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BACKGROUND

In November 2001, Cambodia validated its fiddagnostic Trade Integration &ttegy(DTIS.) DTIS

2001 was prepared with funding support fromltitegrated Frameworkrogram (IF.) Cambodia had
been selected by the IF as one of three pilot countries for this innovative program launched by six
multilateral agencies the Internatinal Monetary Fund (IMF), the International Trade Center (ITC), the
United Nations Conference on Trade and Development (UNCTAD), the United Nations Development
Program (UNDP), the World Bank (WB), and the World Trade Organization (WTO.)

In December 2007, &£mbodi adés Pri me Minister | @anbodihTeadle t he c ou
Integration Strategy 200{CTIS 2007.) CTIS 2007 benefited from combined funding support from the

original IF program and the UNDP as well as technical contributions from th&E2J|FC, the IMF,

ITC, UNCTAD, and the World Bank. Back then, Cambodia was the first country to update its initial

DTIS under theenhanced Integrated FramewoflF), the successor to the IF program.

Cambodia Trade Integration Strategy 262818 (CTIS20 13) i s t he countryds thir
Once again, Cambodiads | eadership among EIF count |
to update its original DTIS for a second time. CTIS 2013 has benefited from funding support from the

EIF, the Asian Development Bank (ADB), the UNDP, and the WB.

Since the first DTIS in 2001, leadership of the DTIS formulation process has changed signifiChistly.
reflects Cambodi ads gr oforiTrade pocgs.aThe firsyDTiSom/largetyn age it
agencydriven, with the WB leading a team of experts under IF funding. CTIS 2007 was carried out

under the joint leadership of the Ministry of Commerce and the UNDP. CTIS 2013 is a fully

Governmeried and Governmerawned process.

Under leaership and guidance from the Senior Minister, Minister of Commerce, and with strong
operational support and management by key senior officials Mithistry, the team assembled to

prepare CTIS 2013 has benefited also from the technical inputs framéndlinisterial Committee for
Updating the Cambodia Trade Integration Strategy 2803. The IntefMinisterial Committee was
established through a Prakas and includes senior officials from the Ministries of Commerce, Economy
and Finance, Health, TourisiRlanning, Industry, Mines and Energy, Agriculture, Forestry and Fisheries,
Rural Development, Women Affairs, Labor and Vocational Training, as well as the Council of Ministers,
the Council for the Development of Cambodia, and the Royal School of Admaiiuiat Members of the
Inter-Ministerial Committee provided DTIS team members with access to officials in their respective
ministries, reviewed drafts, and met with the team to provide comments, feedback and other inputs on
various documents.
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Introductio n

EXPORT COMPETITIVENESS AND HUMAN DEVELOPMENT

Cambodia has been quite successful hereto far in integrating the global economy through trade and
investment. Progress since the f2@D0s is significant. But world markets are ever changing with new
comptitors continuously emerging to challenge Camb
country and its leading export sectors is to respond to change by strengthening the competitiveness of
established sectors while nurturing new ones.

Trade sectocompetitiveness is critical to growth, and, in turn, to the creation of new and better jobs as

well as income which are requirements for poveeyuction. Yetconnecting tradexpansion to
povertyreduction,gender equalityand greater inclusivenessnains a challenge. With rapid growth in
exportoriented agricultural sectors in rural areas and emerging diversification in the number of tourism
destinations, Cambodia has made important progress in tackling poverty through employment and income
creationon a more geographicallyidespread basisHowever, working and living conditions associated

with many exporrelated jobs need improvement. The potential negative impact of some export

production on the physical environment needs greater attentiamh. passibly, raising skills of the work

force wildl be the countryds greatest challenges g
a means to create better jobs demanding higher skills but generating greater income.

Export Competitiverss

Trade sector competitiveness is the result of interaction among a number of factors, which, in the context
of Cambodia can be grouped into four subsets:

Improved market access

Strengthened domestic business environment
Rising total factor and labgoroductivity
Increasing domestic value added

=A =4 =4 =

Cambodi adébs mar ket access ha sFaeowabldchiaages irstheguesdfi cant |
origin governingth&€U6s EBA program, together with the impler
ASEANDiI al ogue Partner s, have triggerimparticelrdsr p i ncr e a
exports of garmentsTogether with a relatively favorable business environment and low labor ¢issts, t

improved market accessage of the primaryorces driving the significant expansion of investment in
manufacturing. Market access is also beginning to evolve as regards agricultural proBatieaice on

neighboring countries as markets and as intermediaries for export of unproagfssethl agricultural

products is starting to give way to diregfdrmalexporsto final markets where, generally, Cambodia

enjoys dutyfree accessThis process is still at a very early stage and its continuation will depend, among
other things, on Ceente&RS aaddeshnibakstandgrdsaftinhperting apuntmies.
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For both manufactured and agricultural goods, the
markets hold grégromise in the years ahead.

1 Exports of goods and servicesecorded and infional i are estimated to have increased 65
percent between 202011, from $4.945 billion to $8.155 billion

1 US share of Cambodian exports declined from 55 to 35 percent during the period, as EU, ASEAN
Dialogue Partners, Thailand, Vietnam, anter destinans became more important

9 The share of exports other than garments and tourism during the period grew from 18 to 29
percent. Chief among those are bicycles and auto parts, footwear, natural rubber, milled and
paddy rice, cassava, corn, and soybeans.

A strong business environment for trade has a number of attribAtlegal and regulatory framework

that is predictable and based on international norms is a central eleféatorable investment

environment as well astrade facilitation and logistics are otHety determinants of competitiveness

Trade facilitation and trade logistics will be particularly important for the development of exports such as

highe nd gar ments or intermediate ianrpouutnsd oi notro dae |pirvoedr
deadlines are criticalMuch work has been done in Cambodia in many of thesssaver the past ten

years, but more remains to be done.

1 Trade facilitation costs for exports and imports are 136 percent the ASEaMdrage. Average
release time of cargo is 24 days compared to 16 days for ASE&Mrage.

1 Cambodia plans completiaf the establishment of a National Single Window by 2018 which
should help lower those two key metrics

1 Notwithstanding significant improvements in road infrastructure since the late 2000s, much
remains to be done to improve the effectiveness of transpggstics in Cambodia as well as
within the subregion,both in term of investment in physical infrastructure and in term of
reducing nortariff measuresagain with the view of reducing those important costs of doing
business

Total factor productivity anthbor productivity are also important determinants of competitiveness.
Increases in productivity allow higher wages and improved competitiveness to go hand in hand.
Productivity increases primarily through investment in equipment that contains moreedivan
technology. The use of such equipment, in turn, requires higher skill levidisre is concern than
Cambodiathe lack of skills required for more sophisticated production proceskekling back
investment in these areas and slow productiyétins. There is alsanountingconcern thatwithout
sufficient increases in productivitthe pressure for higher wages may erode competitivetres®ased
skills that allow Cambodians to perfotasks presently performed by foreign personvittireduce the
costs to enterprises and enhance their competitiveness. For these reasons, it is important to address the
gap between skills presently available in the work force and the skills necessary for the ptesent an
prospective work place.

1 Cambodia lacka robust TVET system that works closely with the private sector, including
export sectors, to ensure skill needs are met

T Cambodi ads higher education institutions have
leading to a rapid rise in universityagluates. However, university curriculums remain quite
disconnected from skills needed in the market place and quality of education is often weak

I Cambodia lacks a transparent labor market information system to help educators and labor
market entrants undgtand where the demand is, what the skill requirements are, and how to
assist employers in identifying where potential new workers can be found

8|Page



Cambodi abs mai @ gamgnts,rshoesiand thicysfitsapératesalmost exclusively by
assemblingipor t ed materials and parts into finished proc
agricultural exports mainly take the form of unprocessed agricultural prodadisth cases the value

added in Cambodia is usually a small fraction of the value diril#ed consumer productn both

cases, Cambodia needs to exploit the possibilities for adding additional value in Canhbbdltéacase of

agriculture, this entails undertaking processing of fgate output asis already underway in the case of

rice. In the case of garments, shpasd bicycles attention needs to be given to the prodydtion

Cambodiaof inputs presently imported.

1 Creating supply linkages between local SMEs and export firms is important and should be
fostered. Foreign direcinvestment in the production dbmestidnputs also needs to be
encouraged Export industrieshouldbecome hubs around which a network of domestic
production develops.

1 Cambodian exporters can and should seek to move into pradgaisng higher value
operations in Cambodiaut this will be conditioned in no small part by the capacity of exporting
sectors and educational and TVET institutions to find ways to remedy the current skill gap

1 Consistent quality is critical to long term competitiveness aidir Uneven quality of inputs or
uneven quality in the production process wil/
example, rice millers/exporters are finding it challenging to ensure sustained quality of their
export product. Producers of higalue silk products must learn how to better control the quality
of imported yarn.

1 In SPSsensitive sectors (rice, cassava, corn, soy beans, hospitality sector, processed food,
fisheries) there is a need for producers to bring their facilities up tdestithat meet
international requirements. Government must also play its part by putting in place the
surveillance and enforcement systems required by importing countries to control plant pests and
animal diseases, monitor the use of pesticides, oral@afetyfood and productsn consumer
markets.

1 Financial backstopping of expestiented investors through dedicated programs or specialized
financial institutions is an area that has received attention from the Government, including in the
context of tle 2011Rice Sector Policy Nevertheless, additional attention will be required in the
coming years.

Sustainable Human Development and Export Growth

While critical in determining Cambodi aodiscorheut ur e s |
eanomy,exportcompetitiveness cannot be viewed aloBsportcompetitiveness must also be reviewed
against improvement in Cambodiansdéd standard of | i

summarizes a number of sustainable human developmesturasaollected during the preparation of the
individual sector chapters and the skill chapter presented in the report. While the very limited availability
of hard data in Cambodia makes it somewhat difficult to fully assess results and progressea thie a
measures presented in the table, even if impressionistic at times, do allow to point to areas of progress
since 2007 as well as remaining challenges, especially in term of:
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Employment growth opportunities

Quality of jobs, working and living calitions
Geographical diffusion ahe benefits ofrowth
Environmental impacts

=A =4 =8 =4

Employment Growth Opportunities

In the face of 300,000 to 400,000 youths projected to enter the labor market each year over the next
decadd Cambodi ads bi gg endhaléngerhafar, jobd ereatioh lap be@me a major, if
not the top priority for the Government. With the possible exception of Silk, all nine other sectors have
solid potential for continued robust, if not even rapid employment growth in the comingfive

Together they should be adding new jobs in the tens of thousands each year, henceegmetathuto
addressing the job creation challerige.

In manufacturing sectoiisgarments, footwear, and light manufacturing asserinlly well as indurism,
significant new job creation is likely to occur mainly directly in the sector itself though service providers
to those sectors will benefit from a multiplier effect through increased demand. In addition, as argued in
the report, domestic supplielusters may emerge to provide specific inputs to a few of those sectors
provided the right policies and incentives are in place.

In agricultural commodity serprocessing or processing sectbrsuch as milled rice, semirocessed
cassava, fisheries aiucts, processed food, or rubliehe most significant job impact will continue to be
overwhelmingly on those who produce the raw inputs: the rice and cassava farmers, tmedishad
women, the rubber plantation workers, etc. Still once they tiikthe modern processed food or fish

processing factories, for instance, could be adding a significant number of new jobs in and of themselves.

The intrinsic value of the silk sector is somewhat different, of course. Its value may not be so much in

howmany jobs it may create as much as its -tccontri bui
measure asset but nevertheless critical to the pr
Quality of Jobs, Working and Living Conditions

As pointedout in Chapter 17, young Cambodians do not want simply any job. They want good jobs and
well-paying jobs. So quality of jobs, broadly defined, is the key. The quality of jobs and access to good
working and living conditions is the result of interaci@mong many different variables, influenced, in

no small part, but not exclusively, by Government

access to good income.

This report does not analyze the broader societal impact of recent grothih loselihood of

Cambodians. This is a topic better left to the analytical work associated with the NSDP. Still the latest
World Economic Forum report does show that, on alpggis (purchasing power parity), average per
capita income of Cambodians grérom approximately $1,000 in 2000 to $2,500 in 20E2very

! Growth rates, of course, are a function of the lmaseberthe sector is starting from and will be slower in larger, established
sectors such as garments and tourism évemnghlarge numbers of jobwsill be createl in those.
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significant progress indeéd.Of course, since this measure is simply an average, it says little about
income distribution.

The focus in this report is more narrow and limited to theéetoss. As shown in chapter 5 focusing on

the investment environment as well as several of the individual sector chapters, one key factor that has
attracted a new surge in foreign direct and domestic investment is the relative low labor cost in Cambodia.
Still, as shown in chapter 17, the minimum monthly wage that prevails in much of the Cambodian
manufacturing sector tends to be high when compared to neighboring and direct competitor countries.

