmes of many govemments of the sub region such as the poverty reduction 

strategy papers (PRSPs) and the millennium development goals (MDGs). A way out of 

this doldrums of poverty is to re-activate the drivers of growth which according to 

African development indicators CDROM 2007, it includes: trade, agriculture, human, 

infrastructures and private sector developments. This study thus focuses on one of these 

drivers of growth (private sector development). 

The role of investment in an economy is very crucial and investment being one of the 

major components of aggregate demand is undoubtedly the leading source of long term 

economie growth and development. In addition, investment enhances the growth and 

adoption of new technology, creates employment opportunities, ensures greater incarnes 

leading to improved general welfare, guarantees self-sufficiency of an economy and thus 

reduces vulnerability to shocks. This indispensable role of investment (human capital, 

physical capital or social infrastructures such as health, education, roads, electricity, 

telecommunications, water etc) in enhancing economie growth renders it a cause for 
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greater concem. Within an economy these investments can either be provided by the 

public or by the private sector which are thus the two broad categories classifying 

investments. 

According to World Bank (2005), United Nation (2005) Sub Sahara Africa grasps the 

rank of the poorest region in the world and it is getting poorer and poorer in spite of 

sustained growth and significant improvements in world living standards. This general 

characteristic implies that almost all countries of the region have uniform and wide 

spread poverty (Nihal and Fofack, 2007). This is therefore a signal of uniform and 

deteriorating welfare of the peoples of the sub region which can be endorsed to low 

economie growth, an ultimate outcome of declining levels of investments in the 

economies of the region especially during the 1980s. In the work of Iyoha (1999), he 

considers the 1980s as "Africa's lost decade of development opportunities". Empirical 

evidence drawn from the work also shows that within this decade in SSA, per capita 

income declined at an annual average rate of 2.2% and per capita private consumption 

fell too by 14.8%. 

Table 1.1: Total investments and GDP per capita in sorne selected Sub Sahara African 
co un tries 

Co un tries Periods average as a proportion to GDP 

1970-79 1980-89 1990-99 2000-06 

I pkgdp I pkgdp I pkgdp I pkgdp 

Cameroon 25 .63 4.39 23.30 1.07 16.81 -2.07 16.05 1.78 

Botswana 28.38 11.93 29.01 8.00 27.20 3.74 22.70 5.60 

Mauritius 27.25 - 21.14 4.90 27.06 4.24 22.70 3.15 

Ghana - -0.82 10.07 -1.13 19.76 1.64 26.19 2.58 

Sen egal 11.25 1.79 17.38 -0.24 19.87 0.04 23.73 1.88 

South Africa 26.41 1.00 23.08 -0.26 17.66 -0.8 16.16 2.42 

Kenya 8.71 3.32 27.58 0.45 17.61 -0.59 17.15 0.85 

1 = total investment, pk gdp = per capita gross dornes tic product 

Source: Author using data from African Development lndicators CDROM 2007 
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Since the beginning of the 1980s as depicted by table 1.1 above, investment ratios to 

GDP and per capita GDP has fallen below the 1970s rates in a majority of SSA countries. 

According to Nihal and Fofack (2007), there was an initial rise in private sector 

investment share to GDP in the 1970s and early 1980s for SSA but since then the ratio 

has been declining. Oshikoya (1994) equally adds that gross domestic private investment 

fell substantially in Africa during the 1980s from 20.8% of GDP per year during 1973-80 

to 16.1% per year during 1980-89 and in sorne countries; investment has fallen to less 

than 10% of GD P-a level which is insufficient even to replace depreciated capital. 

To Nihal and Fofack (2007), the average of total capital accumulation as a share of GDP 

in SSA in the period 1980-2004 is 11.38% which is below the minimum investment 

needed to replace depreciated capital in Africa. In the work of Oshikoya (1994), this 

minimum investment required to replace capital depreciation in Africa is estimated at 

13% of GDP. Thus from table 1.1 above, it is realized that the total investment in many 

of the countries listed are just relatively sufficient to replace the depreciated capital for 

most of the periods. 

The role of the private sector and subsequently private investment in recent years has 

witnessed renew concem due to a worldwide shift towards a growth strategy which 

underscores the free play of market forces and the need for the private sector led-growth 

strategy adopted most recently in the developing countries of Sub Sahara Africa 

including Cameroon (see the SAP, PRSP). The approach of development has witnessed a 

curtailment of the public sector' s role in the eco nom y of Cameroon through the 

privatization of many state owned corporations such as: the water, electricity, 

telecommunication, the Cameroon railway line, air line, the Cameroon Development 

Corporation (CDC) etc which was one ofthe conditions of the SAP and even the ongoing 

development programmes like the PRSP. Thus the public sector's role in the employment 

of the scarce resources, production and distribution and in the development process as a 

whole has been re-defined under the guiding principle that it should concentrate its 

resources in areas which require most, its support rather than being in strong competition 

with the private sector in the execution of economie activities. It also lays strong 
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emphasis on the development of the private sector as the engine to boost economie 

growth and reduce poverty. 

In Cameroon investment rates in the 1980s, 1990s and even up till 2006 are lower than 

the rates achieved in the 1960s and 1970s. According to Ghura (1997), from 

independence in 1960 to 1986 the economie performance of Cameroon was characterized 

by fiscal balance, a rising investment to GDP ratio, rising human capital stock, an 

expanding real GDP and in all private investment to GDP rose from 11% in 1963 to 19% 

in 1977. In contrast, the period 1987-1993 was marked by declining terms of trade, 

declining investment-GDP ratio, rising fiscal imbalances and shrinking output (Ghura, 

1997 pp 4). Private investment in Cameroon as a share ofGDP was as high as 41.78% in 

1978, it later dropped to 20.45% of GDP in 1981 and since then it has remained below 

20% ofGDP (see figure 2.4. and table 1.2 below for details). In 1991, the share ofprivate 

investment to GDP in Cameroon was as low as 11.13%. This decline in investment is a 

cause for concem given the close connection between the lev el of investment and the rate 

of economie growth. 

Furthermore, from World Bank (2009), Cameroon grasps the 1641h position on a scale of 

181 which shows that existing business environment in Cameroon still does not 

encourage the establishment and growth of private sector activities when compared with 

other economies within the SSA region. For instance Mauritius ranked 241h in the global 

rankings on the regulatory ease of doing business, South Africa 32nd Botswana 381h, 

Namibia 51 5
\ Kenya 82nd, Ghana 8ih etc. 

It is therefore worthwhile investigating the factors that determine the level of private 

sector investment in Cameroon. This paper investigates the role of both macroeconomie 

factors and institutional variables for which data is available in determining private sector 

investment in the case of Cameroon. 

4 



1.2. Statement of the Problem 

For more than two decades ago, Cameroon has experienced a decline in investment (see 

figure 2.4 and table 1.2) which of course provides a source of inspiration for empirical 

research work on what determines investments in the private sector. Studies such as the 

work of Kamgnia (2008) and Ghura (1997) affirm the declining ratio of domestic 

investment to GDP in the economy ofCameroon. Between 1986-1988 real GDP decrease 

by 11%, consumption by 9% and gross domestic investment by 38% and the trend 

continued up to the first half of 1990s (Kamgnia, 2008). In accordance with this, private 

sector investment in particular has of recent received more credibility in the vent of 

economie liberalization and de-regulation as the primary instrument to enhance economie 

growth and consequently economie development. Giving this prime importance of 

private sector investment, and coupled with the declining investment situation in the 

economy of Cameroon, it becomes crucial to survey into factors affecting private 

investment decisions. 

1.3. Justification of the study 

Cameroon has often been described as Africain miniature since it possesses nearly all the 

geographical and cultural attributes of the continent. This ought to serve as an impetus for 

investments (particularly private investment). Within the economy of Cameroon 

investment opportunities exist in manufacturing, agriculture, lumbering, fishery, mining, 

construction, the service sector etc. In addition, Amin (2008), states that Cameroon is 

endowed with huge resources and great potentials needing proper exploitation, rational 

utilization and efficient exploitation of these resources by effective management To 

Amin Cameroon is not poor in resources and with its huge resource base if properly 

managed, it could become a do nor to other countries. In spi te of these opportunities, the 

rate ofinvestment in Cameroon has fallen short of the 1970s rate (see table 1.2 below). 
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Table 1. 2: GDP growth, investment and saving rates in Cameroon 

Period GDP Public FDI % Gross private Total Domestic 
average growth investment GDP investment investment savmgs 

rate %GDP %GDP %GDP %GDP 
1970-79 7.21 2.22 0.54 23.41 25.63 18.28 

1980-89 3.99 6.94 2.08 14.17 21.11 24.16 

1990-99 0.42 2.86 0.19 11.66 14.54 18.48 

2000-06 4.1 2.48 3.32 15.88 18.36 18.29 

Source: Author usmg data from African Development Indicators CDROM 2007 

Table 1.2 ab ove gives a view of the fluctuating trends of GDP growth, public and private 

investments and domestic savings in Cameroon as a percentage of the GDP for the period 

under study. As Khan and Reinhart (1990, pp 21), rightly puts it 'private investment is 

key to long term growth'. In Cameroon, despite this attributes private investment trends 

are on a decline. From table 1.2, gross private investments on the average was relatively 

high (23.41 %) in the 1970s. It fell on the average to 14.17% and 11.66% in the 1980s and 

1990s respectively. The period 2000-06 observed a slight increase in gross private 

investment ratio to GDP in Cameroon from 11.66% in the 1990s to 15.88% on the 

average in the 2000s. 

As an austerity measure embedded in the SAP, public investment has drastically reduced 

in Cameroon from 11.41% in 1987 to below 5% since 1991 (see table 1.2 above and 

figure 2.4 below for more details) but this is not accompanied by a reasonable rise in 

private sector investments which in line with the SAP programme, the required recovery 

of investments has to come largely from the private sector. 

Giving the above analysis, a question thus arises; what are the causes of this decline in 

private sector investment? Can the low lev el of private investment be attributed to lack of 

strong incentives to attract and encourage investment in these areas, lack of general 

awareness of these opportunities among the prospective investors or to poor 

macroeconomie and institutional policies of the country?. To attempt an answer to these 

questions requires an empirical analysis of the determinants of private sector investment 

in Cameroon. 
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1.4. Objectives of the study 

The primary objective of the study is to identify the determinants ofprivate investment in 

Cameroon. Specifically the study seeks to identify the factors that are perceived to 

influence the investment decisions of private investors in Cameroon and to make po licy 

implications which could further encourage domestic and foreign investors. 

1.5. Significance of the study 

A few studies so far have dwelled on investment in Cameroon (Kamgnia, 2002 Fielding 

David, 1995 and Amin and Awung, 2005) but are limited in terms of scope and the fact 

that most are sub-sector specifie. Although there are many other studies that looked into 

the determinants of private investment in countries within the Sub-Saharan African 

region such as; Oshikoya (1994), Ghura and Goodwin (2000), Ndikumana (2000), 

Mlambo and Oshikoya (2001) and Aysan et al. (2005), with Cameroon inclusive, it is 

impossible to disaggregate the Cameroon-specific determinants from these grouped 

country studies. This study therefore intends to shed light on these issues by identifying 

the general macroeconomie and institutional determinants of private investment in 

Cameroon. This will in turn help in policy formation to stimulate and sustain private 

investment and thus economie growth. It will equally add to the existing literature on 

private investment. 

1.6. Organization of the study 

The rest of the work is organized as follows; chapter two briefly reviews the Cameroon 

economie performance and potentials for investment, an overview of its private sector, 

trends, constraints to private investment and the measures to improved investment 

climate. Chapter three presents the relevant theoretical and empirical literature on 

investment. Chapter four gives the methodology adopted for the study. Chapter five 

presents the analysis and interpretation of research findings. Lastly chapter six gives the 

policy implications arising from the study and a conclusion. 
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CHAPTERTWO 
A REVIEW OF THE PRIVA TE SECTOR IN CAMEROON 

2.1. Introduction 

For a quarter of a century following independence, Carneroon was one of the most 

prosperous countries in Africa. The drop in commodity priees for its principal experts; 

oil, cocoa, coffee, and cotton in the mid-1980s, combined with an overvalued currency 

and economie mismanagement, led to a decade-long recession. Real per capita gross 

domestic product (GDP) fell by more than 60% from 1986 to 1994. The current account 

and fiscal deficits widened and foreign debt grew (see annex 3). The government 

embarked upon a series of economie reform programs supported by the World Bank and 

International Monetary Fund (IMF) beginning in the late 1980s. Many of these measures 

have been painful; for instance the slashed of civil service salaries by 65% in 1993, 

privatization of many state owned enterprises, downsizing of the public service, etc 

created labour redundancy and thus led to the proliferation of rent-seeking behavior and 

corruption within the government. The devaluation of the CF A franc (the common 

currency of Carneroon and 13 other African states) by 50% in foreign currency terms in 

J anuary 1994 further exacerbated the situation through increase in priees of goods and 

services. 

In December 2000, the IMF approved a 3-year Enhanced Structural Adjustment Facility 

(ESAF) program to reduce poverty and improve social services. In late August 2003, the 

Board of Directors of both the IMF and World Bank approved Carneroon's Poverty 

Reduction Strate gy Paper (PRSP) which allows Carneroon to receive debt relief und er the 

Heavily Indebted Poor Countries (HIPC) Initiative. Pursuant to the initiative, the IMF is 

requiring the government of Carneroon to enhance its macroeconomie planning and 

financial accountability, continue efforts to privatize the non-profitable parastatal 

enterprises, increase priee competition in the banking sector, improve the judicial system 

and implement good govemance practices. 
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2.2. Investment climate in Cameroon 

A combination of the country's bath natural and human potentials, regulatory, legal and 

institutional factors are crucial for defining the investment climate in any economy, thus; 

add to the cast of doing business. The cast of doing business is not limited simply to a 

function of the cast of production inputs, but regulations, the institutional :framework and 

the functioning of the legal system can impose very heavy transaction costs. For example, 

delays in clearing key inputs or goods through customs can alone cause the loss of orders 

for the entire production period. Lack of judicial recourse for breach of contract or 

security for a loan can fundamentally alter the balance of risk and reward for potential 

investors. The demands in time and effort to meet investment requirements could 

increase the costs of a transaction to the point where it is rendered futile. Also when the 

political environment is so uncertain that investors are looking only for short term 

returns, this imposes long-term costs on the economy. All of these costs are attributable, 

in one form or another, to policy failure. 

