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CAPME was created in 1970 with mission
to carry out feasibility and market studies for
SMEs, assist them in the preparation of
applications for investment code facilidies, bank
loans, and also help train their personnel.
Though the funding for CAPME came from the
German Technical Cooperation Organization
(GTZ) and the state, it was the state that
provided the management personnel. Just like
the BCD, it was liquidated in 1990 as a result of
the economic crisis and poor management.

FOGAPE was created in 1994 with the
objective of providing collateral for SME loans
by commercial banks. Later it was restructured
and given the additional function of giving loans
to SMES. By 1986, it held shares in 18 SMEs
amounting to 27% of their combined share
capital. By 1990, government started finding
difficulties in providing funds to FOGAPE for
its operations and it was liquidated in 1992 for
the same reasons as the others.

The Societe Nationale d'Investissement (SNI)
was created in 1963 to act as the state’s main
agent for equity participation in businesses in
the private sector. By 1986 the SNI had invested
over I billion francs CFA in SMES. Itis currently
being restructured and its shares in poorly
performing companies and SMEs are being sold
to the public. It follows from the above
discussion that right now in Cameroon there is
no state owned establishment charged with the
financing of loans to SMEs.

Financing SME Loans in the Philippines

The Philippines is one of the developing
countries of the world in which government
assistance has caused the creation and growth
of a large number of SMEs through loans by
private financing insticutions. Lt achieved all this
withour directly obliging the banks to give loans
to SME operators. According to World Bank
(1981), it did this through the setting up of two
assistance programmemes: MASICAP and SBAG;
and the creation of the Development Bank of

the Philippines (DBP).

The Medium and Small Scale Industries
Coordinated Action Plan (MASICAP) was created
in 1974 to train entrepreneurs, study and
analyze their projects and prepare their
applications for loans by banks. It was believed
that the programme would reduce transaction
costs of loans to both the borrowing SUEs and
the lending banks. Secondly, with increased
successful projects financed, the financing
institutions would be more willing to increase
their lending to small businesses. It had the
following features:

1). MASICAP ended its assistance to a SME once
it had helped the SME to prepare its
application form for loan. The SME then
went ahead, independently, to request for
loans from a bank.

2). The staffing policy of the programme
included the hiring of senior students from
universities since July 13, 1998.

The Small Businesses Advisory Centers (SBAC)
programme started also in 1974. It consisted
in setting up advisory services for SMEs in 12
regions of the country. The services were
provided free of charge and covered most aspects
and stages of small business activity. Its
professional staff variously specialized in
engineering, finance and business management.

In an appraisal survey conducted in 1977
by the Ministry of Industry, it was found out
that of all the loan files prepared by the above
rwo extension programmemes 50% were acrually
financed, 30% were withdrawn or rejected after
screening by the banks, while the rest were still
awaiting decision. The new SME projects had
an annual closure rate of 9% and the roral
arrears on principal and interest outstanding at
the time of the survey was 165%. Before the
programmes the annual closure rates were 3%
to 5% but there were only few SMEs selected
under very restrictive conditions of availability
of collaterals or good standing with a bank (ltao
A., 1980).

The Development Bank of the Philippines
(DBP) was created in 1958 as an autonomous
government owned development bank with
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2). To build institutional capacity of
organizations that provide technical
assistance to small firms.

Performance of SME loans in Africa

Webster et al (1996) measures performance in
terms of average sub-loan size (chis is a measure
of the loan to reach small borrowers), number
of jobs created per sub-loan and the average
repayment rate. Africa had the lowest
repayment rate of 62% as opposed to the Latin
American countries which had 92% and Asia
81%. Africa had the highest sub-loan size of
$143,366, while the average for all the regions
involved was $36,643. The average number of
jobs seated per sub-loan was 13 for Africa and
11 for all the regions put together. Finally, the
average cost of a loan per job created was
$9,738 for Africa, $3,971 for Asia and $6,684
for Latin American countries. Judged by all these
measurements, African countries (including
Cameroon) performed very poorly in World
Bank SME loans for the period 1970 to 1991.

The foregoing discussion raises a lot of
questions: How have SMEs in Cameroon been
fairing after the collapse of all the government
institutions meant to support them? Whar are
the problems they face in obrtaining loans to
finance both their creation and growth? Are SME
loans more risky than other classes of loans?
Should there be special intervention in capirtal
markets to support SME loans or would risk
reflecting interest rates encourage bank lending
to SMEs,

OBJECTIVES OF THE STUDY

The main objective of this study was to
determine the extent of financing available to
SMEs in Cameroon and the problems they face
in obraining credits. It has the following specific
objectives:

a) To find out abour the sources and adequacy
of financing SMEs in Cameroon;
b) To determine the problems faced by SMEs

in obtaining credits;

¢) To determine the extent of commercial bank
lending to SMEs in Cameroon.

d) To verify whether SME lending is more risky
than other classes of loan in Cameroon.

e) To make recommendations based on the
findings.