With the possible exception of the garment sector whemgloyers are concerned that wage increases

might be running ahead of productivityan unsustainable situation over the longirum general it

appears that rising wages in manufacturing have been accompanied also by productivity gains. Clearly in
someof the agricultural commodity driven sectors identified in this study, there is often evidence of

strong productivity increases in recent years at the production level as measured-pgnlieictare. In

general, monthly income in sectors others thamegats tend to be lower and/or pegged against the

garment sector minimum wage. In the medium and longer term, the concern will be whether growth in
productivity will be able to keep up with demand for higher wages if the skill gap and skill shortages
cannda be bridged.

Despite international monitoring of many manufacturers under therBactories Cambodia (BFC)

programi a significant competitive advantage for Cambedukiaed exportelis garments and footwear i

there is recent evidence that further improvements needs to bamihdesafety manufacturing facilities

and production line (including building safety) and in the cleanliness of factories. This is an important

i ssue that deserves Cambodiabds attention, especi al
couple @ years in such countries as Bangladesh or China.

General quality of living conditions is often a function of where one works. In general, the data tends to
show that living conditions (good shelter, good access to clean latrines, and access to ptegbiends

to deteriorate for many rural workers moving to large urban centers where good living conditions are
harder to come by and more expensive. Howeverdtigésnot alwaysapply to workers taking

employment in SEZs where employengyht providetheir own, reasonablgood shelter conditions.

Quality of jobs is also about the ability of the individual to build human capital through training and

opportunities to move up the career ladder. This is an area where Cambodia is facing a major challenge
across all ten sectors studied here. Weaknesses in primary and secondary schooling, weaknesses in
university education, as well as a nearly absent, solid TVET system means that most workers take on
employment with a deficit (gap) in both hard (occupatipnals ki I I s and soft skill s.
in addition to employers facing a labor shortage (inability to find enough workers to apply for specific

jobs) as analyzed in detail in chapter 17. These human capital shortages and gaps presgit a serio
challenge to Cambodiabés continued competitiveness.
issue in the past when the focus of export growth was based on a puralillelw-wage factor

combination, it must now be addressed heady Goverment and the private sector if Cambodia is to

2 World Economic ForuniThe Global Competitiveness Report 2184 Davos: WEF, 2013, p.144
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remain an attractive location for new investment and succeed in moving up the value chain in a number of
export sectors.

Geographical Diffusion of Export Growth

Compared to 2007, there is evidence that ecanantivity associated with export growth has begun to

di ffuse away fr om Camb o dRhaotn$enh, Bient Reap| and Sthaneukvillgg r o wt h
In manufacturing, SEZs are beginning to attract factories close to the Thai and Vietnamese lhemers w

none were there before. If anything that development is likely to expand.

In tourism, development of beachiented tourism is beginning to spread away from Sihanoulrtte

the surrounding coastal provinces. Hoarism is getting afootholdinh e c ou niMesgahd Nor t h
Cardamom Mountains. These and other developments are pulling growth of the hospitality sector into

new provinces and regions. In agricultar@ented sectors, the growing focus on export of semi

processed agricultural commtids or processed food is bringing new, modern processing activities into
newer areas.

In addition, with many workers employed in processing facilities located in or near urban centers coming
originally from rural areas, less developed provinces are ti@geifom a significant amount of
remittances from those workers.

Together, these trends mean a trend towards a more geographically diffused distribution of the benefits of
export growth throughout the country, through a more geographically widespoatiddoof export
oriented facilities, through income-déstribution via remittances, and through multiplier effects.

Environmental Impact

Most of the fast growing export sectors, including nearly all of the ten sectors analyzed in this study, are
heavily dependent on electricity to power modern equipment. The cost of electricity in Cambodia is high
and reliability, low when compared to neighbors. This is an area where the country is clearly at a
competitive disadvantage. Interestingly enough, Camhbsdiea unique position to address many of

those needs through sustainable energy production solutions. These run from solar passive heating panels
to produce hot water in hotels and restaurants (a major source of electrical demand in those

establishmers), biofuel gasification to power rice mills and other processing sectors, pbtitic

panels to produce electricity in many different applications, or other sustainable technologies as well. So
far, Cambodia has been very timid in pushing for widegpmnplementation of these economically

profitable solutions. The trend towards SEZs locating near the Viethamese or Thai borders so they can

tap into those countries cheaper electrical grids is a pragmatic solution, but a limited one at best. It does
address the problems confronted by other key devel
activity is taking place.

Weak proper waste and water management are areas that also need attention in no small part as a means
to mitigate early on the pdbte negative impacts of some of the activities associated with various export
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sectors. Fisheries processing, processed food, footwear and other sectors do need to focus on those
issues.

In sum, the analyses presented in several chapters and summargeddygest that human development
progress that have beaohieved as eesult of rapid export growth since the last DTIS have also been

accompanied by new challenges that must be tackled by Government and Cambodian trade sector
stakeholders.
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Table 0.1: Sustainable Human Development Impacin Ten Export Sectors

Garments

Footwear

Light Manuf./SEZs

Processed Food

Employment Creation

1 sector employmer012)

370,000

64,200

Possibly as many as 10,000

93,700

9 future sector growth

10% or more

15% 20% yerly based on
recent trend

Very fast yearly growth: 20% to
25% or higher possible

Significant growthpossible

1 main indirect impact

Remittances to provinces

Remittances to provinces

Remittances to provinces

Impact on demand in Ag. sector

Gender Equality

80%90% women; undeaged
labor an issue.

90% + women; undeaged labor
an issue. Growing share of men

Not known

Majority women in SMEs. Not
known in large facilities.

Wages and Working Hours

Minimum $100 monthlyp to
$180. 48 hoursOT/week.

Wages slightly higher than
garments48 hours-OT/week.

Wagesslightly higher than
garments48 hoursOT/week.

Wages andtsft work in large
plantssimilar to garments

Working Conditions

1 labor representation

Mostly unionized

Mostly unionized

Some unions

None

9 sector monitoring

Monitored under BFC

Monitored under BFC

None

None, except few factories
meeting intédl

1 cleanliness and safety

Recent issues with building
safety

Accidents an issue; exposure td
hazardous chemicals an issue

Safety issues limite

Challenge igoor hygiene and
abeyance to SPS standards

Skills Development

1 training ops

OTJ. No TVET. GMAC
planning TVET center

Significant OTJ. No TVET

OTJ. Also oftsite training incl.
abroad Limited TVET

OTJin a few large
establishmentdNo TVET

9 career ops

Including for line workers

Including for line workers

Significant, including for line
workers

Very limited except in a few
large establishments

Living Conditions

1 access to shelter

Quality can be poor in urban
environment

Quality can bepoor in urban
environment

Some SEZ employers provide
goodshelter in factoriesElse,
access to good shelter varies

Rural living: Good acces®s
shelter

i sanitation (water/latrines)

Quality can be poor in urban
environment

Quality can be poor in urban
environment

Usually good

Good access to latrines. Water:
variable

Regional Impact

1 Primary

Phnom Penh, Kandal

Phnom Penh, Kampong Speu,
Kandal

Phnom Penh, Sihanoukville,
Svay Rieng (Bavet), Koh Kong

Phnom Penh, Kampong Cham,
Battambang, Siem Reap, Kaid

1 Secondary

Svay Rieng, Sihanoukville

Possible expansion along VN
border

Possible expansion along VN
border

Many rural areas

Environment Impact

1 energy High use of electricity High use of electricity High use of electricity Limited except large firm
1 water High use for washing and Tanning and dyes Relative good water treatment if Extensive use. Limited
ironing SEZs management ofiater waste
1 soil None known Possible negative impact from | None known Waste could be used as camsp
poor mngt of waste water or fertilizer
1 waste Fabrics and chemicals Fabrics, rubber, chemicals Yes. Varies with manufacturing | Limited wastemanagement
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Fisheries

Milled Rice

Cassava

Employment Creation

1 sector employmer(2012)

450,000

A few thousands in rice mills

Employment in semjprocessing
limited

9 future sector growth

Slow growth unless aquaculture and
processing take off

Fast growth

Global demand and prices unstable.
Hard to predict

1 main indirect impact

Some multiplier effectGreat impact on
main protein sourceof Cambodians

Millions of farmers grow rice

Hundred ofthousands of farmers groy
cassava

Gender Equality

Balanced

Majority men

Balanced

Wages and Working Hours

Around minimum wage. Vary with
season. Work hours vary with season

Around minimum wage. Varwith
season. Work hours vary with season

Around minimum wage. Vary with
season. Work hours vary with season

Working Conditions

1 labor representation None none none
9 sector monitoring None except for very few factories Nonei but modern rice mills soon Pressure on proce
meeting intdl SPYgmust meet intdl § SPSstandards

1 cleanliness and safety

Mostly very poor SPS except large
plants

See aboveModern expororiented
mills relatively clean

See above

Skills Devebpment

i training ops

Limited OTJ inlarge establishments
Mostly informal. No TVET

Limited OTJ in large establishments.
Mostly informal. No TVET Some
RUA training

Limited OTJ in large establishments.
Mostly informal. No TVET

9 career ops

Very limited except in a few large
establishments

Very limited except in a few largaills

Very limited except in a few large
establishments

Living Conditions

1 access to shelter

Rural living: Good access shelter

Mills provide shelter. Quality limited

Rural living: Gad access shelter

i sanitation (water/latrines)

Quality oflatrinesand wvater: variable

Quality oflatrinesand water: variable

Quality oflatrinesand water: variable

Regional Impact

1 Primary

Coastal provinces, waterway province

Prey Veng, Takeo, Kangmg Cham,
Battambang, Banteay Meanchey, Sie
Reap, Kampong Thom

Battambang, Banteay Meanchey,
Pailin, Kampong Cham

1 Secondary

Most provinces

Most provinces

Environment Impact

1 energy Limited except large firms Electricity dependent. Could use Semi processing needs little electricit)
sustainéle energy solutions
M1 water Extensive use. Limitechanagememf | None known None known
water waste
1 soll Solid waste can have negative impac| None known Cassava cultivation has negati
on soil if not managed properly impact on soiunless mitigated
M1 waste Limited managementf waste Could use husk for bituel Waste can be used for biioel or

fertilizer
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Natural Rubber

Tourism

High Value Silk

Employment Creation

1 sector employmer(2012)

About 60,000 in plantaon and small
holders. Few thousands in processing

Approximately 620,000

20,000+ weavers; 1000 breeders

§ future sector growth Likely very high. Could double or 3% or more- 20,000 new jobsr more | slow
triple over next 5 years. - yearly
T main indirect inpact Families living on plantations Remittances to provinces Contributes to fc
Cambodia

Gender Equality

Mostly men

40% to 60% women

90 to 95% women

Wages and Working Hours

Cash income based on harvesting.
Work hours varies.

No minimum wage. Starting monthly
salaries $4%60. Long hours in SMEs
Shift work based on 24 hours.

Long hours. Wage slightly above
garmentdut varies with orde

Working Conditions

1 labor representation

None

Some establishments unionized

None

1 sector monitoring

Quality monitoring about to become a
issue

none

None

1 cleanliness and safety

Processing facility often unclean

Varies. Hygiene and sanitation key
sector development issue.

Home work environment. Usually safe

Skills Development

1 training ops

OJT. No TVET

Mostly OTJ. Lack TVET

Traditionbased OTJ. Risk of loss of
skill if sector declines

9 career ops

Very limited unless modern processin
is developed

Significant

Limited except for higher skills (desigi
and marketing)

Living Conditions

1 access to shelter

Processors provide good shelter

Quality can be poor in urban envirnmt

Rural living: Good access shelter

i sanitation (water/latrines)

Good sanitabn linked to good shelter

Quality can be poor in urban envirnmt

Good access to latrines. Water: varial

Regional Impact

1 Primary

Kampong ChamKratie, Pailin,
Ratanakiri, Stung Treng

Siem Reap, Phnom Penh,
Sihanoukville

Weaving: Siem Reap, Takeo, Bre
Veng, Banteay Meanchey, Kampong
Cham, Kampong Thom, Kandal,
Phnom Penh, and Stung Treng;
Breeding: Banteay Meanchey

1 Secondary

MondolKiri

North West, Coastal areas, Waterway,
provinces

none

Environment Impact

1 energy Intensive for processing High useof electricity and fuel for hot| Low use of electricity
water

1 water Some for processing. Chemicals used High use of water, especially kitchen;| Use of dyes. Phasing out use of
waste water treatment limited synthetic dyes.

T soil Negative impact if not migated None known Limited composting. None known

1 waste Little waste Limited recycling Plasticbottles. None known
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Cambodia Trade SWA20Bs Road Map 2
Twenty Strategic Outcomes

To address issues at the cordrafle sector competitivenegsh and incomecreation,and sustainable

human developmen€a mbodi adés Trade SWAp, in the coming five
outcomes Theseaim at addressing specific challenges at the market access and business environment

level, at the value clvalevel, at the labor markeind skilllevel, as well as in the management and

deployment of technical assistance resouarekfocus ormreas where reforms and institutional

development are needed.

Progress against those 20 strategic outcomes willdzsumed in part by their beneficial impact in
assisting Cambodia to meet its larger seeonomic development goals, including, of course its goal of
enhancing trade sector competitiveness, creating new and better jobs, growing income, and reducing
povery. Those broader impacts are captured under five Development Goals.