2.2.1. Cameroon's potentials for doing business 

Cameroon has significant potentials for sustained growth. Its mam comparative 

advantages are natural resources (land, climate and minerais), a relatively skilled 

workforce, an entrepreneurial spirit and preferential access to regional and international 

markets. 

Natural Resources: Cameroon's mineral reserves include petroleum, gas, bauxite, gold, 

iron, nickel, chrome and uranium. Apart from petroleum, none is commercially exploited. 

Its fertile land and climatic conditions and a relatively law population density also offer a 

favorable agricultural base (cotton, rubber, sugar, wood, coffee and coco a, palm ail, 

fruits, vegetables and a host of ath er food crops) with a high potential for diversification. 

The average population density of less than 23 persans per square kilometer is very law 

by world standards and allows for considerable agricultural expansion. Large forestry 

resources offer good potentials for sustainable exploitation, if properly managed. 

Cameroon also has vast water resources available for agriculture and urban use. 
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Entrepreneurial Spirit and Human Resources: Unlike many other Sub-Saharan 

countries, Cameroon benefits from an active indigenous entrepreneurial class. Cameroon 

has a high literacy rate and offers a relatively well-educated labour force along side a 

surplus of unskilled and non-technical labour. Its population is relatively educated, and 

about 68% adult literacy rate is one of the highest in Sub Sahara Africa. It is equally 

noted for its rich ethnie, religious and cultural diversity. The devaluation of its currency 

significantly increases Cameroon's competitiveness, and, improves the cost of labour 

relative to non-CF A countries. Most technical and office work can be staffed easily. 

Bilingualism is another advantage not to be found in other francophone African 

countries, except Mauritius. 

Access to Markets: Cameroon has preferential access to the developed countries through 

the Generalized System of Preference (GSP) and above all through the Lome Convention 

and the Cotonou Agreement. Cameroon is well located to serve the Central African 

region; it has access to the ocean, is a member of the Union Douaniere et Economique de 

I 'Afrique Centrale (UDEAC), and is by far its largest economy with roughly half the 

combined GDP of the UDEAC zone. 

Efficient Capital Markets and Portfolio Investment: Interest rates are influenced by 

BEAC, which is closely monitored and regulated by the French government. Foreign 

investors are able to obtain credit on the local market, but usually borrow off-shore due to 

high domestic interest rates. The Douala Stock Exchange (DSX) opened in April 2003, 

offering firms the opportunity to raise capital directly from investors. Cameroon has fully 

operational commercial banks, which constitute the largest part of the fmancial sector. 

Mergers and takeovers are undertaken through discrete negotiations and private firms are 

free to associate with any partner they choose and are equally free to organize industry 

associations. 

Protection of Property Rights: Secured interests in property are recognized and usually 

enforced. The concept of property rights exist in Cameroon law and the title is the legal 

instrument for registering such security interests. Cameroon law provides foreign and 

domestic investors with property rights protections that substantially comply with 
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international norms and does not discriminate between foreign and domestic firms. 

Cameroon is a member ofthe16-nation African Intellectual Property Organization (OAPI 

in French), which is a member of the W orld Intellectual Property Organization 

and offers patent and trademark registration in cooperation with member states. 

Dispute Settlement: The 1990 Investment Code states that, at the time of incorporation 

or application for Investment Code Benefits, a finn may choose one of several 

procedures, including adjudication by local courts, arbitration by the international courts 

of justice and international arbitration centers, all according to Cameroonian law and 

the arbitration regimes of which Cameroon is a member. Under the 2002 Charter, 

petitions for redress or non-compliance with the provisions of the Charter will be 

forwarded to a Regulation and Competition Board, which was created in September 

2004. 

Expropriation and Compensation: Foreign and domestic investors rece1ve legal 

guarantees that substantially comply with international norms, including full and prior 

compensation in the event of appropriation for public interest. There are no confiscation 

tax regimes or laws that could be considered detrimental to investments. The 2002 

Investment Charter recognizes property rights and facilitates land acquisition. 

Political situation: Cameroon has often been referred to as an Island of Peace in the 

entire sub-region of the Central African Economie and Monetary Community (CEMAC). 

Peace is the central hallmark for all business ventures. For five decades running, 

Cameroon, under the leadership of its two heads of state- Ahidjo (from 1960 to 1982) 

and Paul Biya since 1982- enjoyed political stability in comparison to other surrounding 

regional countries such as Chad and Central African Republic. 

2.2.2 The private sector in Cameroon 

In the early years after independence, like many African countries, Cameroon pursued a 

strate gy of inward looking industrialization through import substitution behind protective 

walls, financed by taxing the agricultural sector through priee controls and export taxes. 

Industrial po licy, as espoused by the first Five Y ear Development Plan, was geared 
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towards import-substitution, to reduce the country's dependence on imported 

manufacturing goods. Paradoxicaliy, this strate gy required the influx of additional foreign 

capital and technology. In sum, private sector development through this period was 

dominated by foreign firms in close partnership with government and often with sorne 

direct government intervention in agriculture, industry and the financial sector. 

By the early 1970s, industrial policy was modified somewhat, partly in response to 

popular discontent at the continued dominance of private sector activity by outsiders. 

Cameroon has a dynamic and vibrant private sector with a long tradition in 

entrepreneurship. Like other African countries, it consists, mostly, of traders, active in ali 

sectors. According to World Bank report No 13955-CM (1996), the Cameroon private 

sector is characterized by a three tier structure based on size, national origin and 

integration into the formai economy as foliows; 

(a) a formai private sector consisting of foreign or domesticaliy-owned firms which 

comply with most or ali of the government's requirements in terms of taxes, licenses, 

regulations, etc; 

(b) an urban smali and micro-scale sector which is outside most government regulations, 

taxes and controls, and therefore characterized as urban informai; and 

(c) a traditional private sector which mostly focused around subsistence or smali-scale 

agriculture and rural services with little production marketed or bartered. 

The private sector accounts for around 66 percent of GDP, and in ali around 90 percent of 

employment (World Bank report No 13955-CM, 1996). Substantial production and most 

employment fali under either the traditional sector or the urban informai sector. Similar to 

other African countries, Cameroon has two paraliel sectors; the highly regulated and 

subsidized formai industrial and service sectors, divided equaliy between public and 

mostly foreign private interests and the informai sector which is fast growing as a result 

of the adverse economie situation. One of the Government's post-independence goals was 

to create domestic private capital and assist local entrepreneurs. Although the vast 

majority of firms are owned by Cameroonians, there is a strong correlation between 

ownership and the size of firms. It is estimated that 67 % of the firms in the country are 
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100 % owned by Cameroonian priva te interests. Large firms tend to be foreign owned, 

sometimes with strong government participation whereas small firms tend to be 

Cameroonian owned (World Bank, 1996). 

2.2.3. Constraints to private investment in Cameroon 

According to World Bank (1996), the Cameroon private sector is described as being 

shaped by economie distortions and in which the burden of the public sector, a distorting 

incentive system, an inadequate legal and regulatory framework and the high cost of 

finance remain serious obstacles to competitiveness and growth. The study also depicted 

it as a private sector which continues to face structural and economie constraints, 

including lack of government authority and ineffective policy execution, discretionary 

decisions by the government, burdensome bureaucratie delays in granting permits and 

licenses, corruption and lack of access to credit including crowding out in financial 

market. 

From World Bank (1996), constraints to private sector development in Cameroon are 

categorized according to the following themes: (a) the financial system, including lack of 

credit and crowding out in financial markets, due to the government's substantial deficit 

between 1986 and 1992; (b) the legal and regulatory framework and the application and 

administration of laws. It further states that laws in Cameroon rely heavily on the 

application of decrees, which are issued by different government departments. Because of 

lack of coordination between these departments, decrees are rarely issued on time, are 

inconsistent, contradict the spirit of the law and often contradict each other; ( c) the 

incentive and tax system. Cameroon's tax system combines relatively high nominal rates 

with widespread exemptions and tailored rates which create serious distortions in the 

incentive framework; ( d) physical infrastructures including electricity, telephones, roads 

and security as well as airport and seaport transport; and ( e) the lack of support services 

including lack of information and a lack of an on-going dialogue between the private and 

public sectors. 
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Table 2.1: Business environment in Cameroon compared with other selected SSA Co un tries 

IDICATORS Cameroon Ghana Mauritius Botswana South 

Africa 

Number of start-up procedures for new business 12 12 6 11 9 

Time required to start a business (days) 37 81 46 108 38 

Cost to start a business (% of GNI per capita) 173 79 9 11 9 

Number of procedures to register a property 5 7 5 6 6 

Time required to register a property (days) 93 382 210 69 23 

Number of procedures to enforce a con tract 58 23 17 26 26 

Time required to enforce a contract (days) 585 200 267 154 277 

Protecting investors disclosure index (0 low to 10 8 7 6 8 8 

high) 

Time to resolve insolvency (years) 3 2 2 2 2 

Rigidity of employment index (0 least rigid to 100 56 34 37 30 52 

more rigid) 

Source: World Bank African Data Base 2006 

Table 2.1 above gives a description of the business environrnent in sorne selected SSA 

countries. This is based on the 10 indicators ofbusiness regulation that track the time and 

cost to meet governrnent requirements in starting and operating a business, trading across 

borders, paying taxes, and closing a business. 

The private sector is invincible for the development and growth of any economy, yet in 

most Sub-Sahara African countries as shown in table 2.1 above, private sector 

development is handicapped by numerous administrative or institutional bottlenecks. The 

various administrative procedures no doubt account for the low volume of foreign direct 

investment coming to the Sub-Sahara African region (2%) when compared with FDis 

going to other developing regions like Asia and Pacificl8%, Latin America and 

Caribbean 8% (African govemance report, 2005). According to Doing Business 2009, 

Africa ranged sixth in an annual series of reports pub li shed by IFC and the W orld Banlc 
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Figure 2.1: Constraints to private domestic investment in Cameroon 
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Figure 2.1 gives a list of constraints to private investment in Cameroon in descending 
order of magnitudes based on an enterprise survey carried out by the W orld Bank in 
1996. 

Figure 2.2: Constraints to private investment in Cameroon by firm size 
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Figure 2.2 shows in ascending order the severity of the major constraints to domestic 

private investment in Cameroon. The most critical constraints are the lack of credit 

facilities for investment, and the system of taxation in the Cameroon economy and vary 

depending on the firm's size. Smaller size firms are those affected most by the credit and 

tax constraints. 

Based on the results of an Enterprise Survey (ES) undertaken in 2006, Cameroon has 

enjoyed positive GDP growth since 1995 but, in spite of a robust macroeconomie 

framework, the investment climate in Cameroon remains poor and is not favourable to 

the private sector from an international perspective, whatever the sector. Results from the 

survey equally points out that many serious issues remain to be addressed and the most 

striking are linked to corruption (perceived as strong) and infrastructures issues. In 

addition, there are inconsistencies in the application of regulations, a low efficiency of 

the judiciary, a relatively heavy tax burden, and finally problems of access and costs of 

financing (World Bank, 2006). 

Figure 2.3: Cost of corruption in Cameroon as a % of yearly turn-over of sorne sectors. 
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Source: Enterprise Survey 2001-2006, World Bank Group. 

Figure 2.3 above depicts that corruption issues are a great concem for entrepreneurs in 

many sectors of the Cameroon economy and contributes to increase operating costs for 

firms. It is a serious concem for 47 to 53 percent of the entrepreneurs in the formai sector 

and 40% of the informai urban operators. In this respect, Cameroon do es not fare weil in 
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a comparative perspective, it belongs to the group of countries were the issue is perceived 

as important by managers, (World Bank, 2006). The cost of corruption is non negligible, 

it ranges between 4.3 and 6.5 percent of firm's yearly turn-over, depending on the sector 

(World Bank, 2006). 

Table 2.2: Comparison of Major or Severe constraints to manufacturing firm's growth and 
operations in sorne selected Developing Countries 

Constraint in percentage Country 
Cameroon Benin Cambodia China Mali Niger Senegal 

Tax regulations 83.4 86.2 20.7 23.7 30.1 63.2 47.2 
Tax rates 78.7 87.7 18.6 34.1 36.4 68.4 50.4 
Electricity 65.9 69.2 12.7 28.1 24.2 41.0 30.6 
Cost of financing 65.9 78.2 10.5 21.6 57.3 66.7 64.5 
Practice of competitors m the 53.4 71.7 33.7 17.6 42.2 61.5 48.6 
informai sector 
Corruption 53.1 83.9 55.9 22.4 48.7 59.0 39.9 
Customs and trade regulations 40.0 64.7 25 .6 21.1 19.9 38.5 36.6 
Transportation 34.7 42.1 7.8 19.4 20.1 35.9 36.1 
Telecommunications 12.1 40.7 3.2 16.5 14.3 28.2 3.5 
Inadequate educated workforce 11.7 25.6 6.6 26.7 20.1 41.0 17.3 
Access to land 11.4 33.7 3.2 16.6 13.0 18.0 29.7 
Labour regulations 8.1 35.4 5.9 19.4 3.9 15.4 15.8 

Source: Enterpnse Survey 2001-2006, World Bank 

Table 2.2 shows the percentage of manufacturing firms which consider the constraints 

given in column one as a major or a severe impediment to the growth of it activities. 

From the survey report, infrastructures have a crucial role in firms' productivity and yet 

entrepreneurs in Cameroon suffer from very serious deficiencies of these basic 

infrastructures. Problems linked to the supply of electricity and to transportation are 

major issues for 65.9 and 34.7% of manufacturers. These have a significant impact on 

firm's performance; almost 5.1% of manufacturing firm's annual turnover is lost due to 

electricity shortages, World Bank (2006). 