Definition of a Small and Medium-Size
Enterprise (SME)

The 1990 Investment Code defines an SME for
the purpose of the benefits under the Code as
an enterprise which meets three criteria.? First,
it must be capable of creating permanent jobs
for Cameroonians at the rate of one, for an
investment of up to 5 million francs. Secondly,
the enterprise’s investments must not exceed
1,500 million francs and thirdly, 35% of its
equity must be in Cameroonian hands. From
the first two conditions one concludes that a
SME should be able to provide jobs to up to
300 persons.

The World Bank defines an SME as an
enterprise having 10 to 200 workers. An
enterprise having less than 10 workers is called
a micro-enterprise (Webster ez a/, 1996: 3). For
the purposes of this study we will use this
definition so as to standardize and permit
comparison with other countries.

MATERIAL AND METHODS

The dara used for this study were collected in a
sample survey, from interviews using the key
informants method and from BEAC reports.

Sampling Plan

In 1992 we conducted a survey in the city of
Douala to study the constraints to the creation
and functioning of SMEs in that city. In the
survey we used a stratified random sample of
101 SME operators out of 21,235 enumerated
in an earlier census in Douala. In this paper an
attempt will be made to analyse the results of

*Cameroon Investment Code, 1990, section 25.
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of their financing from informal sources. A
major disadvantage here is that this source is
highly limited in the amount of money one can
borrow. It is usually the savings of group
members who borrow only to members. Very
often the interest rates are very high and differ
from one njangi or tontine to another. Because
membership vary from year to year or from
one period to another in these informal
groupings, only very short term loans can be
obtained.

From the same table companies obrained
33.4%, grocery stores and general commerce
obrtained 24%, sole proprietors 20.8% and bars
12.5% of their financing from the owner(s)
source. It will be understood here that the
companies that reported this obrained financing
from new shares from their share holders. With
the current financial squeeze in Cameroon
characterized by heavily slashed wages in the
public sector and devaluation of the franc CFA
in 1994, personal savings are non-existent for
most persons hence the amount of money that
investors can obtain from the personal source
to finance operations will be very limited.

Adequacy of Financing From These Sources

Since a major aspect of borrowing is to be able
to borrow the right amount one requires, we
further asked the operators whether financing
was adequately available from their favourite
sources:

* 48.1% of sole proprietors said their
financing was adequate, as against;

¢ 57.1% for limited companies;

e 2ab35.12% for food stores and general
commerce; and

o 62.5% for bars, whose sources are practically

informal.

Based on this information, it can be concluded
chat even the informal sources of financing
provided readily available and adequarte
financing. Such a conclusion may or may not
be misleading. For a small business the informal

sector may have sufficient financing but if the
business has to grow financing from the informal
sector will definitely be inadequate. On the
other hand, the informal sector in Cameroon
is known to control a lot of liquidity following
series of bank failures which caused a lot of
untold hardship to customers. Secondly, the
formal financial institutions have so much
bureaucracy and usually impose a lot of
conditions with a lot of hassling before a loan
can be obrained. In the informal sector lending
is based on trust and once the minimal
conditions are atrained the loan is usually given
without much delay.

The 57.1 % adequacy in financing for the
limited companies, whose main sources are the
formal and owners, is clear indication that more
resources in the formal sector are needed. With
more than 35% adequacy of financing in all
the strata considered one can conclude that
availability and adequacy of financing was
therefore not a serious constraint to the creation
and Funcrioning of a SME.

Interest Rates as Constraints to the Growth
of SMEs.

Another measure of the financial constraint was
incerest rates, Percentages of ratings from valid
responses are summarized in Table 4.2 below.

Table 4.2: Evaluation of Interest Rates as % of Responses

Type of SME | Too High Moderate | No Response
Sole Proprietor|  63.0 22.2 14.8
Companies 1403 28,6 57.1
Grocery Stores

8 Gen Commerce] ~ 29.7 35.1 35.1
Bars 61.5 38.5 0.0

Table 4.2 shows that sole proprietors and bar
owners considered interest rates as a constraint
since 63% of them perceived it o be too high.
61.5% of bar owners consider interest rates to
be very high. Since their source of financing is
mainly informal (specifically tontines), this
therefore confirms the fact that interest rates
in informal financial institutions are too high.
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On the other hand only 14.3% of the
companies interviewed said interest rates in the
formal financial institutions, which are their
main source of financing, are high.