The five Development Goals are not fundamentally different from the Goals definedinsttieade

SWAp Road Map derived from CTIS 2007 -ovelThe 2Oo@ut
the earlier Road Map that have been updated to account for progress accomplished since 2007 and to

address further needs. They also include some new Outcomes that reflect new priorities that have

emerged in recent year$he following Bble(Table 0.2)ists the five Goals and Outcomes foreseen for

2013201 8. They are organized along the |l ines of the



Table 0.2: Development Impacts and Strategic Outcomes Trade SWAp 202818

Development ImpactéGoals

Impact/Goal 1 | Improved competitiveness contributes to reduce poverty through better and new job
Impact/Goal 2 | Significant increase in the contribution of the trade sector to GDP and deepening diversifica
Cambodi ads export base
Impact/GoaBB | Strengthened capacity of RGC to formulate and implement trade policies and strategies
Impact/Goal 4 | Responsiveness of RGC to private sector needs increases as a result of better dialogue
Impact/Goal 5 | Improved planning, implementation, and monitoriagacity of RGC through implementing Trade SWAp
Strategic Outcomes
Pillar One
Outcome 1 Trade Policy Reform and Trade Negotiations Cambodia meets its trade legal reform obligations under
WTO and ASEAN,; strengthens its access to markets through tradgatiegs; enhances the transparency
its trade rules and laws
Outcome 2 Trade Facilitation: Cambodia increases its competitiveness through reduced import/export costs
Outcome 3 Trade Logistics: Cambodia increases its competitiveness through impradd logistics
Outcome 4 Technical Standards and SPS RequirementS:he capacity of Cambodian exporters to meet technical €
SPS requirements standards set by importers and importing countries increases
Outcome 5 Investment Environment for Exports: Theenvironment for investment in the ten DTIS 2013 focus exp(
sectors is strengthened
Outcome 6 Intellectual Property Rights: A modern, tradesupportive intellectual property rights framework is
established, implemented, and enforced
Pillar Two
Outcome? Garment: Cambodia continues to grow and diversify its garment export sector through targeting new
markets, increasing domestic inputs, and expanding in higher value products
Outcome 8 Footwear. Cambodia continues to grow and diversify its footwear ebg@eator through targeting new
marketsand developing new market segments
Outcome 9 9A: SEZs Cambodian SEZs increase their competitiveness and attract additional manufacturing inve
9B: Light Manufacturing Assembly: Cambodia emerges as a nodeeigional production networks
Outcome 10 Processed Food Cambodia continues to grow and diversify its processed food sector through new ex
markets, moving to higher value products, and expanding domestic inputs
Outcome 11 Fisheries Products A sustanable fisheries sector sees Cambodian exports increase as a result of imp
quality, growing production volumes, and strengthened access to markets.
Outcome 12 Milled Rice: Cambodia achieves the target set out under the RGC 2010 Rice Policy foraéxpitled rice
Outcome 13 | Cassava Cambodia consolidates its exports of Cassava through direct exports to such countries as C
Republic of Korea and lessens its dependency on exports of unprocessed tubers to Thailand and Vie
Outcome 14 Rubber: Cambodia progresses towards becoming a key producer and exporter of rubber
Outcome 15 | Tourism:Cambodi a progresses towards RGCd&ds 2020 t ¢
Outcome 16 High Value Silk Products: A small but growing number of@nbodian producers are able to design and
export highvalue silk products
Pillar Three
Outcome 17 | Skill Gap for Exports: RGC and Cambodian exporters meet the skill gap through the formal educatior
sector and increased pubficivate partnership to devgdosocational/technical education.
Outcome 18 | Mainstreaming Trade: Trade development objectives are fully mainstreamed in national development
strategy and in product and service sector strategies
Outcome 19 Monitoring and Mobilizing Aid for Trade : R G C ability to M&E Results of Trade SWAp is strengthene
leading to stronger mobilization of AfT inside and outside SWAp
Outcome 20 Enhancing Private Sector Participation in AfT: A better structured dialogue between private sector ani
Government contributee efficient publieprivate partnerships for trade development based on AfT
resources
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Chapter 1

MARKET ACCESS AND CH ANGES IN THE COMPOSITION AND
DESTINATION OF CAMBO DIAN EXPORTS: 2007 AND 2011

Introduction

It is well known that Cambodia reliesangly on exports of garments and tourist services for its external
earnings. It is also well known that, since the late 1990s, its exports of garments have been directed
mainly at the United States.

Diversification of export products and export dedtmas has been a policy objective for a number of
years however. As may be seen in Table 1.1, which is drawn from available Cambodian statistics, there
was a significant movement in diversification of recorded exports during the perio22007

Table 1.1: Composition of Cambodian Recorded Exports, 2007 and 2011

2007 2011
$ millions | % Share| $ millions | % Share

Total Recordgd Exports 4,509 100 7.335 100
(goods + services)

Composition of Total

Garments 2,653 59 3,978 54
Tourism 1,398 31 1,907 26
Other Recorded Exports 458 10 1,450 20

Source: GDCE for GoodsNational Bank of CambodidBalance of Paymenforii s e r v
under ATot al Rwviingstoy rofdTeudsm estipaterfaii $Oo ur i s mo

In 2007, garments and tourism together made up ®0@art of Cambodi ads recorded
services. By 2011 that figure had dropped to 80 percent, a share that is still very high, but which reflects
significant movement. As will be explained further below, the change is even more pronounced if
account is taken of infor mal exports of Cambodi ad:
bel ow, the importance of the United States as des:
has diminished noticeably over the period, fallirgm 45 percent in 2007 to 30 percent in 2011. Again,

these shares are | ower i f account is taken of Caml

This chapter explores in more detail the changes |
destinations and desbes some of the factors that have shaped those changes.
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Services Exports

For many years services have been an iSerpoes t ant
exports declined in 2009, the year of international recession and crisisthédlyears during the period
2007-2011services exportshowed strong growthBy 2011, servicexports had reached $2.2 billion

(See tabld..2).

Tabl e 1. 2: Ca sgiExpods, 206 sind 3041 (8 milGoas)

2007 2011

$ millions % Share $ millions % Share
Total Services $1,548 100 $2,213 100
Travel $1,130 73 $1,612 73

Source:National Bank of Cambodi&alance of Payments Statistics Bulletin
various issues

The most important component of services expserisavel, which accoustfor almast three quarters of
total services exportsAir transport also made a modest contribution to export earniigether
individual items of services exports were negligible. Sepds@orts are thurgely synonymous with
tourism.

Tourism has been astablished industry and significant foreign exchange earner for more than a decade.

International tourist arrivals passed tbae million mark in 2004, and, with the exception of the crisis
years 2008009 have shown robust growth ever sindy 2007tourist arrivals had reached more than
two million, and in 2011 stood at almost 2.9 millid(See tablel .3).

Countries in the Asi®acific region accounted for over f8rcentof tourist arrivals in 2007, with South
Korea being the single largest soaiaf visitors. The share of Asidacific rose to over 7fercentn

2011, driven by the more than thridd increase between 2007 and 2011 in visitors from Vietnam.
Indeed, Vietnam alone accounted forgggcenof the total increase in visitors betwe2d07 and 2011,
and Camb o deighbors, Lab RDReTdhailandnd Vietnam provided 6@8ercentf the total

growth in tourist arrivals during that perioth 2011 the three countries accounted fopa@cenwof all
tourist arrivals. This outcome washéeved despite the very modest rise in arrivals from Thailand,
reflecting political tensions and border difficulties between Cambodia and Thailand during part of the
period. Data for 2012 show continued strong growth, with total international tourigargrowing by

24 percentto reach 3.58 milionAr ri val s from Lao PDR and Thail and

three neighboring countries accounted for one third of total tourist arrivals.

5An international tourist is defined by the Ministrht of
for leisure, recrdion, business or other legal tourism purposes, not related to permanent residence or remunerated activities.
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The surge in tourist arrivals from neighboring countriesemt#l a number of factors, including the
lightening of visa requirements, the creation of additional land border crossings, the establishment of
casinos at some of these border crossings, the upgrading of roads, in p&tatéat, and enhanced
marketingefforts. The rise in incomes in neighboring countries is also an important factor.

Table 1.3: Number and Origin of Tourist Arrivals, 2007 and 2011
2007 2011
Total 2,015,128 2,881,862
Origin of Visitors as Percent of Total
Asia and Pacific 62 73
of which

Vietnam 6 21
South Korea 16 12
China 6 9
Japan 8 6
Lao PDR 1 4
Thailand 5 4
Australia 4 4
Malaysia 4 4
Other Asia and Pacific 12 10

Europe, Americas, Africa and Milast 38 27

of which

United States 7 5
France 4 4
United Kingdom 4 4
Other 22 14
Source: Ministry of Tourism,Tourism Statistics: Annual Report 2087 d ourism
Statistics: Annual Report 2011
Note: All countries providingl00,0000r more visitors in 2011 appear individually in
the table.

The sharp shift toward arrivafrom neighboring countries has been accompanied by some weakening in
average expenditure per tourist, reflecting in part the increase in relatively inexpensive bus tours.
Although the average length of stay was unchanged during200F, the average espditure by an
individual tourist declined by about $100 and the average expenditure of group tours dropped by $200
over the period.The effect of these changes on earnings was more than offset by the increase in tourist
arrivals. The Ministry of Tourismestimates that tourism receipts rose from $1.4 billic2007 to $1.9

billion in 2011*

4 source: Ministry of Tourisnilourism Statistics: Annual Repg®®hnom Penh2011
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RecordedGoods ExportstheEv ol ut i on oBxpo€Bestihatiohd a 6 s

Overview

Cambodi abs goods exports are hi ghforgvuldesapletoshiisnt on |
in that market.This vulnerability was evident in 2009 and 2010, when garment exports to the United

States declined becausetioé recession in that countty.Reducing reliance on the U.S. market, and

more generally diversifyim export destinations, has been an important policy gdapecific focus of

that goal is to develop export markets in Asian countries, which are seen as more dynamic markets than

those in North America and Europe.

Cambodi abs cust ostare df axparts dirdttedwo the &t dectinbdesignificantly
between 2007 and 2011, reaching about 40 percent in the latter year (Séeljalithis change reflest
relatively weak growth in exports to the U.S. (exports in 2011 stood only 12 perceatthbo level in
2007), coupled with rapid growth in most other marké&isport growth to th&U was exceptionally
strong Exports to theEU surged by more than $500 million between 2010 and 2011 alone, aaddhs
share of Cambodian exports rose fragpercent in 2007 to 30 percent in 200ther destinations were
also dynamic Theshares o&xports tocCanada, Japan, China and South Korea incréasethe latter

three countries from a low bas8.ma | | mar kets around t lorenal é&xpogtr i pheryo
destinations, such as Mexico and Russia, also registered very rapid export groevhare of ASEAN
member countries in Cambodiads exports also incre.

advance of expor t ighbas Thalandaod VietGannDither ASERAN sountries
were not a significant source of export expansion
in both 2007 and 2011.

® This and the next main section of this chapbeke use o data analysis by Denis Aud&@,a mbodi aé6s Tari ff Polic
and Trade Performan¢®hnom PenhADB, 2011, as well aadditionaldata analysis prepared by Mr. Audet specifically for this
study.

5 See RGCReport by CambodigWT/TPR/G/253)Geneva: WTO2011. Resented to the WTO Trade Policy Revieeld
November 2011 in Geneva.
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Tabl e 1. 4: RecadadGoatls Expprs Destinations 2007 and D11
2007 2011
Total Goods Exports ($ millions) $2,962 $5,122
Destination as Percent of Total
United States 64 41
European Union 23 30
ASEAN 5 8
(of which: Thailand and Vietnam) 3) (6)
Canada 5 8
Japan 1 3
China * 3
Korea * 1
Other Asia and Rdfic * *
All other 3 6
Source: General Directorate of Customs and Excise (GDCE)
Note: i Al | Ot her 0 ar e nEUEordpg and LatinAmezicat Asstart(*p
indicates less than 1 percent.

The Role of Trade Preferences

This section examinehe role that trade preferences have played in bringing about the increase in
recorded goodsxports and changes in destination described above.

The United StatesT h e
preferencesfo gar ment s,

| argest

of
Cambodi @drss enpu enn telxyp,ordl mpao otd ualt .

Cambodi adbs export

exports to the U.S. pay the normal U.S. tariff rate.

Cambodi abébs gar ment

exports

to the U. S.

recession ir20082010. Exports to the U.S. stagnated and then declined in-2008, and did not

recoverto their 2007 level until 2011, when they stood 12 percent higimeall, goodsexports to the

mar ket s,

wer e

U.S. accounted for only 10 percent of the overall growth in Callabaecorded goodasxports between

the two years. Dat a

for 2012 show a decl

ne i n t

U.S., andin December 2012yarment exports to tHeU were, for the first time, larger than exports to the
U.S. Thus, a further reduction in the U.S. share is underway, propelled by stagnation or even decline in

the U.S. market.