Regulatory constraints remain equally very strong in determining the level of growth of 

not only the manufacturing industry in Cameroon but also the other sectors like the 

service and the agro-industries. Tax rates as well as tax regulations are among the 

important concems for formai companies' managers. The tax system is indeed focused on 
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the collection of tax revenues from a limited tax base; in practice, a small number of 

formai firms and remains cumbersome. There is equally the lack of confidence by firm 

managers in the consistency of the regulatory framework and in the judiciary. Across the 

different sectors, 77 to 92% of the managers of formai firms consider that the 

interpretation and the application of regulations by civil servants are unpredictable 

(World Bank, 2006). The weight of regulations therefore remains crucial in the growth of 

firms' activity in the Cameroon context. 

With regards to the Factor markets sorne weaknesses are still being highlighted especially 

on the formai labour market partly due to the lop-sidedness in information and the fact 

that Labour regulations appear to be excessively rigid (World Bank, 2006). 

Finance issues are a vital impediment to firm's growth hence access and cost of 

financing are two major constraints for firms not with standing, the sectors. Amin (2008) 

highlights the unfavourable environment for bank lending which is perpetuated by the 

failure on the part of the government to provide an adequate ethical environment for the 

recovery of bank loans. This is manifested by court decisions being often arbitrary and 

subject to corruption and in return confines banks' ability to grand loans. Data also 

suggest that there is a differentiation in access to finance (see figure 2.2 above). Many 

comparues, particularly among the smallest ones, do not have access to formai financing 

(loans and overdrafts) which is principally determined by the size of the company, the 

use of auditor to certify the accounts, the ownership as well as the access to export 

markets and finally banks more often than not require high levels of guarantees for loans. 

From the analysis above, the major determinants of private investment in Cameroon can 

be summarized in to the following variables aside the traditional determinants of 

investment; tax regulations, infrastructure, credit in-availability, cost of financing, 

corruption, inefficient competition, low demand, lack of investment incentives, tax rates, 

customs and trade regulations etc. 
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2.3 Investment trends in Cameroon 

The investment trend for Cameroon covers the period under study (1970-2006). There is 

no deniai that investment is the most important resource in economie growth Khan and 

Khan (2007), therefore it is worthwhile to examine the trends of investment in an 

economy so that sorne insights into its link with economie performance can be analyze. 

Within the glorious decades of Cameroon, (from independence in 1960 to mid 1980s) the 

rate of private investment as a proportion of GDP was relatively high. Private 

investments realized its peak of almost 42% of GDP in 1978 and later fell drastically to 

17.14% in 1980. From 1982 to 2000 the rate has been fluctuating between 11% and 17% 

of GDP. In 2001 private investment as a proportion of GDP rose to 22%. It later 

increased to 24% of GDP in 2002 and has since then fallen again below 20% of the GDP 

ofCameroon (see figure 2.4 bellow). 

Figure 2.4: Public and private investment trends in Cameroon 
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Figure 2.4 depicts that between the periods 1975 to 1983, public investment in Cameroon 

as a proportion of GDP was relatively on the increase (though slowly) with a peak of 
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11.41% in 1987. Since1991 public investment in Cameroon has been on the decline. The 

year1996 recorded the least rate of 0.5% as a proportion of GDP and up till 2004; the rate 

has been varying between 1.03% and 2.58% ofGDP of the GDP ofCameroon. 

2.4. Measures to improve investment climate in Cameroon 

Cameroon, a country blessed with abundant natural and human resources yet suffers from 

poverty, low level of economie development and poor growth performance. Business 

opportunities exist in almost aU economie sectors in Cameroon; particularly in agro

business, telecommunication, transportation, oil industry, tourism, forestry and fishery 

industries. The poor economie performance of such an economy is undoubtedly 

accredited to institutional features which do not harnessed the growth of the private 

sector in business. Th us as part of the effort by many African leaders to regain economie 

development, financial, social and political balance hence economie growth, the 

govemment of Cameroon has resort to a number of measures to improve the investment 

climate. The measures include among others the following; 

In response to the pressures of the economie downtum, the government has begun a 

significant reorientation of Cameroon's economie policy. As a manifestation of this 

po licy of !etting market forces operate freely, the govemment of Cameroon has enacted a 

series of reforms intended to liberalize the investment climate, improve competitiveness 

and promote sustainable growth. As a part of the reform process, a growing number of 

inefficient parastatals have been sold or re-structured, agricultural marketing has been 

rationalized, and a Free Trade Zone has been set up to encourage export-oriented 

investments1
. Many of these reforms have been adopted with the support of the World 

Bank and U.S. and other bilateral donors. The economie reforms have been accompanied 

by liberalization in the political sphere, as Cameroon has dismantled its one-party system 

in fa v our of multiparty democracy. 

In other respects, for most economie activities, the system of simple declaration has 

replaced that of prior authorization. The overall objective here is to relax administrative 

1 See the cameroon free zoon regime at 
http://findarticles .com/p/articles/mi m1052/is n22 vlll/ai 9190768 
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procedures that are long, harassing, outdated and most likely to discourage foreign 

investors
2

. Therefore, the rules and regulations protect both foreign and national 

investors, in conformity with the Treaty to set up the Multilateral Investment Guarantee 

Agency (MIGA), ratified by Cameroon. 

As a further attempt to improve on the investment climate in Cameroon, the government 

signed on 17 December 1997 the Investment Charter of the Central African Economie 

and Monetary Community (CEMAC). In conformity with the charter, Cameroon is 

required to enhance the judicial and legal security of investments and reinforce the Rule 

of Law. The Community Court of Justice ensures respect of the rights and obligations as 

well as the instruments of the Treaty that set up CEMAC. Still in line with creating a 

legal environment to attract investors, Cameroon joined the Organization for the 

Harmonization of Business Law in Africa (OHADA). 

In 1990, Cameroon also promulgated an industrial free zone (IFZ) regime which features 

a comprehensive package of incentives (a ten-year tax holiday and 15% corporate tax 

year beginning the 11 th year) for enterprises which export at least 80% of their output, 

with licenses awarded by an independent regulatory agency, the National Office for 

lndustrial Free Zones (NOIFZ). From 1996 to late 1999, the licensing process was 

suspended pending audits, but in 2002, the government declared ali of Cameroon an IFZ, 

with benefits available to any enterprise meeting the export criterion. 

The creation of a Free Zone Regime is a further step towards improving the investments 

environment in Cameroon. It has recently joined the growing number of sub-Saharan 

African states which have implemented wide-ranging investment reforms. A centerpiece 

of Cameron's reforms is the creation of a Free Zone Regime (FZR) for the promotion of 

foreign investments in the export sector. The FZR, designed in collaboration with the 

U.S. Agency for International Development (USAID) and the Overseas Private 

Investment Corporation (OPIC), includes a major package of regulatory and financial 

2 See the Cameroon investrnent charter 2005 at 
http://www.hallelaw.com/publications/Cameroon%20Investment%20Charter.pdf 
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incentives for export-oriented investments in conjunction with the establishment of 

privately owned and operated Free Zones throughout Cameroon. 

In June 2003, the government officially launched the Douala Stock Exchange (DSX) 

after more than three years of preparation. The DSX operates in an economie 

environment that has been reformed by an ongoing restructuring of the financial system 

and a promising business climate resulting from the liberalization of the market sector. 

The purpose being to enhance and diversify the availability of finance, granting of credit, 

widen the range of investment possibilities available to the public and institutional 

investors, ensure the transparency of economie and finance information, facilitate 

privatization programmes etc. 

Since the Cameroon Government wants to build a competitive and prosperous economy 

by boosting investment and savings, to this end, the National Assembly adopted an 

Investment Charter in April 2002 to attract international investors. The 2002 Investment 

Charter is expected to replace the 1990 Investment Code by the end of 2007. Und er the 

2002 Investment Charter the government plans to promote, facilitate and support in 

general investments that will be carried out under the Charter. Specifie incentives 

concemed: regimes, sector codes, economie zones and the duration of benefits. The 2002 

Investment Charter establishes three procedures for government screening ofboth foreign 

and domestic investments. The "automatic regime" permits investment without prior 

government approval. The "retums regime" permits investment after application and the 

passage of two days without government objection, while the "approval regime" permits 

investment after application and the passage of fifteen days, pending issuance of 

implementing regulations. The 2002 Charter does not discriminate with regard to equity 

ownership, permitting 100 % foreign ownership, in contrast to the 1990 Code which 

provided for limits on foreign ownership only under special circumstances having to do 

with reciprocal treatment. For further details of the provisions, (see The 2002 Cameroon 

Investment Charter). 

Improving transparency and fighting corruption are indispensable in enhancing 

effectiveness and efficiency in government' s operations and stimulating private 
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investments. The government of Cameroon signed the U.N convention on combating 

bribery in April2004, and in November 2004 published new anti-corruption measures on 

public contracts. With the assistance of international organizations and financial 

institutions, Cameroon has undertaken several anti-corruption and good governance 

initiatives such as: the creation of the national Audit Bench of the Supreme Court, the 

Anti-corruption Cells within ministries and National Financial Investigation Agency 

(ANIF), the National Anti-Corruption Observatory, the CHOC Cameroon Programme, 

National Governance Programme 3etc. 

3 See Cameroon Country Profile at http://www.business-anti-corruption.com/normal.asp?pageid=471 
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CHAPTER THREE 
THE REVIEW OF LITERA TURE 

3.1. Introduction 

This chapter deals with the relevant literature on investment beginning with the review of 

theoretical literature (both traditional and new) theories on investment. The second part 

of the chapter brings forth the review of empirical studies concerning private 

investments. 

3.2. Review of theoreticalliterature 

3.2.1. Traditional theories on investment 

Keynes's Internai Rate of Return (IRR) 4 In his General Theory (1936), proposes an 

investment function of the sortI= I0 + I(r). here firms are presumed to rank the various 

investment projects depending on their internai rate of return or the marginal efficiency 

of investment (M E I) and with a given rate of interest ( cost of capital), they are expected 

to chose those projects whose IRR exceeds the rate of interest. This implies that given an 

infinite number of projects, firms will continue to invest until their MEl or marginal 

efficiency of capital according to Keynes will be equal to the rate of interest (MEl = r) 

that is; ifMEI > r, then the project is undertaken; ifMEI < r, then the project is shelved. 

Keynes defines the marginal efficiency of capital as that rate of discount which would 

make the present value of the series of annuities given by the expected returns from a 

capital asset during its life span just equal its supply priee (priee which will induce a 

manufacturer newly to produce an additional unit of such asset, also called replacement 

cost). This can be summarized mathematically as follows; 

NPV = L at ----------------------------------3.1 
1 (1 + r Y 

Where NPV = the market present value of the sorne of the annuities, 

a = the sum of the annuities, 

r = the bond market rate of interest, 

t = time 

4 For details see Keynes IRR at http://cepa.newschool.edu/het/essays/capital/keynesreturn.htm visited 
28/08/2008 
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Let C be the replacement cast of capital or supply priee of the capital good, then the IRR 

would be the discount rate (o*) where: 

L __ a..:..._t_= C ---------------------------------3 2 
, (l+S*Y . 

It can be noted here that, if expectations are strong enough such that the expected stream 

of retums (at) on the project rises then NPV also increases and the o* will increase. 

Conversely, if the supply priee of capital (C) rises then the corresponding IRR on the 

project declines. 

The Aftalion-Clark Accelerator (1917/: By the accelerator theory investment responds 

to changing demand conditions. Thus if demand increases, firms face two choices: either 

to raise priees in the hope of choking off the excess demand, or to meet the demand by 

increasing supply. By the theory, the idea that investment responds immediately and 

entirely to changing demand conditions implies a relation of the form; 

I, =KI -Kt-1 = ~ -~-1 ----------------------------3.3 

Where Y = aggregate demand 

K = capital stock 

I = investment 

t = time 

However there are always shocks in demand which not all may be permanent given time 

variations such that if for instance a firm responds to an aggregate positive demand shock 

at time t by increasing capacity immediately, it might be faced with a dilemma if at time 

t+ 1, there is a negative demand shock since much of the increased capacity at time t is 

still unutilized. To avoid such a dilemma, firms instead of responding completely to a 

single demand shock, capacity should be increased gradually to observe if the demand 

change is sustained in period t+ 1. If the change in demand is sustained in period t+ 1 th en 

a little more capacity is increased in period t+2. The process continues until the desired 

level of capacity is reached. In this instance then, the size of a change in capacity is a 

fraction of the size of the change in demand. ie. 

5 http: //cepa.newschool.edu/het/essays/capitaVaccelerator.htm . visited 28/08/2008 
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1 = K - K = v(Y -Y ) ------------------------- -3.4 
1 1 1-1 1 1-1 

Where, v is a constant known as the accelerator coefficient and it lies between zero and 

one (0 <v< 1). Equally, v can be considered as the desired capital-output ratio, v= KIY. 

Thus, given a change in aggregate demand, the accelerator gives us the change in capital 

needed to achieve that desired capital-output ratio. Since v is a fraction, a change in 

demand will require a smaller change in capital. 

But not only the demand for capital stock can be uncertain, there can equally be supply 

constraint in the capital good industries or delivery lags and as a consequence only a 

portion of the desired investment will actually be undertaken. 

The Neoclassical theory of realloanable funds 6
: It states that the demand for loanable 

funds equals desired investment plus desired borrowing of borrowers whereas the supply 

of loanable funds equals desired savings minus desired investment of savers. suppose we 

have two entrepreneurs with identical firms, both of which start with endowment E and 

one invests and saves to achieve point F* while another invests and then borrows to 

achieve point C*. If the first agent's desired investment is I1 = E1 - Y 1 while his desired 

saving is equal to E1 - F 1 *. In contrast, the second agent has desired investment equal to 

I1 = (E1 - Y1) as well, but desires to borrow the amount (C1*- EJ). Thus, the total demand 

for loanable funds is DLF = (El - YI) + (Cl* - El) = cl* - YI while the total supply of 

loanable funds is SLF = (E1 - F1*)- (E1 - Y1) = Y1 - F1*. Now, ifthere is equilibrium in 

the market for loanable funds, then: 

s LF = y 1 - F 1 * = c 1 * - y 1 = DLF ---------------------------------------------------------------------------3. 5 

but by plugging in the details for these terms: 

SLF =(El -FI *)- (El -Yi)= (El -Yi)+ (Ci*- El)= DLF ------------------------------3·6 

and rearranging: 

2(E 1 - Y 1) = (E 1 - F 1 *) - ( C 1 * - E 1) ----------------------------------------------3.7 

Now, each agent invested E1 - Y1, thus total investment is I = 2(EJ - YJ). Simultaneously, 

the first agent saved (E1 - F 1 *) and the second agent dissaved (E1 - C 1 *) so total saving is 

6 http://cepa.newschool.edu/het/essays/capital/fisherinvest.htm . Visited 28/08/2008 
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S = (E1 - F1 *) - (C1 * - E1). Thus, the equation for loanable funds equilibriurn can be 

rewritten simply as: 

I = S i.e. total investment equals total savmgs. Note the condition that for total 

investment to be equal to total savings, then the demand for loanable funds must equal 

the supply for loanable funds and this is only possible if the rate of interest is 

appropriately defined. If the interest rate was such that the demand for loanable funds 

was not equal to the supply of it, then we would also not have investment equal to 

savings. Thus, in Fisher's "real" theory of loanable funds, the rate of interest that 

equilibrates supply and demand for loanable funds will also equilibrate investment and 

savmgs. 