Modalities of Loan Repayment

The modalities of repaying loans can have an
effect on entrepreneurs’ willingness to take a
loan. We tested this by asking the entrepreneurs
whether they made their loan repayments
monthly, as a lump sum, or based on some other
arrangements. The results are summarized in

Table 4.3 below.

Table 4.3: Evaluation of Methods of Loan Repayments in
%

Type of SME Monthly | Lump Sum|Others
Sole Proprietors |63.2 5.3 316
Companies 57.0 29.0 14.0
Grocery Stores 22,9 11.4 65.7
& Gen Commerce

Bars 13.3 40.0 46.7

For the sole proprietors and privare companies,
the monthly repayment method was more
common, whereas other arrangements were
more popular with grocery stores and bars, We
cannot conclude whether or not method of loan

repayment constituted a constrain in fi

nancing
SMEs

Other Views of Financial Constraints

From the preceding discussion one observes that
the informal sources that provide much of the
financing for SMEs have high interest rates.
The entrepreneurs surveyed did not consider
the availability and adequacy of ﬁnancing
whether from formal or informa] sources, a;
an important constraint,

These conclusions seem

to confirm views
which emerged at an Abidj

an conferences, 3
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December 2, 1993,

—_—
j ge in Policy
ation for Small EnteipAs”

re from November 3¢ to
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First, that the focus in Africa has been on
finance to the neglect of other, equally, if not
more important factors.* Secondly, that Credft
should not be emphasized in isolation since it
is only one aspect of the problem.> Thirdly,
that some bad management problems show up
ascredit problems,® suggesting that the financial
problems of SMEs have, in some cases, bee'n
over-stated. There is nothing objectionable in
financial assistance as such, but care should be
taken to ensure that it is marker driven since
subsidized credic is likely to introduce
distortions in the sector.

A major problem that SMEs face in
obaining credit from the formal financing
institutions is the availability of collateral. In a
seminar organized by the Islamic Development
Bank (IDB) to find our ways of encouraging
the private sector borrowing from the bank,
the problem of collateral was identified as the
major problem that barred many SMEs from
obtaining credits from banks. 7

As the literature on SME:s shows, many
countries have switched from purely “hardware
SUPPOIT, namely, support in the form of factors
of production (some of which Cameroon has
extensively used, such as capital and labour), t©

software” support such as facilitating access
t0 market information, research findings
€ncouragement of linkages with largf:'sCale
enterprises, development of entrepreneurship
and 50 on, This system which has yielded high
feturns in some EEC and South East Asian
countries, has a double advantage. First
software” Support s cheaper and secondly, what
s needed to enhance their effectiveness is an
enabling environment without which the
Provision of “hardware” support which is more
expensive, would be ineffective. This is clearly
40;::eom in the dismal p.er'formance of the \)%t%g
s kl.nem made by Mr. William E. Steel of the Wo

* Statement by Mr. Sagawawa of the African
Development Brte d'lvoire,

Statement by Professor Donald Mead of Michigan
State University

Le Messager in an article: Que peut faire la BID, Le
Messager no. 784 of Friday 3 April, 1998.
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corporations in Cameroon as discussed earlier.
What Cameroon needs today is an enabling
business environment for the development of a
genuine private sector devoid of state
intervention.

FINANCING OF SMES BY COMMERCIAL BANKS

The study was started by conducting key
informants interviews with credit managers in
4 of the 7 major commercial banks in
Cameroon as reported by BEAC (1998) which
participates in the Cameroonian money
market. The names of these banks are given
above. The findings from these interviews’ are
summarized below

SME Loan Conditions

All customers of a bank start their loan process
by completing a standard form. Then they must
provide proof that they will be able to pay back
by demonstrating their future sources of
income and guarantees that they will actually
pay the loan. The guarantee may be in the form
of a guarantor, who has an account with the
bank or collateral. In the past people presented
land titles and houses as collateral but now the
banks will prefer liquid security like a savings
account. The banks claim that the legal system
makes it very difficult to sell a landed property
in case of a loan default. Very often now the
bank will require chat a person applying for loan
takes a life insurance or simply an insurance
for the business for which loan is applied.

Interest Rates

Since 1991 interest rates have ranged berween
14% and 16%. BEAC gives the minimum
interest rate and the banks then determine their

working rates.