The European Union:The EU offers dutyfree entry to all Cambodian exports that meet the E.U origin
criteria. Moreover, in January 2011 tieJ liberalized these criteria, so that a much larger range of goods
that could be produced in Cambodia became eligible forfleytreatment.

The result was rapid
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Table 1.5:C a mb o dReardesiGoodsExports to the European Union,
2007 and 2011

| 2007 | 2011
Total GoodsExports($ millions) $664 $1,503
Of which: EBA (% share) 72 92
Garment Export$$ millions) $559 $1,156
Of which: EBA (% share) 75 93

Source:GDCE and Ministry of @mmerce, Bilateral Trade Department

As may be seen from the tabl e, r ouKEJhéngfittedttomee quar
duty-free entry in 2007 In the following years exports grew modestly during the crisis years, and then

jumped draratically by more than $500 million in 2011, when the new rules of origin took effect. This

rapid growth was the direct result of EBA and the change in its rules of oBgi2011, more than 90

percent of Camb &dweer dreler EBAR\Dshovisin theablet theanain growth was

in garments, but exports of bicycles and footwear under EBA also advanced rapidly during the period.

Most of the growth in export earnings was the result of increased export voltioegver, the new

rules of orign also created incentives to move production of more expensive items to Cambodia. The
effect of dutyfree access on profit margins is greater, the higher the price of the exported item, and, in the
case of bicycles, higher end models that could not quatifier the old rules of origin became eligible for
duty-free access under the new rules.

Canada: Goods &ports to Canada more than doubled between 2007 and R0dré. than80 percent of
this growth was accounted for by products entering Canaddmbaynder its DFQF progranin 2011,
more than 95 percent of the exports benefitting from-thety entry were garments, the remainder being
textiles, footwearand bicycles.

Selected Dialogue Partner$300ds &ports to China, Japaand South Korea commed made up only
1.5 percent of CambodiBetveen 20@7@cdr2@léhipmeatxtptbese s i n 200
destinations grew rapidly, and agoodsexportsen@01f.or 7 pe

In each of the three countries Cambodisa tmee different possible avenues for preferential market
access: GSpProgramsPDFQF programsand the free trade agreement it has with each of the countries.
For Cambodia, the GSP programs were the least advantageous, @agdtice no use was madd them.

The choice of DFQF or FTMarketaccess and the role that access played in expanding exports differed
from country to countrySeebelow, a detailed analysis of the way in which rules of origin shaped these
outcomes.

In the case of China, Cambadb s -fréeuekpprts were particularly dynamic, with their share rising
from 4 to almost 30 percent of total Cambodiacorded goodexports to China over the period 2008
2011 Cee Tablel.6). Chi nabés DFQF program for L [2fialaceeassn t he ma
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2008 and 2009, but the value of exports under this program was small, and showed no growth pattern.
On the other hand, exports under the free trade agreement grew rapidly in 2010 and 2011, and accounted
for almost all of the growth of pferential trade during the period 20@811. Estimatedor 2012

indicate a further sharp jump in Cambodiads expor
Table 1.6:Ca mb o di a 6 s GoRds Expartsite Slelected Dialogue Partners,
2008 and 2011
2008 | 2011

China

Total ($ millions) $14 $154

Of which: DFQF and FTA% share) 4 29

South Korea

Total ($ millions) $7 $46

Of which: DFQF and FTA% share) 7 7
Japan

Total ($ millions) $31 $154

Of which: DFQF and FTA% share) 93 76

Source: GDCE and Mnistry of CommerceMultilateral Trade Department

Note: Data on preferential trade is not available for 2007

In the case of South Korea, the share of Cambodi a
recorded goodsxports remained unchanged, at abopeitent. Duty-free exports were dynamic, but no

more so than dutiable exportshn t i | 2011, al most no use was made of
Beginning in 2009, there was rapid and steady growth in exports under the free trade agréberent.

was furtherapid growth in such exports in 2012.

In the case of Japan, Cambodian exports enjoying preferential access accounted for more than 90 percent
of total Cambodiamecorded goodsxports to Japan in 2008y 2011, however, their share had fallen to
around B percent . T h-preferenti@l @xpdrte td Japad wererevem more dynamic than
exports enjoying preferenceklnlike in China and Korea, most preferential exports to Japan took place
under Japan 6 sExpoRsQRderghe BTé startedadvance in 2010, but from a very low

base.

Cambodi a6 s gopdsexdortsitoghe threeacbuntries consisted mostly of garments and footwear.

In the case of China, in 2011 these two products accounted for about 75 percent of total exports enjoying
preferential accesdn the case of both South Korea and Japan, the comparable share was more than 95
percent. The rapid rise of dutfree exports to China, South Koreend Japan is thus part of the story of

the diversification of markets for garmeiatsd footwearrfiore on thivelow) Data for 2012 show

further rapid advances in preferential exports and mark the appearance of new firoduantslrubber,
maniocchips,and tapioca starchin the list of products imported by China from Cambodia uticker

FTA.
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ASEAN: Pr ef erent i al access under AFTA played a modes
between 2008 and 20EE shown inablel.7. The maj or part of tgbods i ncr ease
exports under AFTA was to its neighbdr§hailandandVietnam. The composition of preferential

goodsexports to ASEAN was radically different from what was observed in other preferential markets
Garments and footwear made up a small proportion of preferential expbitessmost were agricultural

products

Table 1.7: Cambodiabds Recorded Exports

| 2008 | 2011
Total Exports to ASEAN$ millions) | $248 |  $419
Of which: Thailand and Vietnan($ millions) $184 $338
Of which, to Thailand and Vietnamnder AFTA @6 shae) 15 42
Of which: All Others ($ millions) $64 $81
Of which, to All Othersunder AFTA @6 share) * 10

Source:GDCE and MoC Multilateral Trade Department
Note: Data on preferential trade are not available for 2007. The star (*) indicates legs tf
percent

As regards Thailand, the top export products in 2011 were soylvesssyvahips dried chili,cassava
rootbulbs and corn.For Vietnam, the top export products weessavahips corn, cassavaot bulbs

and crude palm oilOf particularnote is the low level and relatively slow growth of exports to ASEAN
members other than Thailand and Vietham, and the very low utilization of preferential access to those
markets.

Recorded Goods Exports: the Evolutio

IN2007, gar ments made up 90 per ¢seernablelB)fBy@AInmtherdi ads r e
share had declined to 78 percent, despite growth that averaged about 10 percent per annum during the
period. This outcome was the result of vigorous growttthieroexport products.

Footwear exports grew at an average annual rate of 36 percent over the period and accounted for 5
percent of Camb o dShiamgrgs toeth&p eecorded rapichgrovth 4nd accounted for 56
percent of footwear exports 2p11. Japan, the U.S., and various Latin American countries were also
important marketsA not abl e feature of Cambodiabds footwear
served. GDCEdata for 2011 record shipments to 75 different importing counthsst of these

shipments were small.
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Table 1. 8: C a nUonoddExmod Mix, Z0@7cndr20l 2 d
| 2007 | 2011
Total Exportg($ dollars) | $2,962 | $5,122
of which (%sharef total)

Garments 90 78
Vehicles 2 6
Footwear 3 5
NaturalRubber 1 4
Corn * *
Rice (mainly milled rice) * 2
Cassava * *
Other 3 4
Source:GDCE
Note: A V e h i coverenmitbrcars, mototbikes and bicycles incluithg exports
of seconehand vehicles. The star (*) indicates less tharpercent

The Avehicl edoaltypesodwheeted viehickes for the transport of people or goods. In
2011, Cambodia recorded exports of the following: tractor&agts, motor cars, ambulances, trucks,
cranetrucks motor bikes, bicycles, trailers and semaiilers. Of these prducts, bicycles and ambulances
are produced in Cambodidhe remaining items, with a few small exceptions,rerexports of products
previously imported.

Bicycle exports, the most important of the export products produced in Cambodia, moved erratically
during the early part of the period, and then surged by more than 50 percent per annum in both 2010 and
2011, reaching a total of almost $110 milliddata for 2012 show further strong growtfExports were

directed mainly at thEU, under the EBA progm, but the U.S., Canada and Switzerland were also
significant markets.

Exports of natural rubber declined in 2007 and 2008 tath grew at an average annual rate of 85

percent during the remainder of the peridkdn 2008, 84 per c etqwent o Viett@m,mb o di a ¢
with the rest going to Malaysia and Singapoey 2011, Vi etnamés share in to
fallen to 58 percent, and China had become the second most important destination, accounting for 21

percent of total rubber exportdalaysia and Singapore remained important destinations and relatively

small shipments were made to South Korea, Taiwan, ladi Spain.
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C a mb o dnfommal g\gricultural Export:
The Importance of Thailand and Vietnam and
Impact on Volume, Mix, and Dasation of Total Exports

Any assessment of changes in expoittime, product mix, andestinations obviously needs to take
account of al |l oHoweles fobamunmber 6f agrilkum@l@roduitpaddyrice, corn,
soybeans, cassava, casBé mostexports are informal, crossing the border into Thailand or Vietnam
without being recorded, and are thus not included in the statistics collected by Cushm®s.exports
occur mainly because Cambodia is unable to process the products inrgteeatgtage at which they
may be consumedThe processing takes place therefore in Thailand or Vieamaha proportion of the
product is then exported by these countries to third countinethe case of cassava, a lasiareof
Camb odi a 6 sThagdarndpandrVietnamtissimply shipped on to third countries without being
processed.

The distribution of informal shipments as between the two countries is, of course, also not redtided.
regard to paddy rice, a rule of thumb used in the palsatone third is directed toward Thailand (mostly
aromatic varieties) and two thirds toward Vietnam (mainly IRRI varigti€his pattern may have been
disrupted by recent Thai policy actiof®ee paragraph below Until recently,formal exports otorn

were directed toward Thailand and informal shipments probably followed the same pa@aesava is
shipped to both countriés roughly equal amounts.

Formal and informal agricultural exports to Thailand have been seriously disrupted in recent years
because of Thai policy actions to protect their agricultural produc@essonal tariff rate quotas oorn

i mports have reduced dramatically CambWhdeitads r eco.l
was possible to redirect some of these exporiatwan, South Koreand Vietnam, the overall impact
of these measur es, which contravene Thailandbds mal

reduction in total formatornexports. Recently the Government of Thailand has lengthened the period

during which it allowscornimports anchasincreased the size of the tariff rate quota assigned to

Cambodia.But these measures still fall far short of the free access that Thailand has committed to under
ATIGA. Formal and informal trade in paddyriheas al so been affected by Tha
Program, which is designed to support prices to Thai farmierstder to prevent Cambodian rice from

being imported and then sold to the Thai government at the Thai support price, various ad hoc

impedimants, including temporary border closures, have been put in place by the Thai authorities, thereby

di srupti ng Ca mibropton ia thesforraak gmaimfarnsal export of cassava has also taken

place, for similar reasondkecent measures includeeth i mposi ti on of a fAquality
minimum moisture and sand content; a requirement of obtaining a transportation permit for the trucking

of Cambodian cassava from the bordeard various measures to make it difficult for a third pacay

purchase Cambodian cassava and ship it through a Thai@emtbodian authorities attempt to overcome

these difficulties through almost continuous dialogue with their Thai counterparts, using the Cambodian

Thai Joint Trade Committee, which meets pedallly at the Ministerial level and more frequently at the

working level. The meeting of the Joint Trade Committee at the ministerial level in April 2013 made

some progress identifying stepstoeaseh ai | andés constrai nbrsandon Cambodi
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cassavalNonetheles, the negative trend continuegccording to Government official a mbodi a6 s
cassava exports to Thailand in the fgistmonths of 2013 were less than half the value of exports in the
first six months of 2012’

There is a gegral consensus that informal exports of agricultural products are very large relative to
recorded exports of the same produdibere have been attempts to make estimates of the value of
informal exports of the more important agricultural produdiseseusually involve the use of mirror

statistics (i.e. import data of Thailand and Vietnam) or the calculation of an exportable stliff#st
approach increases the information available, but falls short of an adequate assessment of the full extent
of informal exports.The second approach is more widely used, but also has severe shortcomings.

The first step in calculating the valueafexportable surplus is to establish the volume of product
available for export.In the case of paddy rice, for explm, the calculation begins by estimating total
production, and then subtracting amounts for wastage, seed, animal feed, own consumption by the
producer, and amounts milled domesticallhe residual that is left when these subtractions have been
made ighe exportable surplusThis calculated surplus is highly sensitive to errors in any of the steps in
the calculation. A 10 percent overestimation of total production, for example, can easily produce an error
in the calculated surplus that is two ore times as large, and errors in the estimation of the magnitudes
of the items being subtracted can magnify further theasisnation of the exportable surplus

general, the smaller the exportable surplus relative to total production the greaber tivél effect of

errors in estimating output on the estimate of the surpAugrocedure that magnifies in this way

relatively small estimation errors needs to be used with great caltiisissue is particularly important

for estimates for paddy kg it is present but less relevant for the other products.

The Ministry of Agriculture, Forestry and Fisheries has made estimates in metric tons of the exportable
surplus for paddy rice, cassava, ca@nd soybeansThese estimates were used in the eserdescribed
below?