The marginal adjustment costs7
: To the proponent of this principle, rising supply priee in 

the capital good industries implies that firms approach optimal capital stock only 

gradually. The graduai process is govemed by increasing marginal costs which are in 

tum, the reason for a falling marginal efficiency of investment (MEl) function. Thus as 

investment increases, the cost of new capital goods rise, and th us MEl falls so that MEl = 

r before the optimal capital stock is reached. These rising costs would therefore slow 

down adjustment and allow for both optimal capital and optimal investment to be defined 

in a form such as; 

MEl= f K- MAC ----------------------------------------------------------------3.8 

Where, f K is the marginal product of capital and MAC (marginal adjustment cost or the 

supply priee of capital goods). 

Firms will therefore invest in any single period of time until MEl = r. The MEl has a 

downward sloping relationship with investment in a single period because as investment 

increases, the marginal adjustment costs (MAC) will rise since the more firms invest in 

any period (short-run), the greater will every additional unit of investment cost because 

the capital goods industry, facing short-run supply constraints, will raise the priee of its 

goods. Thus, in any single period, the optimal level of investment (I*), will be found 

where MEl= r. 

7 bttp://cepa.newschool.edu/het/essays/capital/mactobin.htm. Visited 28/08/2008. 
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3.2.2. New investment theories 

The flexible accelerator: The basic notion behind the flexible accelerator model is that 

the broader the gap between the existing capital stock and the desired capital stock, the 

greater a firm's investment (Ghura and Goodwin, 2000). The hypothesis is that firms plan 

to close a fraction of the gap between the desired capital stock K*, and the actual capital 

stock K, in each period. Within the framework of the flexible accelerator model; output, 

internai funds, cost of external financing and other variables may be included as 

determinants ofK* (Chirinko, 1993). 

The Tobin's Q theory of investment: According to Mankiw (1994) the theory 

emphasizes that investment decisions depend not only on current economie policies but 

also on policies expected to prevail in the future as Tobin's q depends on current and 

future expected profit from installed capital. 

Q = Market value o(installed capital 

Replacement cast of installed capital 

If q > 1, implies stock market values installed capital more than its replacement cost. In 

this case managers may raise the market value of their firm's stock by buying more 

capital and if q<l , managers will not replaced capital as it wears out. 

Furthermore the theory of investment irreversibility suggests that the cost of investing 

in machinery and equipment is usually not recovered by a future resale. This is a sector 

specifie characteristic of investment which prevails in emerging countries and is relevant 

in investment decisions since any abrupt fall in aggregate demand would generate an 

unsustainable excess in the already installed capacity (Caballero 1991, Caballero and 

Pindyck 1996 and Bloom et al 2001 ). 

Thus from the above discussions, private investment depends on three broad categories of 

variables: Keynesian, neoclassical, and uncertainty variables. Variables that may be 

included in the Keynesian tradition among others are; GDP growth, internai funds and 

capacity use, while the neoclassical determinants of private investment include Tobin's 

Q, real interest rate, user cost of capital and public investment. The uncertainty variables 
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as referred to in Oshikoya (1994) are the variability of the user-cost of capital, real 

exchange rate, inflation rate, and the debt/GDP ratio. 

3.3. Review of Empirical Literature 

The gap between investment models and their application to developing countries has 

made it necessary for research in developing countries to concentrate on identifying 

variables that may affect private investment and testing several hypotheses advanced to 

explain variations in private investment in these economies (Greene and Villanueva, 

1991; Oshikoya, 1994; Mlambo and Oshikoya, 2001). In particular the list of variables 

identified in the literature has tended to include macroeconomie factors and policies. 

3.3.1. Economie variables 

Interest Rate Policy and Private Investment 

User cost of capital is an important factor in any investment decision by the private 

sector. When the user cost of capital increases due to a rise in the cost of bank credit, or 

by increasing the cost of retained profit, which is the main source of financing private 

investment, investment rate declines. Findings of various empirical studies are not 

however, consistent. The impact of real interest rate on private investment according to 

empirical studies depends on whether the data supports the Mckinnon-Shaw hypothesis 

or the Neoclassical view (Ndikumana 2000). The Mckinnon-Shaw hypothesis states that 

interest rate affects private investment positively through savings. The hypothesis is 

based on the assurnption that the quantity of financial resources is the main constraint to 

investment rather than cost offinancial resources (Agrawal2001). 

On the basis of interest rate, Neo-classical theory suggests that, a high interest rate 

increase the cost of capital required for investments and thus discourages private 

investment. It therefore postulates a negative relation between interest rate and private 

investment. Also low or negative real interest rates discourage saving, which reduces the 

amount of funds available for investment. Certain studies like Green and Villanueva 
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(1991), Serven, Land A. Solimano (1992), Busari and Omoke (2008) have confirmed the 

negative relationship between interest rates and investments. 

Exchange Rate Adjustments and Private Investment 

According to Serven, (2002) the impact of real exchange rate on private investments is 

two fold: the demand side and the supply side. On the supply side the effect of exchange 

rate is ambiguous. On the one hand real depreciation of the currency raises the cost of 

imported capital goods and since a large component of investment goods is imported by 

developing countries (Ghura and Goodwin, 2000), depreciation lowers private investment 

in the non tradable goods sector. On the contrary, devaluation of the real exchange rate 

raises the profitability of tradable goods sector and thus stimulates private investment in 

this sector. 

On the demand side, an appreciation of the real exchange rate, raises the overall priee 

level of the real value of private sector financial assets (Ghura and Goodwin, 2000) and 

thus reduces private sector real wealth and increases expenditure. For this reason, real 

devaluation decreases domestic demand. Studies supporting the negative impact of real 

exchange rate volatility and private investments includes: Jayaraman 1996, and Busari 

and Omoke 2008. 

Credit and private sector investment 

In the works of Oshikoya (1994) and Ndikumana (2000), they conclude that changes in 

the volume of bank credit to the private sector have a positive impact on private 

investment activity among developing countries. The basic idea being that business 

agents are unable to get financing directly from the capital market thus strongly depend 

on bank credit which has remained the most important source of investment financing 

among private enterprises in developing countries Oshikoya (1994). Thus the availability 

of loanable funds may affect private investment decisions; Villanueva (1991) and 

Ndikumama (2000). 
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Growth of real GDP and private sector investment 

Neo-classical investment theory suggests that the growth rate of real GDP influences 

private investment in a positive manner; Wai and Wong (1982), Greene and Villanueva 

(1991), Fielding (1997). This is also known as the "accelerator effect". However, to 

reduce the risks of simultaneity; the GDP variable, either in levels or in percentage form, 

is specified with a one-period lag (Goldsborough et al. 1996). Further, the growth rate 

lagged by one period could also be taken to mean a proxy for expectations about future 

demand for, and returns from the output of investments (Jayaraman 1996). Thus rapidly 

growing economy would be expected to boost expectations and hence investment. 

Public sector investment and private investment 

The policy related variables have to take into account government consumption spending 

which affects availability of savings for the private sector. The "crowding out" effects of 

government expenditure are reflected in credit availability for the priva te sector ~ 

Empirical studies such as; Blejar and Khan 1984, Amin (1998) on Cameroon, Greene and 

Villanueva (1991), on 23 African countries confirm that public investment in physical 

infrastructure is complementary to private investment. However, as there is a finite limit 

for domestic savings, public investment would in sorne cases pose a severe constraint for 

private investment and would crowd out private investrnent. Balassa (1988) in his study 

of 30 countries, shows the presence of a negative relationship between private investment 

and public investment 

Inflation rate and private sector investment 

Inflation affects investrnent by increasing the rate of uncertainty of the investrnent 

climate. A rise in domestic inflation relative to overseas inflation, given the nominal 

exchange rate results in the appreciation of the real exchange rate which adversely affects 

export competitiveness. In a study carried out by Oshikoya (1994), Green and Villanueva 

(1991) on 23 developing countries of Africa found that a higher inflation rate has a 

negative effect on private investments. In several papers, the inflation rate is used as a 

reasonable proxy for the uncertainty level in the economy (Beaudry et al., 2001). This is 
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because stable priees improve the informative content of the priee system and allows a 

favourable allocation of resources. 

External debt and private sector investment 

Studies on developing countries in general and on sub-Saharan Africa in particular find a 

negative relationship between external debt and domestic investment (see, among others, 

Jenkins, 1998; and Green and Villanueva, 1991). Lora and Olivera (2007) have also 

assessed the effects of debt on social expenditure W orld-Wide and conclude that higher 

debt ratios reduce both the level and share of social expenditures. High debt can depress 

investment in various ways. First, high debt implies that a higher proportion of domestic 

output is used to meet debt obligations. This phenomenon, referred to as "debt overhang" 

K.rugman, 1988), creates a disincentive effect that discourages domestic investment. 

Second, high debt commitment soar a country's position in international credit markets 

discourages foreign investors and can even cause credit rationing. The credit rationing 

effect can be important, especially for sub-Saharan African countries given their low 

domestic saving rates that force them to depend on foreign funds for investment. Credit 

rationing thus amplifies the debt overhang effect in reducing domestic investment. Third, 

high levels of external debt depress investment by making the macroeconomie 

environment more uncertain. Higher indebtedness increases the susceptibility of African 

economies to exogenous shocks, such as fluctuations in exchange rates and commodity 

priees, which can reduce the countries' ability to honor their debt obligations. 

Openness and private sector investment 

Empirical evidence shows that among the many measures of openness, the flow of trade 

(imports and exports) appear to have the most consistent relationship with investment 

(see Harrison, 1996 and Levine and Renelt 1992). The volume oftrade positively affects 

domestic investment both through exports and imports. An increase in exports causes an 

increase in foreign exchange necessary for the purchase of imported capital goods and 

also expands the market for domestic products. An increase in imports can stimulate 

investment if it implies greater access to investment goods in the international markets. 

But trade can also negatively affect domestic investment if imports predorninantly consist 
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of consumer goods, which may discourage domestic production (Ndikumana, 2000). 

(Levine and Renelt, 1992) found that a positive relationship between investment and 

trade holds depending on whether trade flows are measured by imports, exports or total 

trade (imports plus exports). 

Terms of trade and priva te sector investment 

Terms oftrade are the ratio of the export unit priee index to the import unit priee index of 

a country. V ariability in the terms of trade is expected to affect private investment in an 

adverse way. Persistent trade deficits combined with poor monetary and exchange rate 

policies have created a shortage of foreign exchange in sub-Saharan African countries 

(Ndikumana, 2000). This fluctuation in terms of trade can be a sign of all-encompassing 

priee distortions in the economy that unfavorably affect private investments. 

Profitability rate and private investment 

A study conducted by Roberto and Olaf (2006) in Malaysia concludes that low corporate 

profitability reflected in the Tobin's Q appears to have been a drag on private investment. 

Also high cash flow has a positive impact on private investment indicating that the 

availability of internai funds matter for investment decisions. 

3.3.2. Institutional Factors and Private Investment 
In addition to economie factors stated above, there are sorne other factors that are 

important for the rapid private sector investment growth. These include good govemance, 

quality of institutions and entrepreneurial skills for the private sector to make big 

investment decisions based on a rational assessment of risks and potential pay-offs (Khan 

and Khan, 2007). These factors play complementary role with the traditional economie 

factors. It has been suggested that the types of entrepreneurship that can be identified and 

the enterprise strategies adopted, are heavily influenced by the extemal environment 

(Peng and Heath,1996) in general, and the institutional context in particular. In this 

regard, proponents of institutional theory offer a suitable interpretative frame of 

reference, since it emphasizes the role of extemal political, economie and societal 

influences on individual behaviour (North, 1990). 
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The institutional framework, which is adequate for entrepreneurship consists of the "set 

of fundamental political, social, and legal ground rules that establishes the basis for 

production, exchange, and distribution" (Davis and North, 1971). Examples of relevant 

formai institutions include the legal framework and the financial system. Fundamental 

rules such as private property rights are a major influence on the nature and extent of any 

entrepreneurial activity, whilst day-to-day economie and political decisions, as well as 

unwritten rules, determine the actual scope for the behaviour of entrepreneurs and their 

actions. A study by Weder (1998) on 21 Sub-Saharan African countries uses data on 

institutional factors cornes up with a conclusion that: predictability of the judiciary 

enforcement, the ft and crime, security of property rights and uncertainty of corruption are 

highly significant. 

New growth theory literature such as the work of Barro (1996) emphasizes on the 

importance of creating an institutional environment supported by market forces e.g. the 

protection of property rights, enforcement of con tracts, and voluntary ex change at market 

deterrnined priees. Thus good quality institutions are critical for investment smce 

investors may not want to risk their capital where property rights protection is poor. 

Serven (1997) in his study of 86 developing countries examined data on terms of trade, 

real exchange rates, property rights and civil liberties and concluded that while factors 

including credit availability and the quality of physical and human infrastructure have 

important influences, uncertainty in the investrnent environment was negatively related to 

private investment in Sub-Saharan countries. 

3.3.3. Other studies on general macroeconomie variables 

Ouattara (2005) carries out a study titled modeling the long-run determinants of private 

investment in Senegal and concludes that public investment, real incarne, and foreign aid 

flows affect private investment positively whilst the impact of credit to private sector and 

terms oftrade is negative on private investment. 