Bank Training and Support Services for SME
Loans

There are not such services in the banks as has
been seen in the case of the Philippines

discussed above. Feasibility studies are carried
out by the customer and the bank only sees the
project at the level of financing. Customers may
want to consult with specialized services to put
together their projects, usually for a fee. Once
a loan is approved for a project, the bank assigns
a credit officer who follows up the progress of
the operation. The credit officer is not a
specialist but if the follow up requires the use
of a consultant, the bank will higher one and
the customer will have to pay for the services.

Bad Debts

In the analyses to follow bad debrs are classified
as follows:

a) Doubtful account (“compte dourteuse”) is a
loan for which payment has not been made
for 3 consecutive periods and above or if
the account would have remained dormant
for at least 6 months (for an overdraft
account).

b) Contentious account (“compte
contensieuse”) is a situation when the bank
takes the customer to court or vise versa.

) Unpaid account (“compte impayee”) is a clear
case of bad debt where the customer can no
longer pay. Most loans are insured but the
insurance only pays in cases of death.

It was not possible to obtain financing data
directly form the banks because most of them
claimed they were confidential. They however
submit periodic returns to the Central Bank
(BEAC) and it is from this source that data were
obrtained for the analysis that follows.

Extent of Commercial Banks Financing of
Loans to SMEs

Table 5.1 below gives the distribution of credits
by the 7 banks in the money market as at 30th
November, 1998. SMEs are not identified
directly as a distribution class but they are
grouped together with large companies in the
category of private enterprises.
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Table 5.1: Distribution of Credirs by Type of Clientele as at
30" November, 1998

Typesof  |Loan by Different Types
Customers |Long | Medium | Short Tocal
 Termy | Term | Torm |

Privace

Individuals | 134 10,715 11,896 22,745
(11.4%)

Sole

Proprietors|192 | 4,366 3,179 7,737
(3.9%)

Private

Enterprises|85 95,219 | 61,006 | 156,310
(78,7%)

Orhers 39 157 11,702 11,898
(16%)

Toral 450 ] 110,457 | 87,783 198,690

Source: BEAC

Table 5.1 shows thar as ar 30® November, 1998
198 billion francs were distributed as credits
by the 7 banks in Cameroon money market
distributed as follows among the different
classes of customers:

156 billions or 78.7% went to private
enterprises, which include SMEs and
private companies;

23 billions or 11.4% wenc ¢
individuals;

large

O private

8 billions or 3. 8% went to sole Proprietors,
while

12 billions or 6% went 1o the rest of the
economy.

From the above analysis the SMEs ang the |
companies received the lion share of ¢r
(78.7% of the roral credits distributed).
suggests (as has been mentioned earlier)
the financing problems of SMEs may lie
at the level of satisfying conditions for obra
bank loans rather than the availability of ¢r

One can also look art the distribucj
credits according to the 3 classes of loans
above table shows that:

arge
edits
This
thar
more
ining
edics.
on of
. The
* 450 billions or 0.2% wenr for long term

loans, thar is loans of more than S years
durarion;
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110 billions or 55.6% went for medium
term loans, that is loans of 1 to 5 year
duration,

88 billions or 44.2% wet for short term
loans, that is loans of up to 1 year duration.

Of the 450 billions given out in long term loans:
* 134 billions or 29.8% went to private
individuals,

192 billions or 42.7% went to sole
proprietors, while only

85 billions or 18.9% went to private

companies (SMEs and large private
companies).

Most of the long term loans went instead t©
private individuals and one person businesses
(sole proprietors) which might have been use
essentially to finance consumption g00d5' To
encourage productivity of the private sector
more long term financing ought to go to SMEs
and large companies which enjoy now only
18.9% of long term financine.

The largest volume of credits (1 10 billions

or 55.6% of the toral credits) went for medium
term (from above [ ¢

0 5 years) financing.
chis:

95 billions or 86.2% went to private
¢nterprises (SMEs and large private
companies);
11 billions or 9.7% went to private
individuals;
4 billions or 49 went to sole proprietors;

and

0. 1% went to the rest of the economy.

It therefore follows thar the SMEs and large
€ompanies received the largest share of credits
(78.7%) including 86.2% of all medium term

18.9% of all long term and 3.6% of all short
term loans,

SMEs Repayment of Bank Loans

All attemprs 1o get dara strictly for large
€OMpanies or strictly for SMEs using the
definition given earlier failed for the banks
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claimed such information was confidential to
them. One will be forced then to analyse data
for both SMEs and large companies put together
under private enterprises as of 30" November,
1998. Table 5.2 gives the distribution of bad
and doubtful debts according to the classes of
clientele.