The second step is to establish the export value of the exportable slpiube present exercise, price

data were developed by calculating the export unit values of formal exports of paddy rice, cassava, corn
and soybeansTheunit values were derived fro@DCEdata and from data availalftem

CAMCONTROL. Unit values were also calculated from other estimates of informal export values, most
notably those of ASEAN Food Security Informatibi/arious ad hoc studies were conedltand, for

cassava, Bangkok price quotations and quotations by international traders were consulted.

The result of this survey was a wide range of prices for each product for each of the years examined, with
different sources providing values that somefs converged on an order of magnitude, but usually
differed, sometimes by as much as 100 percent.

7 Phnom Penh Posthai Policy Hits Cambodian Cassava Expoeptember 4, 2013
8 This information can be obtained from the ASEAN Food Security Information SystafSISi which collects and publishes
gomparable annual data for major agricultural commaodities from all ASEAN membetstS&aww.afsisnc.org/

Ibid
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As may be seen from this discussion, attempts t
informal exports must contend with the fact that estimatdémth the quantities and prices involved are
subject to very wide margins of uncertainty and possible elrdierefore seemed best to try to establish

a range of values within which it could be said with some confidence that the actual valueatatk lo

The lower boundary of this range of values was calculated by assuming that the estimated quantities of
exportable surpluses are overstated by 25 percent. Adjusting for this and applying the lowest figure in the
range of estimates for the exportgariof each commodity produced an estimate of $575 million for the

four commodities combinedThe upper boundary of the range was calculated by accepting the MAFF
estimates of quantities of exportable surplus and applying the highest figure in the restijmates for

the export price of each commodit¥his produced an estimate of $1,200 million, and is the upper
boundary.

Even at the lower end of this range, it is clear that the inclusion of informal exports in the export statistics
T wereit possiblei would alter significantly the magnitude of total exports, their rate of growth, product
composition, and main destinations.

To illustrate the implications of informal trade on perceptions of the relative importance of export markets
and produd, two illustrative tables have been prepared, each of which combines customs data with
assumed magnitudes of informal tradéhese assumed values are not estimates, in the usual sense of the
word. They reflect simply a fintherangeof $%7%$1200 militnear e t o
single figure that might not be too far off the mafthefiHu n ¢ h ¢ saf acceptingsthie MAFF

estimates of the quantities of exportable surplus and applying to those quantities the lowest of the various
optionsregarding price.This produce an aggregate value forformal export the four commaodities of

$435 million in 2007 and $820 million in 201The figures for individual commoditiegse shown in

Table 1.9
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Table 1.9 Composition of Recorded and Estimatd Informal Cambodia Exports,
2007and 2011

2007 2011

$ million % Share | $ million % Share

Total Recorded Exports (goods + services) 4,509 7,335

Total Recorded and Informal Exports

. 4,945 100 8,155 100
(goods + services)

Composition of TotaRecoded and Estimated Informal Exports

Garments 2,653 54 3,978 48
Tourism 1,398 28 1,907 23
Other sectors (including informal exports) 894 18 2,418 29
Composition of Other Sectors
Vehicles, mostly bicycles (recorded) 49 1 298 4
Footwear (recorded) 79 2 267 3
Rubber (recorded) 43 1 192 2
Milled Rice (recorded) 2 * 106 1
Corn + Soybean (recorded) 6 * 4 *
Cassava (recorded) * * 2 *
Paddy rice (informal estimated) 356 7 581 7
Cassava (informalestimated) 37 1 161 2
Corn +Soybean (informal estimated) 42 1 78 1
Other recorded sectors (goods + services] 280 5 729 9

Source: GDCE for recorded goods exportsalBice of Payment fofiservicesi nc |l uded i
recorded exporiésMi ni st ry of Tour its;andfseetefbfiestimates oéssuoed
values of informal goods trade

Note: AVehi cl|l es 0 -carscarototikessandrbioyclesiThe figures include exports of
secondhand vehicles. The star (*) indicates less thaercent.

The inclusion of the estimates of informal agricultural exports indi¢hsgsheexportconcentration on
garments and tourisia evenless tharwas suggested ifiable 1.1by looking at recorded trade alone,

with the share of other exports growing frd® to 29 percent during 202011 Bicycles, footwear,
rubber, and milled rice are emerging as fast growing recorded exports; paddy rice, cassava, corn and
soybeas as fast growing informal exports.
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Table 1.10 Cambodia Goods Export Destination
2007 2011
Recorded Exports($ millions) 2,962 5,122
Destination (% share)
United States 64 41
European Union 23 30
ASEAN 5 8
All others 8 22
Recorded and Informal Exports ($ millions) 3,397 5,942
Destination (% share)
United States 55 35
European Union 20 26
ASEAN 17 21
Of which: Thailand and Vietnam an (20)
Japan 1 3
China * 3
South Korea * *
Canada 4 6
All others 3 6
Source: GDCE for recorded goods exports; assumed values of informal (¢
trade (se@able 1.9)A star (*) indicates less than 1percent

As regards export destinations, the inclusion of the assumed valinésrofal traddeads to some
important observations Exports to the United States as a share of total exports are detdiringven
lower levelthan suggested by the data for recorded exports only. For recorded and informal exports, the

share declined from 55 to $ercent between 2007 and 2011. In contrast, expoASEAN + 3markets

(ASEAN, China, Japan, South Koregtpw from18 to 27 percent during that periadd theshare of
Vietham and Thailand in total expottsthat region is dominanfThese two market taken together,
become more than twice the size of all other export markets in Asia taken together.

Two broad conclusions emerge from this exercise, both of which hold even if informal exports turn out to

be significantly different from the values assed in tabled.9 and1.10. The first is that trade relations

wi t h

and ASEAN rules providing at best aakeframework for the consultation€ambodia is unavoidably in

Thail and and Vietnam have
dominant elements influencing its exports of agricultural produbie trading rules that apptg
informal trade, to the extent that they exist, are not well understood and are subject to frequent changes.
Bilateral consultations between governments are the only way to address difficulties that arise, with WTO

an

i amjarethet a nt

beari

a difficult position in such consultations, since there are usually no practicable alternative market outlets.

Given the agricultural support policies of the present Thai government, difigcalte likely to continue,

and the management of trade relations with Thailand, and to a lesser extent Vietnam, will be a significant
preoccupation of future Cambodian governments.
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Secondly, it is obvious that Cambodia is a large and competitive modfiagricultural products, well

able to maintain past rates of output growth for several years into the future and expand further its

exports. Thai l and and Vietnam hold a near monopoly on C
Cambodia cannot expectderive the fullbenefits of its agricultural productivity until it acquires the

capacity to export directly to consuming countries and to engage in an appropriate degree of processing.
This requires developing Ca mboadricutasprocasding, witha | l ogi
supporting policies in areas such as trade finance, trade facilitation, SPS complahagricultural

extension servicesThis is a big agenda, but until significant progress has been made in these areas
Cambodiom@ds Ilsagagest export sector wildl not be contr
and development.

The Central Role of Rules of Origin

The dutyfree access that Cambodia enjoys in certain of its export markets under various trade preference
arrangements is the key el ement explaining the ra]
manufactured exports. This access will be the key determinant of export performance in the period ahead.

A key feature of all preferential schemes igrtieles of origin; i.e. the set of rules that must be followed

to determine whether or not a product produced in Cambodia is eligible for preferential access into the
importing country. This section will examine how rules of origin have shaped, anlledyed shape in

the future, Cambodiabs export products and export
governing Cambodiabs free trade agreements could |

Rules of Origin and Ceafombanaki adés Recent Trade P

The dominant feature of Cambodiabs recent export |
and bicycle exports to tHeU and of garment exports @hina, Japan and Korea as discussed eatrlier.
This section focusson garment exports.

The European Union: Before 2011EU rules of origin for garment®equired an originating product to

under go fidoub | 8This meamt thdt io ordeata dgaio difte® access to tHeU a garment

had to be assembled in Cambodia from fabric wareknitted in CambodiaCambodia produces

practically no fabric, so strict adherence to the rules of origin would have prevented Cambodia from

benefitting from preferential access to #ld market. However, theEU granted Cambodia derogation

from the rudes, allowing Cambodian producers to use fabric originating in ASEAN counfriesexports

benefitting from this derogation were subject to quantitative limitatibhe.d er t hi s r egi me, C
exports to théeU averaged between $4@500 million durhg 20072010.

YThroughout this section figar mdenHSsChaptereGlarsi62arti cl es of cl ot hi
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In 2011 theEU introduced new rules of origin for its EBA programhe new rules alloed duty-free

entry of a garment that was sewn from two or more pieces using fabric produced anylttieraeant
that, for the first time, garments prazkd in Cambodia from fabric manufactured in China could secure
duty-free access to tHeU. This change produced an immediate reaction: Garment exportsEtJthe
under EBA doubled in 2011, and there was a surge of Chinese garment producers (and attensprod
using Chinese fabric) setting up factories in Cambodia.

China: Ch i n a éfree gdotefreg program (DFQF) covers most garment produ€tse rules of origin
governing this program stipulate that a qualifying garment must be produced from iagsifezl in any
HS code other than thedlgit code of the finished produchlternatively, the garment would qualify if

its domestic content were not less than 40 percent of the FOB v@ahmbodia exported successfully
under this regime in 2008 and Z)®ut the amounts exported were small and showed no growth trend.

In 2009 Cambodia began trading under its free trade agre€¢Rieht with China. The rules of origin

governing garments in the FTA stipulate that eluge access will be granted any m@nt manufactured

through the process of cutting and assembly of fabric into a complete afidee much simpler rules

of origin attracted t he Asreporeeddbove, garnteliit exQoaisndChida a 60 s e
under the FTA began in earmés 2010, then rose fodpld in 2011 and doubled in 2012.

South Korea: Cambodia began exporting 8outhKorea under both the dufyee quotafree program
(DFQF)and the FTA in 2009The rules of origin in the FTA governing garments require a single
transformation i.e. garments qualify if they are cut and sewn in Cambodia frenrigovating fabric.
Alternatively, they qualify if their regional content is not less than 40 percent of their FOB Vdlase
simple rules have given rise to rapid arebsly growth of garment exports to Korea.

Koreabs DFQF program covers only selected gar ment
They state that Aiproducts which are finally manu?
prodc t s, as inputs, which originate from countries
preferential tariffs if the value of the inputs does not exceed 50 percent of the FOB price of the final
product . O

While the DFQF rules of origin havled 50 percent restriction, a number of Cambodian producers are

able to meet that criteriorEx port s under Koreabs DFQF program, th
every year since 2008t is the FTA, however, with its wider product coverage imdimple and liberal

rules of origin thathas been the preferred channel for exporting garments to Kéejports of garments

under the FTA grew at an average annual rate of 125 percent during the three ye&@®12010

Japan: The rules of origingovern;m gar ments i n Japanbés DFQF program
garments made from knitted fabric (HS Chapter 61) and woven fabric (HS Chaptém 6#.case of

garments made from knitted fabric, the use of fabric produced outside Cambodia is not allbered.

rules of origin governing garments made from woven fabric, on the other hand, allow fabric from any

source to be used.
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The rules of origin governing garments in the FTA allow efuge entry to garments assembled in
Cambodia from fabric originatinig any ASEAN country.There is no distinction between garments
made from knitted and woven fabric.

As regards garments made from knitted fabric, the rules of origin in the FTA are more liberal than those
of the DFQF. As regards garments made from wovabric, the rules of origin of the DFQF program are
more liberal than those in the FTA.

As reported in Section 11.B, above, Cambodian producers of garments made from woven fabric have
made good use of the liberal rules of the DFQF program, and thisapbcted to continue. Use of the
FTA rules of origin by producers of garments from knitted fabric has begun to grow, and this trend too
can be expected to continue.

ProspectiveChanges in the GSHPrograms of theEU and Canada

Both theEU and Canadhave begun a process of revising their GSP programs with an eye to
Afgraduatingo more advanced dev e lindpthcasgs tleegradudtioni e s
is scheduled for 2014These moves will affect Cambodia by changing the way it canhetEU and

Canadian rules of origin.

The rules of origin of both countries allow for A
country other than Cambodia to be counted as originating in Cambodia for purposes of meeting rules of
origin criteria.

In the case of theU, Cambodids allowed to cumulate inputs from any other ASEAN counifire
example of bicycles can illustrate how this worR$1e EU rules of origin state that a bicycle is
Cambodian if the value of all materials used in its nfacture that do not originate in Cambodia does not
exceed 70 percent of the-&actory price. In this case, cumulation means that the value of bicycle parts
imported from Singapore or Malaysia for use in making bicycles is counted as originating indizambo
and not as part of the 70 perceftis is highly favorable to Cambodia and allows a wide range of
bicycle models to be exported to tGE duty free.