Oshikoya ( 1994) study of macroeconomie determinants of private investrnent in selected 

African countries resolves that the macroeconomie variables affect private investrnent 
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among the selected countries differently depending on whether a country is a low income 

or middle income country. 

Acosta and Loza (2005) study in Argentina proved that the expected rate of return is an 

important determinant of private investment in the short run, real exchange rate, terms of 

trade, growth of output and public investment affects private investment significantly. 

The result also prove inflation rate to be significant in the short run and tum toward 

negative in the long run. 

The result of Khan and Khan (2007) study on the determinants of private investment in 

Pakistan shows that real GDP is positively related to private investment. The impact is 

significant in the long run. The impact of public investment on private investment is 

insignificant though positive. The impacts of extemal debt, foreign direct investment, real 

interest rate and inflation rate on private investment are negative and also significant 

except inflation. 

A study conducted by Busari and Omoke (2008) in Nigeria titled, private investment 

behaviour and trade policy practice cornes up with a conclusion that variables such as 

interest rate volatility, real exchange rate volatility, poor macroeconomie environment, 

and credit constraint affect private investments negatively. 

The study undertaken by Lutfi and Randall (2005) on the effects of public investment on 

private investment in developing countries indicates that public investment has a positive 

and significant impact on private investment whereas macroeconomie uncertainty has a 

negative impact. The study also observes that interest rate is not significant, but credit 

availability to the private sector is significant. 
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CHAPTER FOUR 
METHODOLOGY AND DATA SOURCES 

4.1. Introduction 

This section provide details of the methodology (the theoretical and empirical model) 

employed in the study, description of the variables as well as the sources of data used an , 

outline of the framework employed, justification for selecting the preferred methodology 

and the investment model that is used for the estimation. 

4.2. Methodology 
From the review of the investment literature, it has been observed that several factors 

affect investment decision in every economy but the severity of each investment 

determinant varies from one economy to another. Thus the variables which affect 

investment in a developed society may not have the same intensity in a developing 

economy due to the assumptions upon which these models are based, like the existence of 

perfect capital markets, a perfect flow of information, which are not satisfied in most 

developing countries (Oshikoya,1994); (Ghura and Goodwin,2000); (Mlambo and 

Oshikoya, 2001). The flexible accelerator model appears to be the most popular of these 

theories used in applied work in the context of developing countries due to data 

limitations and structural constraints. 

4.2.1. The theoretical model 

Since numerous factors affect investment and tum to vary depending on the economy as 

revealed in the literature, the choice of the variables used in this study therefore depend 

highly on the situation prevailing in the economies of developing countries in general and 

that of the Cameroon economy in particular. We have adopted the model used by Aysan 

et al (2005) for the case ofMENA countries in which Cameroon was one of the countries 

involved in the study. The model (an extension of the neoclassical accelerator model) is 

then adjusted to incorporate sorne of the major constraints to private sector growth in the 

Cameroon context. It is stated as follows; 

In(Pr iv. ) = a
0 

+ a
1
Acc. + a

2
r. + a

3
MS; 

1 
+ a 4SR; H + a5ES;,1_1 + a 6Vol;,1 + a 7Infra;,1 + E:; ,, 

l" , , , l, t ' ' 
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Where In(Priv;,J: Private investment as a percentage of GDP in logarithrn (dependent 

variable), 

Acc;,t Accelerator 

rit Real interest rate 

MS;,t Macroeconomie stability 

Sr;,t Structural reforms 

ES;,t Extemal stability 

Voli,t Macroeconomie volatility 

lnfrai,t Physical infrastructure 

Group index 

~>i , t The error term which captures other determinants of investment not 

included in the model 

Intercept and a 1 to a7 : parameters 

4.2.2. Specification of the empirical model 
The adjusted model includes other variables such as; Public investment (Pinv) and tax 

pressure (TP) which are incorporated as structural reform variables. The choice of the 

variables is backed by the results of the two enterprise surveys carried out by the W orld 

Bank in 1991-1996 and 2001 -2006 which point out sorne of these constraints as being 

very crucial for private sector growth in Cameroon. 

In line with the discussion above, we specify the determinants of private investment as 

consisting of Keynesian, neoclassical, and uncertainty variables. The reduced form of the 

investment model for the time series analysis consists of the following equation: 

2 3 4 3 

PRINV
1 
= a

0 
+a

1
l:Acc +a

2
l:MS +a3 l:SR1 +a4 LES1 +a5VGD~ +a6 PlNV1 + &1 (4.2) 

j=l j=l j=l j=l 

Where 

= represents the number of variables in each set of variables in the equation 

(group index) 

TP = tax pressure 

VGDP =Macroeconomie volatility indicator 

Pinv = public sector investment 
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= is the time variant 

4.3. Explanation and measurement of the variables 

Private investment (PRINV): This is the dependent variable. It is measured as the sum 

of domestic private investment and foreign direct investment expressed as a share of the 

GDP. 

The accelera tor: According to the specification of the madel, Ace is the variable chosen 

to accommodate the neoclassical theory of the flexible accelerator (Jorgenson 1963). 

Thus it encompasses variables such as; the real GDP growth rate, used here as a proxy for 

the economie enviromnent (anticipations of investors) and the real interest rate proxy to 

capture the user cast of capital; 

Ace,= f(GDPG,_
1
,RIR,) 

-Real GDP growth (GDPGt_1): There is a general agreement among economists that a 

country's growth rate would affect private investment positively. Thus the investors 

envisage the future economie environment as the growth rate observed in the past. 

Another reason for lagging the GDP growth rate is to avoid simultaneity problems in 

estimating the investment equation Aysan et al. (2005). Thus a higher growth rate would 

raise the lev el of private investment activities. 

-Real interest rate (RIR): controversy exists about the effect of real interest rates on 

private investment. On the one hand, a high level of real interest rate increases the user 

cost of capital and therefore dampens the level of private investment. On the contrary, 

high interest rates encourages domestic savings and thus making funds available for 

private investments giving the poor nature of financial markets development in many 

LDCs which forced investors to rely only on domestic savings as a source of fmance. It 

measured by the reallending rate. 

Public investment as a share of GDP (PINVt): Theory brings out two competing views 

about the impact of public investment expenditures on private investment activities. 

Public sector investment may dampen private investment activity or substitutes for 

private projects especially public sector projects whose products compete with those of 
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the private sector. High public investment rates may also crowd out private investment 

activity when heavy spendin? on public sector capital projects leads to high interest rates, 

severe credit rationing, or heavier tax burden. Furthermore, public investment activity 

may equally crowd-in or compliment private investment activity in areas such as 

infrastructures (roads, water, electricity, telecommunication services, education, health 

etc). Projects in these areas thus raise the expected returns on private investment and 

hence encourage higher private investment rates. It is measured here as government 

expenditure to GDP. 

Macroeconomie stability: This plays an important part in the investment climate of a 

country. The macroeconomie indicators here include; 

MS,= f(INF,,BBF,,RER,) 

-Inflation rate (INF): High rate of inflation adversely affect private investment activities 

by increasing the risk involved in long term investment projects, reducing the average 

maturity of commercial loans and distorting the information conveyed by priees in the 

economy. Most importantly, high inflation rates are perceived as signs of macroeconomie 

instability and failure on the part of the government to control its macroeconomie 

policies. It therefore has an adverse effect on investment climate and it is captured here 

by the GDP deflator. 

-Budget deficit as a percentage of GDP (BDF): This is measured as government 

revenue minus government expenditure as a proportion of GDP. Budget deficit can result 

to unsustainable macroeconomie imbalances and sudden economie policy reversai Aysan 

et al. (2005) are likely to affect the profitability of long term investment. Thus it is 

expected to have a negative impact on private investment activities. 

-Volatility of real exchange rate (RER): This may affect investment decisions through 

portfolio effect, especially if firms rely on foreign borrowing;s to finance investments or 

for working capital (Fofack 2005). Real exchange rate volatility is also too costly for un

diversified African economies that depend highly on the importation of most inputs and 

intermediary goods Nihal and Fofack (2007) hence; it has a negative impact on private 

investments. 
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External stability: 1t also makes up an integral part of the investment decision by private 

investors as it provides for_ a more predictable economie environment. According to 

Aysan et al. (2005), the external stability indicator takes into account; 

ES1 = f(EXDT; ,EXPT;, CABJ 

-Ratio of external debt to GDP (EXDT): A high ratio of external debt to GDP signifies 

that the country has a large debt overhang and may discourage private investment since it 

is likely that a significant portion of future returns on investment will be taken in the form 

of tax to meet the debt obligations. Further more a higher debt service payments ratio 

means that fewer resources are available for domestic use including private investment. It 

is expected to have a negative impact on private investment. The ratio of external debt is 

used here as a proxy for risk of difficulties encountered by an economy in reimbursing its 

foreign debt and to face a financial crisis. 

-External debt as a proportion of the Export of goods and services (EXPT). lt is 

expected to impact private investment negatively. 

-Balance on current account as a percentage of the GDP (CAB). It is the difference 

between a country's exports and imports in physical terms. A negative balance on current 

account will impact private investment negatively and vice versa. 

-Terms of trade (TOT): It measures the rate at which a country's exports exchange for 

imports. Since Cameroon like many Sub Sahara African countries relies mostly on the 

export of primary products whose priees fluctuate more often than priees of imported 

capital equipments, unfavourable terms of trade is expected to have a negative impact on 

private investment activities whilst a favourable terms of trade will have a reverse impact. 

Structural reforms: it constitutes an important determinant of actual and future 

profitability of private investment. In addition to the variables of the adopted model, 

structural reforms incorporate tax pressure. High tax pressure in an economy reduces the 

profitability of private investment activities and hence acts as a disincentive to risk taking 

by the private sector. This coupled with political instability tend to increase the rate of 

uncertainty of the investment climate in an economy. Credit to the private sector as a 

share of GDP is used as a proxy for the development of the banking system. Trade po licy 

constitute another variable that can boost private investment as trade openness increases 
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competitiveness and thus provide access to enlarged markets (Balassa, 1978; Feder, 

1982). It is measured by (exports plus imports) of goods and services as a proportion of 

GDP. 

SRI= f(OPENt,CRPSI'T~) 

Economie volatility: The economie volatility is another factor that can be disruptive to 

private investment. It can force investors to seek for profitable opportunities rather in 

short run portfolio investments than investing on long term projects which are more 

development and growth enhancing especially when investments that involve more 

irreversible features (Pindyck, 1991). The macroeconomie indicator (VGDP) according 

to the adopted model is calculated as a five year moving standard deviation of real GDP 

growth. Increased volatility is expected to decrease private investments. 

4.4. Scope and data source 

The study uses secondary time senes (annual) data for the period 1970 to 2006 to 

examine the determinants of private sector investment in Cameroon. The study is limited 

within this period because of the availability and reliability of data required for the 

analysis. Information conceming the variables employed in the model was obtained from 

the following .sources: 

• World development indicators 2006/2007 CD-ROM 

• World Bank African Data Base CD-ROM 2006 

• International finance statistics 

• African development Bank data base 2007 

• Cameroon Nation Institute of Statistics 

The apparent limitations of this study are that it concentrates on macroeconomie and 

govemrnent policy variables for which data is available and uses aggregated data. This 

means that there are other vital variables not included due to lack of data which 

determine private sector investment in the perspective of Cameroon for instance; good 

govemance indicators, political situation, infrastructure, corruption etc. 
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4.5. Estimation procedure 
We start by analyzing the behaviour of all macroeconomie variables so as to determine 

their stationarity conditions. 

• Augmented-Dickey-Fuller (ADF) and the Phillips Perron unit root tests have been 

applied to each variable to examine the stationarity properties of the time series 

data. 

• Second, the Johansen co-integration test is employed to determine the level of co

integration of the variables. 

• Thirdly, since the variables are found to be co-integrated, we proceed to an ECM 

specified by Hendry which has an edged over the Engle and Granger as it does 

not take in to account whether the variables are integrated at the same level or not. 

4.5.1. The estimation 
We first run a regression which included all the variables and the results are presented in 

annex 4. Diagnostic test of the results depict the presence of serial correlation among the 

variables. We then decide to carry out the estimation using three similar combinations of 

the variables with the aid of the E-Views 6 version software as an unrestricted error 

correction model (ECM). This approach enables the long run equilibrium relationship and 

the short run dynamics to be estimated simultaneously. The general-ta-specifie approach 

is utilized where insignificant variables are sequentially deleted to arrive at the preferred 

specification reported as the determinants of private investments in Cameroon. The F

tests is carried out to ensure that the omitted variable is not significant. 

The unrestricted equation is expressed as follows; 

11 n 

MRINV = {3
0 

+ LfJii1Z + 'LaiX 1_1 +ÀPRINV1_1 +U1 (4.3) 
i=l i=l 

Where 

~o = the intercept coefficient 

Z = current values of the explanatory variables 

X = past values of the explanatory variables 

~i = the short run marginal propensity coefficients 

ai = the long run marginal propensity coefficients 

À = the error correction term 
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n == the number of explanatory variables 

i == group index 

Modell: 

d(prinv) = /30 + Â(prin1-( -1) + /31d(exdt) + a 1exdt( -1) + f32d(rir) + a 2rir( -1) + f33d(crps) + 

Œ3Crps(-1) + /34d(txp)+a4txp(-1)+ f35d(pinv)+a5pin1-(-1)+ f36d(gdpg)+ 

a 6gdpg(-1) + /37d(rer) +a7rer(-1)+ f38d(open)+a8oper(-1)+vt 

In model one above the estimation is carried out utilizing the following explanatory 

variables; extemal debt to GDP, real interest rate, credit to private sector ratio to GDP, 

tax weight to GDP, public investment ratio to GDP, the growth of real GDP, real 

ex change rate and trade openness to GDP. 

Model2: 
d(prinl) = /3

0 
+ Âpim(-1)+ (J

1
d(gdpg)+a1gdpg-1)+ fJ2d(crps)+a2crp.(-1) + fJ3d(tot) 

+ a
3
tot(-1) + fJ

4
d(inf)+ a

4 
inf(-1) + fJ5d(txp) + a5txp( -1) + fJ6d( ex_It) + a 6 expt( -1) 

+ /3
7
d(rer)+a

7
rer( -1) + fJ8d(pinv) +a8pin1{ -1) + fJ9d(cab) +a9cali._ -1) + u 

For model two, we run the regression by dropping variables like extemal debt to GDP, 

real interest rate and adding new variables like inflation, terms of trade, current account 

balance and extemal debt to export ratio to model one. 