Table 5.2: Distribution of Bad and Doubifil Debts and
Current Loans by Type of Clientele

Typeof |Bad & Toral Bad Debrs

Clientele |Doubtful | Loans at | as % Loans
Debrs 30/11/98

Private 14,168 22,745 62.3

Individuals

Sole 17,662 7,737 228.3

Proprietors

Private 58,078 156,310 | 37.1

Enterprises

Others 5,160 11,898 43.3

Toral 95,018 498,690 |47.8

Source: BEAC

From Table 5.2 therefore, the amount of
doubcful and bad debts represents 47.8% of
current loans by banks. This is a measure of
how poorly bank customers are paying cheir
debts. 100 - 47.5 = 52.5% will be a crude
measure of repayment rate. This can be
compared with the repayment rate of 62% for
World Bank SME loans in Africa or 92% for
similar loans in the Latin American Countries
(Webster et al, 1996: 25).

By World Bank standards a loan repayment
rate of 52.5% will be considered as low.®
Comparing the different classes of clientele, one
finds that bad and doubtful debts stood act:

* 228.3% of current credits for sole
proprietors;

* 62.3% of current credits for private
individuals;

¥ .
Al;::ordl:g to Websrer er al (1996), a loan project will
90;/2::: na; hlﬁh performing (with a repayment rate of
repaym adove), average performing (with a
payment rage of 70% to 90%) and low performing
(with a repayment race of below 70%)

o 43.3% of current credits to the rest of the
economy; and

¢ 37.1% of current credits to private
enterprises (including SMEs and large
companies).

The class of sole proprietors present a very poor
record of repaying loans. The class of private
individuals equally demonstrates a poor sense
of loan repayment with a ratio of bad debrt to
current loan of 62.3%. The private enterprises
(including SMEs and large companies) pay back
their loans at a rate better than the other
categories. A bad debrt to current loans ratio of
37.1% can be approximated to a loan repayment
rate of 62.9% which is still low by world bank
standards.

The state has a lot to blame on this issue of
bad debts. By law the state requires that the
commercial banks reserve 20% of their loan
portfolio to SMEs® (which by Cameroon
definitions include the sole proprietors,
reclassified by definition in sub-section 2.2
under micro-enterprises). This provision has
led scrupulous civil servants to give huge loans
to their friends and relatives knowing very well
that they were not going to pay back. This has
been possible because the state was legally
entitled to subscribe to 1/3 of the equity of every
commercial bank'® and also to appoint General
Managers of Banks."" This has led to the failure
of several banks, that, in turn, led to a
restructuring of the sector that started in 1989

(Keutchen, 1997).

DISCUSSION AND CONCLUSION

Some countries have tried to support SMEs by
providing support services which help train
andprepare SME operators on how to prepare
4 loan file and also apply for a loan. The

7 See “Rapport d'Activite du FOGAPE 1986/87".
10 aw no. 90/019 of August 1990 on the operation of

credit establishments.
HLaw no. 90/1471 of November 1990.
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Philippines Government even went as far as
creating a Development Bank to provide long
term credits to SMEs strictly on commercial
basis. In some cases they provide advisory and
follow up services. The Cameroon Government
also created similar institutions but due to poor
management in the past all these institutions
have been liquidated.

The Government also caused the collapse
of several commercial banks by introducing
corrupt and inexperienced civil servants into
their management. These bad managers in turn
gave out huge loans to their friends and relarives
which ended as bad debr. Today the average
loan repayment by all groups of bank clientele
stands at 52% which is below World Bank
standards. Even the SME loan repayment rate
of 62.9% is still low by World Bank standards.

The problem of SME financing in Cameroon
today is not so much that of inadequacy of
funds. Rather it is poor management of
resources, the absence of collateral and the
absence of legality, which prevents many SMEs
from obuaining loans from formal financial
institutions. There isa lot of liquidity in informal
financial houses but their lending is limited to
members. The government musc assist jn
creating and promoting a reliable environment
in formal banking institutions which will arract
these finds from informal sources so as to make
them available to a wider population of
borrowers.

To further improve on the fin
environment of SMEs in Cameroon
want to switch from the so call hardware
approach to the software approach
facilitates access to money market information,
research findings; which encourages linkages
with large firms, within or out of the country;

and finally, encourages the development of an
entrepreneurial class,

ancing
we may
support

which
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