The EU now proposes to graduate Malaysia from its GSP program, and to disallow cumulation of inputs
originating in any country that is not included in its GSP progrAsiregards bicycles, this means that

inputs from Singapore and Malaysia, both of which are important producers of bicycle parts, will need to

be counted as part of the 70 percehiis will make it more difficult for many bicycle models to meet the

rules of origin, and wil/| i mpUariarket. Cambodi adés pref e

The graduation of countries from Canadabés GSP pr o
exports toCanada.

Canadaés rules of origin applicable to Cambodia r

Cambodia of fabric produced in Cambodia or in any
itself). Canada now proposes to graduate China, Hkorgy, Malaysia, Singaporand Thailand from its
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list of GSP recipientsThis means that fabric from those countries can no longer be used to produce

garments eligible for dutfree entry into Canaday et those countries are, in varying degrees, priscise

the countries from which Cambodia sources fabica mbodi ads gar ment exports o]
are put under threat by this developmEnt.

TheEU6s Free Trade Agreements with ASEAN Members

Three ASEAN Memberts Malaysia Thailand and Vietnani arein the process of negotiating free trade
agreements with thEU. When their agreements are concluded, these three countries will become direct
competitors with Cambodia for investors seeking €t access to the European market.

The impact thathis will have on Cambodia depends entirely on rules of ori§ince the rules governing

these free trade agreements are currently under negotiation, it is not possible at present to assess fully this
impact. It is known, however, thaU rules of origh for their free trade agreement partners allow a free

trade partner to cumulate inputs produced in other free trade pariieetake a concrete example, once

these free trade agreements are in place, a Viethamese producer of bicycles would be ati@sotso

imported from Malaysia as Viethamese for purposes of determining whether a Vietnamese bicycle meets
EU rules of origin. This is in sharp contrast to the situation facing Cambodia where, as described above,
cumulation with Malaysia wilhot be pgsible after 2013.

The competitive position of Cambodiabés bicycle pr
cumulation possibilitiesThe EBA rule of origin for bicycles requires that no more than 70 percent of the
ex-factory price should congisf inputs that are neariginating, i.e. norCambodian.If the rule of

origin for bicycles in th&U-Vietnam free trade agreement is the same, then a bicycle producer in

Vietnam will clearly have easier rules of origin and more flexibility in souraipgts and Vietnam will

become the preferred investment destination for bicycle manufacturers seeking duty free acc&ss to the

market. Even if the rule of origin in thEU-Vietnam agreement is more stringent and specifies that no

more than 50 percent tie exfactory price should consist of inputs that are-naginating, Vietnam

could still be the preferred investment location if inputs from Malaysia, Singagate@ther countries

with free trade agreements with B account for more than 20 percerftthe exfactory price.

In the near term, policy must address the loss of cumulation with Malaysia and Singapore. The
Government has responded to this challenge by encouraging bicycle producers to engage in a higher level
of manufacture and encouragibigycle parts manufacturers to get established in Cambodia. The
Government has asked tBe for a threeyear derogation from their decision on cumulation, in order to
prevent injury to its bicycle industry while these policies are taking effect.

The negtiation of free trade agreements betweerBteand Malaysia, Thailandnd Vietnam does not
appear likely to affect the competitive position of Cambodian garment or footwear prodlicerSBA
rules of origin for these products are very liberal and datiaun is not an issueCambodia will remain a
fully competitive investment destination for producers of these products.

Y This threat has been eased by a recent statement by the Canadian authorities that they would take steps to ensure that the
graduation of countries from their GSP scheme would not affect their DFQF program
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Reforming the Rules of Origin *?

Cambodia is privileged to be eligible for preferential access to many important marketsading

regime that results from preferences, however, is complicated and is becoming increasingly complex.
Cambodia now issudwelvedifferent certificates of origin, each one reflecting a separate and distinct set

of rules of origin. This is a challeng® government officials who must administer the regirtiés also a
challenge to the private sector and to potential investors, who must continuously assess the value to them
of the incentives created by preferential market access and the rules ofjovigining that access.

The rules of origin applicable to GSP and DFQF programs are determined unilaterally by the countries
offering Cambodia those program&ambodia has no influence over these rules, except through moral
suasion.It seeks to leveragés moral suasion by working with other LDCs in international fora to draw
attention to the need to improve DFQF prograf@ambodia is in a position to provide leadership in
pressing countries providing DFQF programs to adopt more lenient rules offoritfireir programs.

In the case of free trade agreements, the rules of origin are determined by the parties to the agreement.
Cambodia thus has a direct voice in establishing and reforming the rules of origin of the free trade
agreements of which it 8 member.

The original AFTA rules of origin defined origin as occurring when 40 percent or more of the FOB value
of a product was accounted for by local processing and local and regional mateabdsved both

direct and indirect calculation of tH® percent. Both methods required detailed accounting, and the
requirements were particularly difficult in the case of the direct calculafibese difficulties were

gradually recognized and prodisgecific rules of origin were later introduced, grjcular on textiles

and clothing.

When ASEAN began negotiating free trade agreements with its Dialogue Partners, it came up against
approaches to rules of origin that were different from its ogach Partner pressed hard to have its rules
of origin reflected in the free trade agreement with ASEAN, and in most cases ASEAN and Cambodia
accepted most of the features of the Partide results of this were twimld. First, the rules of origin
governing the free trade agreements with Dialogue Partreediféerent for each Partner, resulting in the
need to make separate assessments of eligibility and to issue separate certificates of origin for trade with
each of them.Second, various elements of the rules of origin of the free trade agreementsaloguBi
Partners were introduced into AFTA rules of origin through ATIG¥:TA rules of origin retained the
original 40 percent rule, but the alternative of establishing origin through a change in tariff heading
became available for an increasing numbegrofiucts, and additional prodesgpecific rules of origin

were introduced.

The end result of these developments is a complex, unwieldy and confusing variety of rules of origin.
Compliance with a single rule of origin is a cost for a firlamultiplicity of rules of origin unnecessarily
multiplies that cost. The present rules of origin regimes governing AFTA trade and trade with Dialogue
Partners do not serve Cambodia w&leform of these regimes through simplification, consolidation and

liberalizaton shoul d be an objective of Cambodiads trade

2 This Section habeen prepared by the UNCTARcretariat
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The formation of the Regional Comprehensive Economic Partnership (RCEP) presents an opportunity to
bring about such reformThe RCEP is envisaged as a new free trade agreement that will include all 16
ASEAN Members and Dialogue Partners, and that will replace current free trade arrangements among
them. The RCEP will have a single set of rules of origithe negotiation of these rules of origin will

begin in mid2013 and is to be completed in 2015.

In developing its position for these negotiations, Cambodiasitieadnsider carefully its present and
likely future trade interests within the RCEP ar€ambodia has the ambition of becoming a significant
producer of intermediate inputs used in regiamahternational value chain#s discussed further

below, this has already begun, albeit on a very small séaley question, then, is what are the
characteristics ofraRCEPset ofrules of origin that would allow Cambodia to quickly insert itseibi
regional and international value chaarsd which would facilitate more generally a rapid expansion of
exports?

In addressing this question, Cambodian negotiators will need to make a determination of the degree of

Al eni encyo i n twoaldhbe intheirdntecedt.The discugsiomeartiehia this section

clearly shows that every ti me dreatebnencyiatbes ruesobhdi ng
origin there has been a rapid exenmploymentlnfolave Cambod!
that leniency in the rules of origin within the RCEP area would produce the same Etfaber, regional

and international value chains are characterized by fragmentation of production, often into individual

operations adding rafively little valuee Her e again, Cambodiabds interests
origin that are lenient, allowing simple steps in the production process to be located in Cambodia.

The present AFTA rules on regional value added require 40 perciwat fufb value of a product to
originate in AFTA. This is too high. Cambodia should press for RCEP rules of origin that imply a
regional value added of no more than 30 percé&hts should be complemented by change of tariff
classification criteria thatra liberal, combined with exceptions to facilitate compliance by firms.

Cambodiabs representatives in the RCEP negotiati ol
negotiated rules of origin should reflect best international practice.

Experience wth other preferential rules of origin, in particular NAFTA, has demonstrated that rules of

origin involving the calculation of domestic content are overly complex and difficult to admirilgter.

complexity mainly arises from the need to establish detailles defining what are allowable costs in

making the domestic content calculation, and what costs must be excluded from that calcilation.

Aval ueomwifginmaat i ng material sd0 approach is a much mc
origin. In this approach, the rules of origin are expressed as the maximum allowable value of non

originating materials, expressed as a percentage of the value of the final p@dnntiodia should press

for the phasing out of domestic content rules of origing their replacement by value of roriginating

materials calculations.

In developing its negotiating position, Cambodia should also seek to apply lessons learned from the
experience of other preferential trading arrangements in areas such as sierpeed accuracy of
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drafting, transparen¢yand predictability. Such experience would also be helpful in developing positions
on the way to handle cumul atpdn(ableomptni onns provi

In addition to preparing for the RCEP rulesorigin negotiationstwo issues related to the rules of origin
in general requirspecialattention.

First, Cambodia needs streamline the issuance and verification of certificates of oriffire use of

information technology can play a significaote in rationalizing these two activitie®\ project is

underway that will apply information technology to the management of certificates of ofiggn

execution of this project should be expedit€hmbodia also needs to have a strategy for moweinwgrd
self-certification, a procedure under which producers/exporters issue certificates of origin within a

framework monitored by governmentSuch a procedure can significantly reduce the costs of managing
preferential trade, and will become increasingilnecessary as the volume of Ca
exports grows.The process of moving toward sekrtification should be begun soon on a small scale

involving only a small number of producers/exporters identified on the basis of risk assessment.

Seond, the Royal Government should intensify its efforts to assist firms and potential investors to
identify export opportunities resulting from trade preferences and to comply with the rules of origin of
export markets.Small and mediursized enterprisegquire particular attentionModules and templates
for rules of origin accounting shalibe developed for their use.

Legal Reform and the Environment for Export Development

As has been argued in this chapter, market access conditions, includingimglyeaules of origins, have
impacted critically recent changes in the volume, mix, and destination of Cambodian exports. As will be
argued in the following chapters, improvements in the business environment have also played a key role
in promoting expdrgrowth by creating incentives for new investment, either by foreign investors or by
domestic operators that have been able to take advantage of favorable market access conditions.

One issue not discussed in the next chapters but deserving someraitet@progress made by
Cambodia in improving its business environment as a result of the extensive work program for legal
reform adopted by the Government in the aftermath

In 2004, the Royal Government of Camboaimpted a Work Program focusing on some 104 reforms

including 73 legal reformper se(meaning drafting and adoption of laws, issuance of Anukrets and

Prakas) and 31 Ainstitutional reformso revolving
institutional changes required under the WOThe November 2011 Trade Policy Review (TPR)

conducted in Geneva under the WTO auspices indicated that some 46 of the 73 legal reforms had been

BWor k Program of the Royal Government of Cambodia Resulting
2004,adopted by the Council of Ministers on February 27, 2004
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completed?* Those completedor the most partwere among the mostrfaanging ones in term of scope
and impact on reforming Cambodiads economy.

Subsequent to the November 2011 TPR, the RGC adopted a-iglldork Program focusing on some
82 further reformd® Of these, 40 items focus on legal reforpes se(mainly legal reforms incomplete
from the 2004 Work Program) and 42 items on institutional reforms mostly related to furthering the
implementation of some of the legal reforms adopted.

The depth of what has been achieved already under this legal reform procesdeamderestimated.

While more remains to be done, it is going a long way in creating an environment that is assisting in
promoting the kind of export diversification that will be called for in the years ahead as discussed in the
Conclusion of this chapr.

Conclusion

Changes in Cambodiads preferential market access
growth of Cambodiads exports and the divEU si ficat
rules of origin and the implemtation of free trade areas with Dialogue Partners have shifted exports to

those destinations, and brought about significant new investment to expand exports. Rising labor costs in

other producing countries played a minor supporting role in this shift. ditesnéhe various rules of

origin regimes and assisting exporters to identify opportunities created by preferential access has become

a key component of Cambodiabs trade policy.

In contrast to the experience with 68 and Dialog Partners, preferentialcass to ASEAN markets,

although it produced some growth in exports to Thailand and Vietmasrhadelativelylittle effect on

Cambodi a GontheeASRANmMEmbers. Allin allpreferential access #WFTA marketshas not

been a significantingrediet i n Cambodi ads. Inr26ld eniytl %2pexcenbof t gr owt h
Cambodi abs exports went to ASEAN.countries other

At the aggregate level, the shift in export destinations away from the U.S. was more or less identical with
shifts in the directions of garment trade. Almost all of the increase in exports to Dialogue Partners and
most of the increase to tik) were garments. Overall, product diversification played a relatively small

part in destination diversification. It isorth noting, however, instances in which the two were linked.

The surge in bicycle exports to tB&J and of automobile parts exports to Thailand are prominent

examples of new products directed toward-ub8. markets. As regards Dialogue Partners, shrimp

natural rubber and cassava mark the emergence of new products to these new markets. The value of such
transactions, however, remains very small for now.