Model3: 
d(prin)) = /3

0 
+ Âprin'(-1)+ ~d(exdo+a1 exd(-1)+ /32d(pin1)+a2pim(-1)+ /33d(opef9 

+appel{-1)+ f3
4
d(bdj)+a

4
bdf(-1)+ j35d(rer)+a5rer(-1) + j36d(txp) +a6txp(-1) 

+ f3
7
d(rir) +a

7
rir(-1) + f38d(crpS}+a8crpi.._-1)+d(gdp~ + gdpg-) +u' 

In like manners, we incorporate a new variable (budget deficit ratio to GDP) in to model 

one. The main purpose of shuffling the variables in the various models is to find out 

whether these variables have a significant impact on private investment in Cameroon or 

not. Furthermore, it has helped us to come out with a conclusion on what are the 

determinants of private investment in the context of Cameroon which is the basic 

objective ofthe study. 
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CHAPTER FIVE 
PRESENTATION AND DISCUSSION OF RESULTS 

5.1. Introduction 

This chapter is divided in two major components. The first part of the chapter presents 

the analysis and results of the various econometrie tests conducted while the second 

component gives the interpretation of the findings. 

5.2. Presentation and analysis of econometries test results 
The various econometrie tests carried out are: the Stationarity test, the Johansen co-

integration test and subsequently the Hendry model ofError Correction (ECM). 

5.2.1. Stationarity test 

Since unit root renders a variable non stationary, we have utilized the Augmented 

Dickey-Fuller (ADF) and the Phillips-Perron (PP) tests to determine the level of 

Stationarity of each variable of the model employed and their order of integration. These 

results are given in table 5.1 below. 

Table 3.1: The Stationarity Test (Unit Root). 

Variables Stationary at a level 
lntercept Trend & intercept 

ADF pp ADF pp 
PRINV -2.51 -2.52 -2.62 2.56 
GDPG -3.92* -3.90*** -4.08** -4.06** 
RIR -2.22 -2.15 -2.93 -2.92 
RER -1 .96 -1 .70 -1.66 -1.65 
INF -4.15*** -3.18** -4.06** -2.94 
BOF -2.67 -2.69 -2.59 -2.62 
EXDT -1 .02 -1 .35 1.35 1.03 
EXPT -1.31 -1.37 1.62 0.59 
CAB -1.99 -3.53** -2.71 -4.77*** 
TOT -33.23** -3.22** -3.61** -3.33* 
OPEN -2.12 -2.27 -2.10 -2.25 
CRPS -0.44 -0.63 -1.78 -1.83 
TXP -1 .58 -1 .75 -3.85** -1.77 
VGDP -1.49 -1.65 -3.34* -3.48* 
PINV -2.40 -1.83 -2.48 -1.80 
Mackinnon - 3,477 (1 %) - 4,024(1%) 
Critical Value -2,882 (5%) - 3,442(5%) 

-2,577 (10o/~ - 3,145J10%) 
0 0 Note.*,**,***- stgmficant at 10%, SYo and 1 Yo respecttve1y 

Source: Author's estima tes with the aid of E-views 6 

Stationary at first difference 
lntercept Trend & 

intercept 
ADF pp ADF pp 
-5.91*** -10.10*** -5.28*** -9.80*** 
- - - -
-5.48*** -7.60*** -5.40*** -7.51*** 
-5.99*** -5.99*** -5.99*** -5.99*** 
- - - -
-7.94*** -8.06*** -7.86*** -7.98*** 
-3.36** -3.48** -3.84** -3.93** 
-3.1 1** -3.07** -3.53* -3.52* 
- - - -

- - - -
-5.90*** -5.90*** -5.81*** -5.81*** 
-4.62*** -4.62*** -4.96*** -4.96*** 
-5.12*** -5.12*** -5.11*** -5.11*** 
-4.79*** -4.72*** -4. 73*** -4.62*** 
-3.14** -3.14** -3.16 -3.16 
- 3,477 (1 %) - 4,024(1%) 
-2,882 (5%) - 3,442(5%) 
-2,577 _(_10%) -3,145 (10%) 
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The results of the Stationarity test contained in table 5.1 depicts that four of the variables 

are stationary at a level (GDPG, INF, CAB and TOT) while the rest are stationary at first 

difference. Since the variables are not integrated of the same level, we employ the 

Johansen co-integration technique. 

5.2.2: The Co-integration Test 

The Johansen Co-integration technique hypothesizes the long-run relationship among a 

group of time series variables. Variables are assumed to be co-integrated if they are 

affected by the same long run influences. In the short run, the non stationary variables 

may drift apart but turn to converge towards equilibrium in the long run. An analytical 

instrument to measure this type of relationship is the co-integration technique. The co

integration test results are presented in table 5.2 below based on the three models used in 

the estimation. 

Table 5.2: Co-integration test results 

Model One 

Eigen Values Trace Statistics Critical Value 5% Critical Value 1% 

0.971641 431.2357 197.3709 210.0548 
0.934601 306.5377 159.5297 171.0905 
0.807920 211.0838 125.6154 135.9732 
0.707784 153.3393 95.75366 104.9615 
0.679019 110.2802 69.81889 77.81884 
0.588650 70.50713 47.85613 54.68150 
0.539070 39.41622 29.79707 35.45817 
0.257898 12.30843 15.49471 19.93711 
0.052000 1.869042 3.841466 6.634897 

Trace test indicates 7 co integrating equation(s) at the 0.05 & 0.01 levels 

Model Two 

0.978035 469.6390 251.2650 253.2348 

0.917598 335.9985 208.4374 210.0548 

0.864689 248.6333 169.5991 171.0905 

0.756882 178.6269 134.6780 135.9732 

0.677891 129.1296 103.8473 104.9615 

0.580593 89.47936 76.97277 77.81884 

0.471872 59.06743 54.07904 54.68150 

0.388081 36.72283 35.19275 35.45817 

0.271850 19.53240 20.26184 19.93711 

0.214017 8.428714 9.164546 6.634897 
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Trace test indicates 8 & 7 co integrating equation(s) at the 0.05 & 0.01 levels 

Model Three 

0.979337 549.3679 239.2354 
0.955271 413.5889 197.3709 
0.933797 304.8389 159.5297 
0.827243 209.8127 125.6154 
0.728634 148.3574 95 .75366 
0.699805 102.7073 69.81889 
0.532358 60.59092 47.85613 
0.458325 33.98911 29.79707 
0.248988 12.53100 15.49471 
0.069185 2.509327 3.841466 

Trace test md1cates 8 & 7 co mtegratlng equat1on(s) at the 0.05 & 0.01 levels 

Source: Author's estima tes with the aid of E-views 6 

253.2348 
210.0548 
171.0905 
135 .9732 
104.9615 
77.81884 
54.68150 
35.45817 
19.93711 
6.634897 

The results presented above confirms the existence of a long-run relationship between 

private investment in Cameroon and its explanatory variables since trace tests in both 

models indicate a maximum of eight co-integrating equations. The next step is to carry 

out the error correction test in order to determine the short run and the long run dynarnics 

of the models. 

5.2.3: The test of the Hendry Error Correction Mo del 
The approach helps to estimate both the short run and the long run dynamics at the same 

time and also takes care of the indogeneity of the explanatory variables. Tables 5.3 and 

5.4 below present the ECM results. 

Table5.3: The Results of the ECM (short- run) 

Dependent variable - Private investment (Prinv) 

Independent Model1 Model2 Model3 

variable 

Group coef. t-stat coef. t-stat Coef. t-stat 

constant 53.60901 (4.219018)*** 22.61723 (1.8334 78)* 52.53916 (3.170631 )*** 

Ace D(gdpg) 0.401990 (3 .114469)*** 0.328665 (3.126087)*** 0.398567 (2.926012)*** 

D(rir) 0.294454 ( 1.879815)* - - 0.309103 1.468421 

Ms D(rer) -0.24506 (-2.93320)*** -0.07507 (-1 .78269)* -0.24034 -2.532401 )** 

D(inf) - -0.08343 -0.593715 -
-

D(bdf) - - 0.178203 0.398187 
- -
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Es D(exdt) -0.06261 -0.876219 -

D(expt) - - -0.00030 

D(cab) - - -0.47531 

D(tot) - - 0.387364 

Sr D(open) -0.36358 (-2.36801 )*** -

D(crps) 0.137348 0.701753 -0.01744 

D(txp) -0.13412 -0.298399 -0.39069 

Others D(pinv) 1.137997 1.269312 0.527320 

Rz 0.863152 0.912860 

Durbin- Watson 2.260190 2.370139 

F-stat (P-value) 0.000106 0.000030 

Note. *, **, ***- stgmficant at 10%,5% and 1% respecttvely 

Source: Author's estimates with the aid ofE-views 6 

- -0.05856 -0.724284 

-0.022516 - -

(-2.67518)*** - -

(3 .005475)*** - -

- -0.35109 (-1 .861058)* 

-0.097408 0.136807 0.604015 

-1.159216 -0.22422 -0.424790 

0.690493 1.479866 1.322897 

0.845634 

2.194764 

0.000274 

Table 5.3 describes the short-run relationship between private investment and a number 

of economie variables using three different combinations of the variables. In madel one 

and two out of the eight and nine variables introduced in the equations respectively; five 

are significant at least, at 90% level of confidence in the short-run. For madel three, out 

of the nine variables employed in the estimation, three are significant in the short-run. 

Table 5.4: The Results ofthe ECM (Long-Term) 

Dependent variable - Private investment (Prinv) 

In dependent Model1 Model2 Model3 

variable 

Group coef. t-stat coef. t-stat Coef. t-stat 

constant 53.60901 (4.219018)*** 22.61723 (1.833478)* 52.53916 (3.170631 )*** 

prinv(-1) -0.57563 (-4.02827)*** -0.42100 (-2.66462)*** -0.55911 (-3.3419)*** 

Ace gdpg(-1) 0.106317 0.519225 -0.00225 -0.012693 0.110634 0.513658 

Rir(-1) 0.536379 (3.400501 )*** - - 0.846485 ( 4.49633)*** 

Ms Rer(-1) -0.14183 (-1.92188)* -0.17573 (-1.78269)* -0.36923 -3.34336)*** 

Inf(-1) - -0.26456 (-1.95258)* - --

Bdf(-1) - 0.088086 0.109463 
- - -

Es Exdt(-1) -0.06998 (-1.87866)* - - -0.07055 (-1.76543)* 

v 
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Expt(-1) - - 0.001180 0.240942 - -
Cab(-1) - - -0.40396 -1.86789)* - -

Tot(-1) - - 0.980187 (6.624644 )*** - -

Sr Open(-1) -0.09857 -0.551920 -0.12039 -0.520788 - -

Crps(-1) 0.642559 (3.001863)*** -0 .53905 (-3.14617)*** 0.707427 (3.2035)*** 

Txp(-1) -0.99057 (-1 .77141)* -0.10931 -0.365183 -0.98896 -1.473858 

Others Pinv(-1) 1.285376 (2.225296)** 1.944000 (3.752883)*** 1.302257 1.644131 

R--z 0.863152 0.912860 0.865980 

Durbin- Watson 2.260190 2.370139 2.265513 

F-stat (P-value) 0.000106 0.000030 0.000635 

. * ** *** 0 0 0 Note. , , stgmficant at 10 Vo, 5 Vo and 1 Vo respecttve1y 

Source: Author's estimates with the aid ofE-views 6 

Table 5.4 above shows the long-run relationship between private investment and its 

determinants. The estimation depicts that both the constant and the lagged value of 

private investment are significant at 99% level of confidence. Considering each model, 

there are six significant variables in the long-run for model one and two and four 

significant variables for model three at least, at 90% confidence level. 

5.2.4: Diagnostic Tests 
The three models used in the estimation of the results, passed the standard diagnostic 

tests namely: the Jarque-Bera Statistic test of normality, the F-Statistic for seriai 

correlation test, the White and Breusch-Pagan-Godfrey heteroscedasticity tests and the 

CUSUM and CUSUM of Squares tests of structural and punctual stability. The results of 

the various diagnostic tests thus ascertain the robustness of the models used in the 

estimation of the parameters of the variables. For detail results see annex 2. 

5.3. Discussion and Interpretation of the Findings 

The main objective of the research work was to identify the determinants of private 

sector investment and more specifically those factors that have significant impacts on 

private investment in Cameroon. The regressions are run sequentially for the three 

models used in this study to estimate the coefficients associated with private investment 
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in Cameroon and its determinants as reported in tables 5.3 and 5.4. In view of the fact 

that the models are not much different from each other, the analyzes of the result, dwells 

so much on model one since all the explanatory variables employed exhibit a significant 

impact on private investment in either the short-mn or the long-run. For model two and 

three, only the new variables introduced in the models are analyzed. Since the study 

depends highly on time series annual data, and because of limited number of 

observations, we accept 10% as marginal significance. 

The coefficient of determination which is a measure of the "goodness of fit"(R-squared) 

shows that the variables employed in the models explained the fluctuations in private 

investments in Cameroon by 86.31%, 91.28% and 86.59% for models one, two and three 

respectively. The remainder of 13.69%, 8.72% and 13.41% of the fluctuations in private 

investments are explained by variables outside the model for instance corruption which is 

perceived to be quite high in the country (see Doing business report 2009). The F

Statistics probabilities of 1% equally demonstrate that the variables are jointly significant. 

From the estimation it is observed that the error correction coefficient is negative and 

statistically significant at 1% in all the models. The relatively large error correction 

coefficient signifies that private investment in Cameroon tend to adjust or return to it 

formai position at a slower rate given a shock in the economy. That is, it takes one year 

seven months for any shock that occurs to be re-absorbed as depicted by the ECM 

coefficient of -0.576 or 57.6%. 