14 See, Ministry of Commercd&rade Sector Development and Aid for Trade in Camhdelimom Penh: July 2011, ppR&d;

also, RGCReport by CambodigWT/TPR/G/253) Geneva: WTO, 2011. Presented to the WTO Trade Policy Review held in
Geneva in November 2011

15Work Program of the Royal ®ernment of Cambodia on WTO Requirements and Related Issue2@®)2adopted by the
Council of Ministers, Julp012

40|Page



Some recent investment in the area of manufacturing indicates that the new market/new predject link

may be more important in the future, and that the
to ASEAN may be slowly changing. It appears that some recent investment is designed to take advantage

of the dutyfree access that Cambodian expbese in ASEAN markets. This is particularly true of

investment that places Cambodia in regional production chains. This is a new development and will
introduce a new dimension to the profile of Cambo

Exportpoliy i n the coming years wil!/| need to address 1t
benefits from trade in its established export products? How to promote Cambodia as a destination for
investment in new export products?

DeepeningTrade in Established Export Products

There are two related avenues for enhancing the benefits to Cambodia of its current agricultural export
products. The first consistin undertaking some degree of processing in Cambadktia. secongdin

increasing direct export to final mets, whatever the degree of processiAgtion along these lines will

be accompanied by an increased flow of agricultural exports through formal channels.

The Royal Go v e r n me nProtnstionPbbPladdy RroduRtem amd Rice Bxpettshoat

the Governmentds strategy f or aThisPdioy Papay, andihe se obj |
mechanisms that have been set up to execute its strategy, provide an excellent template for similar action

in the case of other agricultural productsideed, in so far as the rice strategy deals with general issues

of producer support, logistics and export facilitation, it has already identified and begun to address some

of the elements that would be included in other strategic plEnste would lhus be a good deal of

mutual support between the rice strategy and strategies that might be developed for other products.

Efforts should be made to identify additional agricultural products that could benefit from formal
production and export plans alpthe lines of the rice strategyThe Government has already laid out

some strategic elements in the case of rubber, including a target for total land devoted to rubber and the
improvement of the quality of treeFhought is being given also to the gtien of whether rubber

production in the CambodiaaosVietnam Development Triangle might be sufficient to support a latex
processing facility.The processing aforninto feed pellets is another possibility that could be explored.
The recent decision ke Thai company to set up silo and drying facilities in Pailin province is a step in
that direction.In the case of cassavaSouth Korea investorthasestablisieda bic-ethanolplantand in

late 2012 a Japanese company signed a deal with the Royar@ment involving the production of 200
million liters of bio-ethanol by early 2020Ethanolis extracted from cassava.

As may be seen from the above, there are elements already planned or in place that could serve as
ingredients in production and expastrategies for rubber, cqrand cassavaThe Royal Government may
wish to explore the possibilities of using its experience with the rice strategy to bring these elements
together in a comprehensive development plan for one or more of the three groduct
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Rules of origin will play an important role in all efforts to enhance agricultural exprégerential duty

free access has been and will continue to be the main determinant of the direction of drpalttduty-

free markets, Cambodianagricub r € products obtain Cambodian ori gi
There is no problem in meeting that ruldowever, neighboring countries produce almost identical

products, and these products are not eligible for-thety accessCambodia will thus face a big

challenge when asked by importing countries to verify the eligibility of a shipment, i.e. to demonstrate

that the product in question is indeed Cambodian, and not Thai or VietnaRresedures for dealing

with verification need to be develed.

The SPS and TBT requirements of importing countries also pose a potential impediment to successful
export of agricultural productsThis issuds being addressesliccessfully in the case of cassava exports
to China. That experience should guide @ffs to address SPS issues in other markets and for other
products. The need is for ad hoc measures targeted at specific markets and products that can be
successful even if the fuller institutional requirements of an SPS regime are not yet inGilager 4
focuses on a number of those needs.

As regards established manufactured export products, significant opportunities for enhancing the gains
from trade exist for both garments and bicyclesboth cases, present production consists of the

assembly bfinished product using imported inputslowever, for both garments and bicycles the scale

of production has now reached a point at which it starts becoming viable to begin producing in Cambodia
some of the inputs used in assembling the finished product.

Fabric production has begun in Cambodia, albeit o
present garment production, fabric production is surprisingly sr@llen the scale required of most

fabric production, direct export wouid many cases need to accompany production for use by the

domestic garment industry.

Several producers of bicycle parts have carried out initial assessments of investment in Cangbibdia
appears likely that some parts production will begin in Camhadtze near future Again, parts

producers may need to engage in direct export, as well as supplying the domestic ir@ustogh

counts, it is essential that the parts manufacturers meet the origin criteridedf #mel the U.S., the

biggest bicyclenarkets. This will allow them duty free access to those markets when they export directly
and will allow the parts to be counted as Cambodian for rules of origin purposes when they are used in the
production of Cambodian bicycles. Chapter 5, as wedkagral of the product chapters in this study,

reviews some issues relating to the development of clusters of domestic part and component suppliers to
some of those bigger export sectors.

Promoting New Export Products

It has been widely noted that recantestment decisions indicate a trend toward the diversification of
manufacturing away from garments and footwear toward activities requiring higher skill levels and
paying higher wagesThis process began several years ago with the sharp increasgcie pioduction

for export andhe assembling in Cambodia of motorbikesl in the beginning of assembling of motor
vehicles for sale in the domestic markdtore recent investment decisions have included the production
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of intermediate products that wile exported for use elsewhere in the production of a final consumer
product. These include wiring harnesses for use in automobile assembly, touch aceitgator
motors for cell phones, and, shortly, ignition components for motorbikes and aut@nobile

The evolution toward a more diversified and sophisticated manufacturing sector is an important step in
the devel opment of Cadtibignificardthat this evalutios inctudeaimpog e ct or .
substitution as well as production for expdBut opportunities for successful import substitution are
limited, and the way forward undoubtedly lies in efforts to integrate Cambodia into the production
networks of transnational corporations.

In considering how this might happen, several werations need to be borne in mind/hen viewed

from the standpoint of a transnational company, Cambodia is a small economy with a limited work force.
The production of a transnational company is typically on such a scale that Cambodia could usually not
be the sole or even main supplier of an intermediate infhis role would have to be shared with other
supplying countriesThe question is whether the economies of scale in producing the input would allow
Cambodia to be competitive at the scale otipagion that is consistent with its sizBroduction of the

input would also need to involve levels of technical skill that are consistent with what the Cambodian
work force knows or can be taught at this stage of its development.

Integration into the mduction of a transnational corporation also requiresdlests logistics, and the

ability to deliver inputs on timeHere, the role of SEZs on the border with Thailand and Vietham is
critical, since their location allows producers in the zones to yuatidg into the logistics infrastructure

of those two countriesThis issue is reviewed at greater length in the chapter focusing on manufacturing
assembly in SEZ.

The key issue, however, is the quality of the work forsepresent, manufacturers asbliged to provide
training in technical production skills such as weldifdnis is not a viable basis for the rapid expansion
of manufacturing. This issue is taken up in much greater detail in the chapter focusirgessing the
skill gapin exportsectors

Possible actions intended to support Cambodi ads
diversification are identified in the Trade SWAP Road Map 20083 under Outcome #1.
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Box 1.1: ASEAN and Growing Regional Integration

With atradesector very much focused on exporting garments and tourism services to Northern mg
ASEAN and regional integration based on agreements with ASEAN Dialogue Partners had a limitg
i mpact on Cambodi ads export e c wavae. m§everaindeveldpment
explain this change.

First, as explained in this chapter and elsewhere in this report, Cambodia manufacturing sector is
beginning to integrate into selected regional production networks. This is the case particularly in
footwear and bicycles, but also in evidence at an early stage in electronics and electrical compone
Besides advantageous labor costs and, in cases, favorable logistics, foreign investors are focusin
relocating parts of their production process to Gadia where they can benefit from tariff and #ariff
(especially ROO) advantages under AFTA or preferential market access schemes such as those
EU, Canada, Japan, or even China. The very fast growth of bicycle assembly in Cambodia, base
parts imported from elsewhewathin the region, destined to the EU is a case in point.

Second, the rapid growth in agricultural commodity production is opening a new window for both
informal and recorded exports to new markets, including markets whhiregion (e.g. milled rice to
Malaysia and possibly Indonesia and the Philippines, Cassava to China, etc.)

Third, even in tourism, the Cambodian market has been shifting somewhat away from visitors fron
developed economies towards emerging markets freia #&nd ASEAN.

Together, these and other developments point to the growing importance of regional integration fc
growth of Cambodian exports in the near and medium term.

Box 1.2: Changes since 200ahd Ongoing Legal and Regulatory Reforms

Cambadlia Trade Integration Strategy 20@Iressed the need for Cambodia to diversify its export bas
Nineteen sectors were identified as export potentials, including not only established sectors such
garment and tourism, but emerging ones such as footwa@yus agricultural commaodities, or even lig
manufacturing. While garment exports and tourism have experienced robust growth since 2007, 1
relative importance as a share of total exports (recorded and informal) has declined from 82 perce
to 71 percent between 2007 and 2011 as a more diversify export basket has begun to emerge. Li
export destinations have become more diversified. For goods alone (recorded or informal) the sh
the US market has declined from 55 percent to 35epérevhile exports to the EU market grew from 2
to 26 percent and to ASEAN from 17 to 21 percent. The share of the Canadian and Chinese mar
been growing also. In sum, Cambodia is on a path towards diversification in term of both its expo
baske and the destination of its exports. All evidence points to a further deepening of such
diversification provided it remains competitiv€ambodiaTrade Integration Strategy 2043)18focuses
primarily on ten of the 19 sectors identified back in 200these is evidence that further progress can
achieved in the coming five years in those ten sectors in particular.

To expand and diversify its export base, Cambodia needs to enhance the competitiveness of its b
environment so as to attract newéstment and grow new businesses and ja@mnbodialrade
Integration Strategy 200fbok note of the ambitious legal reform agenda adopted by the Cambodial
Government in 2004, in part as a result of obligations undertaken under its accession to thet AIS®
of its own as a means to improve its business environment20d¥Nork Program of the RGC
identified 73 legal reforms, 46 of which had been completed as of its Trade Policy Review held in
in November 2011. More remains to be done andRBE has adopted a folleup 2012-2015Work
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Programto continue pushing forward. Nevertheless, the list of 46 reforms already completed incly
very significant number of key reforntisat have had a positive impact on export and business expat

Many of the reforms identified in the 202015 include addressing a number of #ariff measures that
may hinder Cambodiabés competitiveness (see
pertinent to trade facilitation, trade logistics, S&@ Technical Standards.) In additiomearly2013
ASEAN Economic Ministers endorsed the "Noariff Measures WorProgram (National & Regional)"
aimed asstreamlining NorTariff Measures (NTMsjn orderto boost intraASEAN trade The work
program ircludes actions to classify, notjfgnd streamline NTMsCambodia has taken steps to start
implementing the national component of the Work Program, includliafiingan Anukret Sub-Decreé
under MEFO0 ®setupa NTéMrinteMinigierial Commitee mandated to classify, revieand
streamline NTMs.Thedraft Anukrethas beemeviewedthrough initialinterministerial consultation
The draft should be submitted to the Council of Ministers soon for further review before it is submi
the Cabmnet and Prime Minister for adoptioBy implementing the NTM work progranr@ambodia is
expected to improve its business environment and become more competitive.
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Chapter 2

TRADE FACILITATION

Developments since 2004 and Currdissues

The Royal Geernment of Cambodia (RGC) has made significant progress inimproing countr y 6 s
trade facilitation performance in recent yeaMlith significanttechnical suppofirom the development

community, key border management institutiqrarticularly the Geeral Directorate of Customs and

Excise (GDCE)have strengthened their capg@nd made progress on implementing a number of

international standards and good pra&ic®©ther government agencies associated with trade have also

made progresand,colledively, contribue d t o Ca mb oadsi atéohse Vwmasthtipieégsre 8
reformer i n {ladng AWmss Barde®dicattrsd s

Duringits 2012ASEAN Chairmanship, the RGC acknowledged the need to review progress and upgrade

the Twelve-Point Action Plan to both maintain and further support reform momentum and accelerate
Cambodiabs integration wit h({ABC)tMary AECSdfuirdmeic o n o mi ¢ |
includeimprovemeng in trade facilitation procedures and aeenas key steps in tharocess of

increasing intraegional trade.

The 2004 TwelvePoint Action Plan

In 2004 the RGC recognized the need to take strong action to improve its business climate and national
competitivenesshased in part othe findings from th€004 hvestmat Climate Assessment (IR As

a resultthe Prime Minister established a Special kmtenisterial Task Force (SITF) for Investment

Climate Improvement and Trade Facilitation and committed Cambodia to the implementation of a

TwelvePoint Action Plantd mpr ove Cambodi abs trade facilitation
" The Twelve-PointAction Plan was consistent with contemporary good practice and incorporated many
of Cambodiabés international and regional commit me

Following establishmerdf the2004 SITFunder the leadership dfi¢ Senior Minister of Commerce

(MoC), a Reform Team for Trade Facilitation and Investment Climate was created in July 13 2064
GDCE was appointed as Lead Border Management Agency although the Ministry oe@mmatains

the policy mandate for WTO matters including the current Trade Facilitation negotiations proceeding as
part of the Doha Development Agenda. In this regard both the MoC and the GDCE coordinate on
technical and policy matters pertaining to W&O Trade Facilitation agenddey agencies involved in

trade facilitationinclude: GDCE, MoC (CamContraindselected departments under the General
Directorate for International TrajJeMAFF, MIME, andMoH.