The coefficient of variability in GDP growth (gdpg) has the expected sign (it positively 

impact private investment in Cameroon) and is statistically significant in the short-run at 

99% level of confidence. A marginal propensity of 0.402 implies that in the short-run, if 

the GDP of Cameroon grows by 10%, private investment will increase by 4.02% of the 

increase. This result is in line with other empirical studies carried out such as the work of 

Busari and Omoke (2008), Mlambo and Oshikoya (2001). Since investrnent in itself is a 

key factor to the growth of real GDP, Cameroon can profit from the virtuous cycles that 

bring about increased private investrnent and GDP growth. 
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Real interest rate positively impact private investment in Cameroon. The coefficient is 

statistically significant at 90% and 99% level of confidence in both the short-run and 

long-run respectively. The results imply that a 1% increase in real interest rate will cause 

private investment in Cameroon to grow by 0.29% in the short-mn and in the long-run 

private investment will grow by 0.54% of the increase. The result is in support of the 

Mckinnon-Shaw hypothesis that real interest rate impacts private investment positively as 

it encourages private savings thus making funds available for private investment 

(Agrawal 2001). In the context of Cameroon the positive impact of this variable on 

private investment can be explained by the absence of a properly functioning stock 

market from which investors can huy the necessary funds for business purposes. In this 

instance they resort to bank loans whose high interest rates encourages savings. 

Real exchange rates both in the short-run and long-run impact private investment 

negatively and significantly at 5% and 10% respectively. This is an indication that 

variations in real exchange rate have a negative effect on private sector investment in 

Cameroon both in the short and long term. That is a 10% depreciation of the real 

exchange rate will cause private investment to decrease by 2.5% in the short term and 

1.4% in the long term. The negative relationship can be likened to the fact that Cameroon 

is a net importer of machines and equipments required for production. The findings 

therefore suggests that the more stable the exchange rate, the better for the promotion of 

private investment activities in Cameroon and thus greater efforts should be put in. 

The variable inflation used in model two impact private investment negatively and is 

statistically significant at 10% in the long term. This demonstrates the extent to which 

previous year priee volatility (an indicator of macroeconomie instability) is detrimental 

to private investment as it generates business uncertainty and hence reduces investors' 

ability to take risk in long term business ventures. It can be observed from the results that 

a 1% rise in the inflation rate will cause private investment to decline by 0.26% in the 

long-run. Inflation being an important indicator of macroeconomie instability, higher 

rates of inflation thus paints the business climate of a country blear hence the need to 

curb persistent priee fluctuations. 
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The impact of external debt to GDP ratio on private investment is negative and 

statistically significant in the long term at 90% level of confidence. The results suggest 

that extemal debt has contributed to the observed decline in private investment in 

Cameroon particularly from the 1980s up to 2005. The extemal debt marginal propensity 

coefficient of -0.069 though small in magnitude shows that a 10% increase in the extemal 

debt to GDP ratio will cause private investment to decline by 0.69% in the long-run. This 

result is consistent with other studies carried out on developing countries in general and 

SSA in particular eg Khan and Khan (2007), Jenkins (1998) and Green and Villanueva 

(1991). 

The coefficient of the variable current account balance has the expected negative sign 

and is found to be statistically significant at 1% and 10% respective! y in the short and 

long term. The results th us points out that a 10% increase in current account deficit will 

force private investment in Cameroon to decline by 4.75% in the short run and by 4.03% 

in the long term hence indicating how fragile is the extemal position of the economy. The 

fragility of the country' s extemal position can be likened to the inability of the country to 

match growing imports with exports. 

Fluctuation in terms of trade is also found to exert a positive and significant impact on 

private investment in Cameroon both in the short and in the long run at 1% level. This 

suggests that an improvement in terms of trade by say 1% will raise private investment 

by 0.38% in the short run and in the long run by 0.98%. The positive relation can be 

attributed to the restoration of the international competitiveness of the country following 

the devaluation of the CFA franc by 50% in 1994 and the recent rise in priees of sorne 

primary products. 

The trade Openness seemed to have an adverse significant effect on private investment 

in Cameroon in the short run at 1% level. A marginal propensity of -0.36 implies that 

when the ratio of openness of the economy to GDP increases by about 10%, private 

investment in Cameroon decreases by 3.6% of it current levels. In the long term the 

impact though statistically insignificant still carries a negative sign. Although the 
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negative relationship could be attributed to the lack of proper pro x y to capture openness, 

it can also be associated to the fact that extemal trade liberalization and globalization 

have exposed the country to the influx of goods from outside which domestic firms finds 

difficult to compete for instance the textile industry. The study thus suggests that opening 

up the Cameroon economy to the extemal world should be done with much care since 

primary products remain the main exports of the economy. Efforts to reduce over 

dependence of the economy on the exportation of non-value added products are of great 

imperative. This could be overcome by making more efforts to add value through 

transformation and industrialization which is crucial to boost the value of exports. The 

result is in conformity with Acosta and Laza (2005) study on Argentina. 

As presumed by theory, credit availability allows private investrnent to proliferate. The 

coefficient of this variable lagged by one period positively impact private investrnent in 

Cameroon and it is statistically significant at 1% level. This is in conformity with the 

result of Kamgnia (2002). The estimation revealed that when the ratio of credit 

availability to the private sector as a share of GDP in Cameroon increases by about 10%, 

private investment grows by 6.4% in the long term. It further depicts how important are 

domestic savings necessary for private sector growth in the economy of Cameroon and 

how low levels of savings (see table 1.1.) leading to lack of credits deterred private 

investors activities (particularly small size enterprises) see figure 2.2 above. This also 

portrays that improvement of the financial system in Cameroon should be taken more 

seriously. 

The variable used in the study to capture the tax weight (pressure) on private investment 

in Cameroon has the expected negative sign and is statistically significant at 10% lev el in 

the long-term. A marginal propensity of -0.99 demonstrates that if the tax rate or the 

volume of tax increases by 10%, then private investment will shrink by 9.9% of the tax 

increase. This high negative impact is in conformity with survey reports carried out by 

the IMF/World Bank on Cameroon (see chapter two for details). For further supportive 

evidence see World Bank (2009). 
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Public investment in Cameroon is also found to be statistically significant at 5% level 

and impacting private investment positively in the long-term. This result is consistent 

with a number of recent studies such as; Cavallo and Daude (2008) and Lora (2007). The 

high marginal propensity coefficient of 1.29 demonstrates that if the ratio of public 

investment to GDP on productive ventures is increased by 1%, it will transmit to a 12.9% 

growth in private investment activities though because of data problems the study could 

not disaggregate public investment on physical infrastructures from all other investments 

carried out by the government of Cameroon. Given the poor net-work of infrastructures 

existing in the country; an increase in the volume of paved roads, consistent energy 

supply system and telecommunication services will greatly boost private investment in 

Cameroon. 

From the analysis and interpretation of the results presented above, the determinants of 

private sector investments in Cameroon aside variables not captured by the study are as 

follows; current GDP growth, public sector investment lagged by one period, credit 

availability to the private sector with a one period lag, the tax weight lagged by one 

period, a one year period lag of extemal debt to GDP, trade openness, terms of trade, 

variability in real exchange rate, real interest rate, inflation and the balance on current 

account. The only variables that were found not to have any impact on private investment 

are; extemal debt to export ratio and budget deficit. Extemal debt to export has the 

expected negative sign though statistically insignificant. Wh en the variable growth of real 

GDP is excluded in model three, budget deficit carries the expected negative sign though 

statisticall y insignificant. 
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CHAPTERSIX 
SUMMARY OF FINDINGS, POLICY RECOMMENDATIONS AND 

CONCLUSION 

6.1. Su rn mary of findings 

The primordial objective of the research work was to identify the determinants of private 

sector investment and more specifically those factors that have significant impacts on private 

investment in Cameroon. Due to data in-availability sorne factors considered by entrepreneurs 

as being crucial in their investment decisions in Cameroon could not be included in the 

estimation to actually measure to what extent they impact private investment. These factors 

include; physical infrastructure, tax rates and issues of governance ( quality of institutions, 

political climate, corruption, crime wave etc). 

The first step in the estimation procedure was to conduct a unit root test for stationarity using 

the Augmented Dickey Fuller (ADF) and the Phillips-Peron (PP) tests. The results of these 

tests high-lighted that ali the series became stationary at first difference and integrated at 

order one. Since the variables were not ali stationary at leve!, the next step was to carry out 

the Johansen co-integration test whose results show at most eight co-integrating equations for 

the three models. This indicates the absence of spurious correlation among the variables of the 

models. With the existence of a long-run relationship among private investment variable and 

its determinants, we resort to an error correction mode!. The estimations of the error 

correction madel reveal that the behaviour of private investment in Cameroon is influenced 

positively by: passed year credit, current GDP growth, terms of trade, passed public 

investments and real interest rates ( current and passed). It is negatively influenced by; 

openness, previous year tax rates, passed external debts, inflation, exchange rate volatility 

( current and passed) and deficits on current account. 

6.2. Economie Policy Implications 

From analysis and interpretations of the results, and bearing in mind that Cameroon is a 

developing country much more need to be done to address the economie and institutional 

impediments to productive investments both by the state and the private sector. The most 

crucial however, is investment by the private sector. Given that public authorities have the 

means and the capacities to provide an enabling investment climate which can harness the 

private sector to play its role of private-sector-Ied-growth; the study has brought out the 

follow policy implications. 
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Greater improvement of the financial system: In view of the long-run positive impact of 

credit availability to private investment, a modification of the monetary and financial sector 

reforms towards those which sought to encourage savings and productive investments for 

growth will further enhance it activities. This implies that to maintain a sustainable economie 

growth, the government has to further deepen the financial sector through measures which 

include; restricting government role in the financial sector to that of supervising banks, 

enhancing market competition, improving the quality of institutions, the legal environment 

and in ali enhance the proper functioning of the Douala stock ex change market by ensuring a 

sustainable macroeconomie environment, accountability, transparency, consistent policy 

framework etc so as to provide prospective investors with the desired funds. These measures 

are crucial for strengthening the relationship between savers and intended investors and thus 

improve efficiency in the allocation of resources. 

The real exchange rate: Cameroon belongs to a monetary union and can not unilaterally 

influence her real exchange rate by using the nominal exchange rate, better management of 

the exchange rate through other macroeconomie variables such as terms of trade (by adding 

value to it exports), foreign debts, government consumption, trade policies etc will do. This 

implies that consistent measures should be put in place to monitor the determinants of the real 

ex change rate of the economy so as to avoid over or under valuation. 

Current account balance: The policy suggestion from this study with regards to this variable 

is a call for immense diversification of the economy which relies mostly on the export of raw 

agricultural products, towards industrial oriented export products and also by making greater 

efforts to add value to the agricultural products through transformation in to finished or semi

finished products before exportation. In this instance more efforts should be put in place to 

enhance the growth and adoption of modern technology through the facilitation of research 

and development. In relation to the above; measures should equally be taken to encourage the 

consumption of home-made goods. This can be done through a reduction of both the rate and 

number of taxes, adoption of modern techniques used in production so as to improve both the 

quality and quantity etc. The measures are imperative to render home-made goods 

competitive and hence can reduce huge importation of these same goods which bloat the 

deficit on current account. 
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External Debt: From the results of the study, it can be observed that external debt is an 

impediment to private investment in Cameroon in the long-run. This thus ascertains the 

hypothesis that debt overhang scared potential investors (foreign and domestic). It is also in 

line with Amin (2008), who concludes that the driving force behind the fall in public and 

private investment in Cameroon is the burden of external debt. Sorne of these debts acquired 

tend out to be unproductive due to improper deployment, embezzlement and inefficient use of 

the loans by public officiais. lt ends up reducing both the quality and quantity of public goods 

and services badly needed by the masses. The study therefore suggest that the efficient and 

effective employment of the funds on productive ventures should be put in place so as to 

generate enough returns to service the debts as well as principal repayment. This can 

materialized through the careful and strategie acquisition of debts, greater follow-up by the 

debt management body from its initiation, acquisition, disbursement, employment and report 

of feedbacks with regards to loan performance. To overcome the issue of embezzlement of 

state funds, high penalties and confiscation of property alleged to have been bought by 

embezzled funds should be put in place, and the declaration of assets by top ranking 

government officiais before assumption and at termination of duty should be a must. 

Tax pressure (weight): the negative impact of the tax variable on private investment in 

Cameroon observed from this study only confirm other studies such as the IMF, World Bank 

(1996, 2006) that the Cameroon tax system is complex and thus tax payers find it difficult to 

know exactly their tax liabilities and their rights. The too many taxes, procedures and time 

require to pa y the taxes tend to perpetuate the tendency for tax evasion on the part of the tax 

payers and also increases the propensity for corruption (Ndikumana, 2006). Further more it 

may bring about an uneven spread of tax burden as the wealthier and politically or tribally 

connected individuals seek other means to minimize their tax burden while the incidence in 

turn fall squarely on the small tax payers. This coupled with poor institutions create a 

generally unfavourable business climate. As a policy suggestion, the tax rates, number of 

administrative procedures and time required to get business started should be reduced. Tax 

payers on the one hand should be publicly sensitized on their rights and tax obligations. 

Furthermore tax collectors who render faulty accounts should be subjected to harsh and 
' 

painful sanctions. 
Corruption though was not used in the estimation, is crucial in determining investment 

activities in the context of Cameroon. Corruption retard economie growth by reducing priva te 

investment. According to Ndikumana (2006), a one standard deviation decrease in the 
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corruption index raises private investment by as much as 2 46 t · t h. h · . percen pom w 1c m turn 

raises GDP growth by about 0 34 t · 3 · percen pomt . From the reports of transparency 

international, the corruption index of Cameroon has been fluctuating between 1.8 and 2.3 for 

over seven consecutive years. This is also backed by the enterprise survey reports (2006) that 

corruption takes a reasonable proportion of firms' profit. This analysis hence depict that 

corruption highly affects private investment and requires harsh and painful majors to reverse 

the aggravating situation. It does not affect only the private sector, but it down-play on the 

quality and quantity of public goods and services delivered. Since it tarnishes the image of the 

county, measures to combat corruption in Cameroon should be further intensified. 

6.3: Conclusion 

From independence in 1960 to the end of the 1970s private investment in Cameroon was 

relatively high. The year 1978 was the peak (almost 42%of GDP) of private investrnent 

activities in the country most probably due to oil exploitation. Given the general crisis of the 

1980s, priva te investrnent in the country dropped to an average of 14.17% of GDP. The 1990s 

witness a further drop of the rate to 13.75% and between the period 2000 to 2006 there has 

been a slight increase on the average to 16.18% of GDP. The declining level of private 

investrnent in Cameroon is what motivated us to carry out this study giving that private 

investrnent is crucial for long term economie growth and subsequently economie 

development. The study underscores market forces and private sector role in the development 

of the Cameroon economy hence it main objective was set at identifying what determines 

private sector investrnents. 

With an insight of econometrie methodology, the results of the study reveals private 

investrnent in the perspective of Cameroon is positively impacted by; the growth of real 

GDP, public expenditure, credits to the private sector, terms of trade and real interest rate. On 

the contrary it is negatively impacted by the ratio of extemal debt to GDP, tax weight, 

inflation rate, fluctuations in real exchange rates, deficits on current account and trade 

openness. These variables have an impact on private investrnent either in the short or the long 

term. The study therefore brings out the following policy implications; more efforts should be 

made to ensure the proper functioning of the Douala stock exchange market, encourage 

savings within the country, reduce the time, procedures and tax rates, reduce the level of 

indebtedness of the country, diversification of the economy, adding value to its traditional 
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export products via transformation and increase government expenditures on infrastructures 

and social services. 

In all, measures to enhance the stability of macro-economie variables, improved stability on 

the external front and the structural reform variables should not be overestimated. For 

instance improving on the level of industrialization of the economy via diversification and 

adding value to the export products of the economy will have spill-over effects on other 

variables like, terms of trade, current account balance, real exchange rate, servicing of 

external debt, budget deficit situation etcetera. 

The determinants of private investment in the perspective of Cameroon can further be 

appraised by undertaking a study which captures aspects of governance, political situation, 

infrastructures, corruption etcetera. 
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ANNEXES 

Annex 1: Results of the Error Correction Tests: 

Annex 1.1: Model1 : 

Dependent Variable: D(PRINV) 

Method: Least Squares 

Date: 11/28/08 Time: 13:31 

Sample (adjusted): 1971 2006 

lncluded observations: 36 after adjustments 

Coefficient Std. Error t-Statistic Prob. 

c 53.60901 12.70651 4.219018 0.0005 
PRINV(-1) -0.575633 0.142898 -4.028277 0.0008 
D(EXDT) -0.062614 0.071459 -0.876219 0.3925 
EXDT(-1) -0.069989 0.037255 -1.878663 0.0766 

D(RIR) 0.294454 0.156640 1.879815 0.0764 
RIR(-1) 0.830832 0.174871 4.751109 0.0002 

D(CRPS) 0.137348 0.195721 0.701753 0.4918 

CRPS(-1) 0.642559 0.214053 3.001863 0.0077 

D(TXP) -0.134122 0.449472 -0.298399 0.7688 

TXP(-1) -0.990570 0.559198 -1.771412 0.0934 

D(PINV) 1.137997 0.896546 1.269312 0.2205 

PINV(-1) 1.285376 0.577620 2.225296 0.0391 

D(GDPG) 0.401990 0.129072 3.114469 0.0060 

GDPG(-1) 0.106317 0.204761 0.519225 0.6099 

D(RER) -0.245062 0.083547 -2.933204 0.0089 

RER(-1) -0.386898 0.097954 -3.949779 0.0009 

D(OPEN) -0.363587 0.153541 -2.368011 0.0293 

OPEN(-1) -0.098574 0.178601 -0.551920 0.5878 

R-squared 0.863152 Mean dependent var 0.061171 

Adjusted R-squared 0.733907 S.D. dependent var 5.362484 

S.E. of regression 2.766195 Akaike info criterion 5. 179676 

Sum squared resid 137.7331 Schwarz criterion 5.971435 

Log likelihood -75.23416 Hannan-Quinn criter. 5.456021 

F-statistic 6.678405 Durbin-Watson stat 2.260190 

Prob(F-statistic) 0.000106 
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Annex 1.2: Model: 2 

Dependent Variable: D(PRINV) 

Method: Least Squares 

Date: 12/12/08 Time: 17:43 

Sample (adjusted): 1971 2006 

lncluded observations: 36 after adjustments 

Coefficient Std. Error t-Statistic Pro b. 

c 22.61723 12.33570 1.833478 0.0854 
PRINV(-1) -0.421002 0.157997 -2.664623 0.0170 
D(GDPG) 0.328665 0.105136 3.126087 0.0065 
GDPG(-1) -0.002254 0.177609 -0.012693 0.9900 
D(CRPS) -0.017444 0.179084 -0.097408 0.9236 
CRPS(-1) -0.539054 0.171336 -3.146178 0.0062 
D(TOT) 0.387364 0.128886 3.005475 0.0084 
TOT(-1) 0.980187 0.147961 6.624644 0.0000 
D(INF) -0.083432 0.140525 -0.593715 0.5610 

INF(-1) -0.264560 0.1 35492 -1.952584 0.0686 

D(TXP) -0.390694 0.337033 -1 .159216 0.2634 

TXP(-1) -0.109312 0.299335 -0.365183 0.7198 

D(EXPT) -0.000303 0.013439 -0.022516 0.9823 

EXPT(-1) 0.001180 0.004897 0.240942 0.8127 

D(RER) -0.075071 0.056185 -1.336131 0.2002 

RER(-1) -0.175738 0.098580 -1.782695 0.0936 

D(PINV) 0.527320 0.763686 0.690493 0.4998 

PINV(-1) 1.944000 0.518002 3.752883 0.0017 

D(CAB) -0.475318 0.177677 -2.675185 0.0166 

CAB(-1) -0.403962 0.216266 -1.867897 0.0802 

R-squared 0.912860 Mean dependent var 0.061171 

Adjusted R-squared 0.809380 S.D. dependent var 5.362484 

S.E. of regression 2.341262 Akaike info criterion 4.839438 

Sum squared resid 87.70412 Schwarz criterion 5.719171 

Log likelihood -67.10989 Hannan-Quinn criter. 5.146488 

F-statistic 8.821662 Durbin-Watson stat 2.370139 

Prob(F-statistic) 0.000030 



Annex 1.3: Model: 3: 

Dependent Variable: D(PRINV) 

Method: Least Squares 

Date: 01/08/09 Ti me: 13:16 

Sample (adjusted) : 1971 2006 

lncluded observations : 36 after adjustments 

Coefficient Std. Error t-Statistic Pro b. 

c 52.53916 16.57057 3.170631 0.0059 
PRINV(-1) -0.559112 0.167303 -3.341904 0.0041 
D(EXDT) -0.058564 0.080857 -0.724284 0.4793 
EXDT(-1) -0.070551 0.039962 -1.765437 0.0966 
D(PINV) 1.479866 1.118656 1.322897 0.2045 
PINV(-1) 1.302257 0.792064 1.644131 0.1197 
D(OPEN) -0.351090 0.188651 -1 .861058 0.0812 
OPEN(-1) -0.120391 0.231171 -0.520788 0.6096 

D(BDF) 0.178203 0.447537 0.398187 0.6958 

BDF(-1) 0.088086 0.804711 0.109463 0.9142 

D(RER) -0.240344 0.094908 -2.532401 0.0222 

RER(-1) -0.369239 0.110439 -3.343365 0.0041 

D(TXP) -0.224222 0.527841 -0.424790 0.6766 

TXP(-1) -0.988961 0.671002 -1.473858 0.1599 

D(RIR) 0.309103 0.210500 1.468421 0.1614 

RIR(-1) 0.846485 0.188261 4.496330 0.0004 

D(CRPS) 0.146147 0.234380 0.623546 0.5417 

CRPS(-1) 0.621990 0.245399 2.534604 0.0221 

D(GDPG) 0.398567 0.136215 2.926012 0.0099 

GDPG(-1) 0.110634 0.215385 0.513658 0.6145 

R-squared 0.865980 Mean dependent var 0.061171 

Adjusted R-squared 0.706832 S.D. dependent var 5.362484 

S.E. of regression 2.903515 Akaike info criterion 5.269902 

Sum squared resid 134.8864 Schwarz criterion 6.149635 

Log likelihood -74.85824 Hannan-Quinn criter. 5.576952 

F-statistic 5.441348 Durbin-Watson stat 2.265513 

Prob(F-statistic) 0.000635 



Annex 2: Diagnostic Tests Results 

Annex 2.1: The Cusum and Cusum of Squared tests Results. 

Annex 2.1.1: Model1 
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Annex 2.2: Other Diagnostic tests result 

Specified Test Model1 Model2 Mode13 

Jarque- Bera 

Jarque- Bera probability 0.51124 0.74726 0.6070 

Breusch-Godfrey Seriai Correlation LM 

F-statistic (Prob. F(l,17)) 0.4493 0.2838 0.4839 

Obs*R-squared (Prob. Chi-Square(1)) 0.2680 0.0979 0.2742 

Heteroskedasticity White 

F-statistic (Prob. F(17,18)) 0.8793 0.9405 0.9605 

Obs*R-squared (Prob. Chi-Square(17) 0.7700 0.8430 0.8806 

Scaled explained SS (Prob. Chi-Square(l7)) 1.0000 1.0000 1.0000 

Breusch-Pagan-Godfrey Heteroscedasticity 

F-statistic (Prob. F(l7,18)) 0.4984 0.9442 0.6191 

Obs*R-squared (Prob. Chi-Square(l7) 0.4221 0.8495 0.5037 

Scaled explained SS (Prob. Chi-Square(17)) 0.9997 1.0000 1.0000 

Ramsey Reset 

F-statistic (Prob. F(1, 17)) 0.5737 0.8372 0.6294 

Log likelihood ratio (Prob. Chi-Square(1 )) 0.4061 0.7461 0.4472 

Source: Author's estima tes w1th the a1d of E-v1ews 6 
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Annex 3: Selected Macroeconomie indicators for Cameroon 

lndicator Periods 
1970-79 1980-89 1990-99 2000-04 

GDP growth rate 7.21 3.99 0.42 4.1 
GDP per capita (US $) 593.25 891.14 651.31 708.34 
Balance on current account % of GDP -3.04 -5.04 -2.46 
Inflation, GDP deflator annual rate 8.43 6.98 4.21 2.46 
Budget deficit 0.00 -2.14 -4.81 0.35 
Real effective exchange rate index 13 1.51 132.95 113.68 104.86 
Total extemal debt billions of US. $ 0.701 3.603 8.443 9.03 
Terms oftrade 95.23 82.53 79.49 104.86 

Gross domestic savings % of GDP 18.28 24.24 18.83 18.26 
Credit to private sector % total domestic credit 105.79 107.51 53.70 60.57 
Real per capita GDP growth rate 4.39 1.07 -2.07 2.09 
Private investrnent % to GDP 37.54 14.17 13 .75 16.18 
Public investrnent % to GDP 4.26 6.95 2.19 2.29 
FDI as a share of GDP 0.54 2.08 0.19 3.32 

Gross Capital Formation% ofGDP 21.37 23 .80 16.29 17.23 

Balance on Current Account -8.93 -2.33 -2.91 -2.67 

Gross domestic investment % GDP 21.37 23.80 15 .99 18.80 

Source: author using data from World Bank & Afr1can Data Base, CDROM 2006 
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Annex 4: The pre-parsimonious estimation 

Dependent Variable: D(PRINV) 

Method: Least Squares 

Date: 01/29/09 Time: 14:50 

Sample (adjusted): 1971 2006 

lncluded observations : 36 after adjustments 

Coefficient Std. Error t-Statistic Pro b. 

c 41 .66958 29.95510 1.391068 0.2136 
PRINV(-1) -0.412713 0.236640 -1 .744052 0.1318 
D(GDPG) 0.300542 0.122867 2.446081 0.0501 
GDPG(- 1) 0.040409 0.203400 0.198669 0.8491 
D(CRPS) 0.446078 0.458403 0.9731 14 0.3681 
CRPS(-1) 0.209114 0.669379 0.312400 0.7653 
D(PINV) 2.232093 1.761154 1.267404 0.2520 
PINV(-1) 1.609435 1.850511 0.869725 0.4179 
D(RIR) 0.209264 0.357749 0.584946 0.5799 
RIR(-1) 0.017672 0.349508 0.050562 0.9613 
D(RER) -0.171722 0.115283 -1 .489575 0.1869 

RER(-1) -0.377482 0.169700 -2.224417 0.0678 

D(OPEN) -0.155046 0.275383 -0.563021 0.5938 

OPEN(-1) -0.290518 0.426010 -0.681951 0.5207 

D(INF) -0.037761 0.195952 -0.192704 0.8535 

INF(-1) -0.279290 0.263084 -1 .061600 0.3293 

D(TOT) 0.408381 0.425258 0.960313 0.3740 

TOT(-1) 1.041202 0.411658 2.529287 0.0447 

D(CAB) -0.301284 0.377839 -0.797388 0.4556 

CAB(-1 ) -0.006914 0.399359 -0.017314 0.9867 

D(BDF) 0.075553 0.917162 0.082377 0.9370 

BDF(-1 ) -0.354516 1.626448 -0.217969 0.8347 

D(VGDP) 0.794498 0.634103 1.252947 0.2568 

VGDP(-1) -0.127582 0.726073 -0.175716 0.8663 

D(EXPT) 0.051789 0.059269 0.873792 0.4158 

EXPT(-1) 0.102162 0.103273 0.989247 0.3607 

D(TXP) 0.389944 0.970307 0.401876 0.7017 

TXP(-1) 0.336690 0.818956 0.411121 0.6953 

D(EXDT) -0.280074 0.324905 -0.862018 0.4218 

EXDT(-1) -0.446232 0.498183 -0.895719 0.4049 

R-squared 0.969089 Mean dependent var 0.061171 

Adjusted R-squared 0.819687 S.D. dependent var 5.362484 

S.E. of regression 2.277087 Akaike info criterion 4.358578 

Sum squared resid 31 .11075 Schwarz criterion 5.678177 

Log likelihood -48.45441 Hannan-Quinn criter. 4.819154 

F-statistic 6.486443 Durbin-Watson stat 3.095143 

Prob(F-statistic) 0.013343 



Annex 5: Graphical representation of aU the variables 
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