18 world Bank,Investment Climate Assessment: Cambdelmom Penh: World Bank,2004
1" Decision # 12SSR/2004, March 22, 2004.
18 Councilfor the Development of Cambodigrakas N&733/04.
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Given the significant number gbvernment agncies involved in processing cross border trade, the RGC
formulated a strategy to better align the fisknagement approach to ensuré&ey agencies employed a
risk-based approach to inspections and testing. This process was managed by the GD@Givedd i
consolidating all agency profiles in the selectivity modutduded inthe ASYCUDA system.

Ultimately, the results have been impressive with inspection rates falling from neapgb@dto less

than 20percentoy theendof 2012. The Risk Maagement and Audit Office in the General Department
of Customs and Excise was created and staffedubdecreeestablishing dist of goods thatre

prohibited or require licensing or other clearances and permissiassssued in December 2067Risk
selectivity criteriaweredeveloped and a profiling of tradessiscreated.

Trade agencies agreed to develop a single administrative document (SAD) to streamline documentation
requirements at the bordefhe number of steps in the procedure and processiagplications for a
certificate of origin and an export licence at Me@sreduced from 11 to 8 steps.

In summary, the main results achieved to date include the following:

Development and implementation of a risk management strategy in CuStoms;

Introduction of Custom#&utomation (ASYCUDA alreadydeployedat all majorbordersites and
is being rolled out to alemainingborder points;

Introduction of singlestop inspection at the border;

Establishment of the National Single Window Steering Commiittzgy 2008);

Partial implementation of WCO SAFE Framework Action Plan;

Initial simplification of transit operation (bilateral agreements with neighboring countries);
Development of Action Plan for Accession to the Revised Kyoto Converatiah;

Preparatry stepsto implement the draft WTO Trade Facilitation Agreemtbat will require
implemening several actions to achieve full compliance.

=a =4

= =4 =4 =4 4 =4

These reforms have resulted in improvements in the main trade facilitation indicators monitored by
international orgaizations, reflecting an overall consolidation of Cambodia as an attractive investment
destination and assdrongtrading partner.However,additionaleffortswill be requiredto ensurenot

only full compliance with obligations originating from the ASEAMade Facilitation Work Program but

also to continue strengthening of Cambodi ads comp:

19 Anukret 209, December 2007
20 Anukret21 and associated regulatiqsakas);Anukret 209,
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Box 2.1: The 2004 TwelveéPoint Action Plan - Completed Reforms in Trade Facilitation

Agreed Actions
June 2004

Proposed Activities
June 2004

Implemented Activities and Status
February 2011

Establish a crosagency Trade
Facilitation / Investment Climate Reforn
Team.

1. Team established.
2. Further work required on formalizing working arrangements,
communication protocols and de&al TORs.

1. SITF team was established in 2004 (includes GDCE, MEF,
MoC, MAFF, MLSW, Mol, CDC, Port Authority of
Sihanoukville).

2. Meetings have been infrequent.

Establish a system of Transparent
Performance Measurement including
private sector matoring.

1. Commence dialogue with relevant private sector organizatio
2. Develop performance indicators and measurement
methodologies.

3. WB to fund conduct of Time Release Methodology for base |
data collection and periodic monitoring.

1. A cellhas been established in Customs for regular meetingg
with private sector to review/discuss ongoing issues and upda
2 and 3. 2005 Time Release Study and 2010 Trade Process
Mapping prepared with WB funding.

Review the trade facilitation process to
remove overlaps and unnecessary
approvals. The process will include the
review and rationalization of import /
export documentation and the adoption
a single form for declaring
imports/exports to be used by all
regulatory agencies.

1. Undertake review ahevaluation of current processes and
documentation. Review should be conducted with external
/independent assistance.

TOR for review and consultancy support required. EC indicate
preparedness to provide TA pending governmental request.

2. Implement sigle declaration form for all import / export
requirements.

3. Review and amend legal framework if required.

4. Initiate process to identify long term IT requirements to furthg
streamline procedures and facilitate the adoption of best practig
approaches.

1. A Survey conducted in February 2005 identified 45 docume
required for exports.

2 and 3. Single Administrative Document (SAD) introduced +
unnecessary documents eliminated to replace 45 documents.
Based Inspection Strategy for Trade Facilitagolopted in March
2006 under Anukret 21. Electronic SAD piloted in 2008.

4. ASYCUDA introduced in 5 customs inspection points includ
Phnom Penh I ntol Airport, t H
Sihanoukville Port with initial assistance from UNCTAD
techical team (completed 2009). ASYCUDA has been runnin
without technical assistance for more than one year. Survey o
needs conducted in remaining 17 border points in 2010 by
Customs. ASYCUDA to be rolled out in remaining locations
during 2011 and ear8012. New ASYCUDA modules to be
introduced, including module allowing brokers to enter data
directly online and module on transit trade.

Introduce an overall risk management
strategy to consolidate and rationalize ¢
examination requirements of thifdrent
control agencies.

1. Conduct training in risk management and intelligence for
Customs, Camcontrol and other relevant government officials.
Training requires specialist skills not available within Cambodial
government. AusAid indicated willingnetsfund such activities
through CATAF pending request from government.

2. Design and implement a risk management strategy.

1. Risk Management was developed following Anukret 21 on H
Management (March 2006).

2. Risk Management has been introduced ioiEler inspection
points where ASYCUDA has becg€g
Airport, three dry ports in Phnom Penh, Sihanoukville Port. (P}
MSE-KPM Dryport is the fifth one to implement ASYCUDA
effective August 2010). On
channel o) in the five |l ocati
imported containers and 13 percent of exported containers.
Implementation has been assisted by the reduction in the num
of restricted goods from an original list of approximately 5000
goods down to 1537 (Anukret adopted 2007)
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Undertake a strategic review of the role
and mandate of Camcontrol to ensure i
most productively deploys its unique
expertise on quality control.

1. Conduct comprehensive review of the role, operations and
mandae of Camcontrol. To ensure independence the review sk
be conducted by external specialists. Terms of reference need
prepared.

2. Government to examine recommendations and make decisig
3. Reorganization and cross training for affected affici

4. Evaluation and monitoring of results.

1. A Camcontrol Strategic Risk Management Plan was develo
with assistance of an international consultant and adopted by |
in 2010. A Camcontrol Risk Management Unit (RMU) was
created in September 2010

2. A project proposal for capacity development of Camcontrol
RMU has been prepared and approved for funding by TDSP.
3. An InterMinisterial Prakas on the Implementation and

I nstitutional Arrangement -t ¢
Tabl ed Aaslpeenmdoptéd infOctober 2010. Prakas
clarifies SPS role of various agencies at the border.

Design and pilot &g
process for managing trade facilitation i
the port of Sihanoukville.

Introduce automation (See activities
under point 3above)

1. Conduct training for border management agencies.

2. Establish appropriate physical infrastructure and facilities to

Il ow 6single windowd to ope
Review and amend legal framework to remove any obstacles
doption of o6single windowbd.

4.Design and pilot ésingle wi.i
Sihanoukville.

a
3.
a

1. ASYCUDA will be a key building block of Single Window. A
Single Window Committee has been established

2. More time needed for GDCE and other line Agencies to revi
how best to dgign a Single Window for Cambodia. Using
international standards and protocols. Implementation will follg
ASEAN Single Window schedule. Laos, VN, Myanmar,
Cambodia have until 2012 to introduce but ASEAIdre late.

Introduce a WTGcompatible flat fedor
service to rationalize the various fees
currently collected.

1. Review all current fees to determine compatibility with WTO
provisions.

2. Design and implement new fee system and structure.

3. Design and implement website listing fees and relevant
information.

1. Estimates of the recurring costs of automated customs
operations have been developed. Analysis of recurring costs fi
other Agencies is needed as well. More time needed.

Streamline the process and reduce the
cost of incorporating with the
Commercial Register.

1. Conduct training for relevant officials.

2. Reduce registration fees

3. Decentralize the registration process

4. Decrease capital requirement to minimal possible
5. Introduce electronic registration system.

1. Current IT plans for M@ includes computerization of
Commercial Registration and COs with TFCP and TDSP fundi
support. MoC is keen on progress and Senior Management he
endorsed plans.

2. Minimum capital for commercial registration has been reduc
from $5,000 down to $1,00QCost of registration reduced from
$630 to $105 in 2007. Registration time also reduced.

3. COs now issued in SEZs. Discussions underway on possikt
issuance of COs in key provinces (e.g. Battambang, Siem Rez
assist with expansion of exports of millece (COs now issued ir|
Phnom Penh)

Streamline the process for notification @
the Ministry of Labor to start hiring

employees.

Time limitations prevented detailed consideration by Reform Te

Some simplification of process in SEZs. Unchanged elessvh
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11. | Implement a national award to promot( 1. Establish Assessment Committee

good corporate citizenship and 2. Conduct seminars and workshops

governance in the private sector. 3.Implement and monitor

(Note: Activities associated with this initiaé are currently being
undertaken by Ministry of Commerce).

12. | Monitoring and reporting. Time limitations prevented detailed consideration by Reform Tg 1. Some form of reporting and monitoring in context cibnual
G-PSF

2. Customs uses fivgear $rategic plans to guide its progress
going forward.

Source:Ministry of CommerceTrade Sector Development and Aid for Trade in Cambodia, Phnom Penh: July 201:B83p 32

Box 2.2: Import/Export Inspection Rates 201012

Customs Inspection rates Customs Inspection rates
for Imports (2010-2012) for Exports (2010-2012)

Mred lane Wred lane
Oyellow lane Oyellow lane
Eblue lane Bblue lane
Dgreen lane [Dgreen lane

Source:GDCE, Asycuda World Single Administrative Document Status (Z012)

Red bne physical inspectionYellow lane documerary check prior to clearanc&reen lanestraight forward, immediate clearance once duties a
fees are paidBlue lane post clearance audit.
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Current Trade Facilitation Env ironment

TheNovember 201WTO Trade Policy Reviewointed out that Cambodia hasade good progress in
reforming its customs reginandstreamlinng its customs operatiorfer more efficient trade facilitation
The 2007 Customs Law prepared the waytlieradoption of several regulationgsluding those intended
to fulfil commitments to ASEANmove to the Common Effective Preferential Tariff (CEPT) scheme,
adhere to the 1999 Revised Kyoto Convention, and implement the WTO Agreement on Customs
Valuation. In 2010 Cambodia notified the WTO that it no longeat &ay laws or regulations on PSAs
of January 2011, all imports conmgd with WTO valuation methods.

According toDoing Businesindicators, Cambodia has achieved tremendous progress invimgptade
facilitation. As noted earlier and as shown in Figure 2htthe past seven years, the number of

documents to export has been slashed by half, with a similar reduction in time to export.

Figure 2.1: Number of Documents/Time to Import/Export
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Source World Bank and IFCDoing Business2013Vashington, D.C.: 2013

However,as shown in Figures 2.2 and 2l3ereremainssignificant potential for further reduction in the
number of documents and time to import/exp@n both indicators, Cambadranks above regional
average.Vietnam, Bangladestand Sri Lanka, some @ a mb o dhoshdiérext competitors in garment
rank better in terms of number of documer@amparedvith the same group of competitors, Cambodia
ranks better onlthanBangladsh on time to import/export.



Figure 2.2: Documents to Import/Export. Cambodia vs. Other Asian Countries 2013
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Figure 2.3: Time to Import/Export. Cambodia vs. Other Asian Countries2013
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Figure 2.4shows that the costs to import and to export a container have incetighdlgl in recentears.

Transport costfrom afactory (in Phnom Penh) to Sihanoukville Port are included in the figures shown in
Figure 2.4and they appear to be an areaewhimprovements can be madsDB calculates that logistics

h3|Page



costwere$0.20 per torfKm (more on this in Chapter)3' Comparedwith other countries in ASEAN,
Cambodia does better thaaos PDR (and probably Myanmaigtincludedthe Doing Businessurvey)
but import/export costs are lower in aflthe more developed ASEAN Member Stateigure 2.5)

Figure 2.4: Cost of Import/Export (US$ per container)
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Figure 2.5: Cost to Export/Import. Cambodia vs. Other Asian Countries2013
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2L Asian Development BanRjrade and Trade Facilitation in the GMS SRbgioni 201, Manila: ADB, 2012.
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With appropriate actions and reform, within the next five yeaasnbodia couldeasonably loweits
export costper containeto 120percentof the ASEAN-6 averagefs52¢tontainerland reducgéime
necessary to expoatcontainer to the ASEAN average of 16 days.

Improvements in trade facilitation performance is due largely to the customs modernization plan
implementedsince 2004vhich culminatedn the automation of customs procedutte®ugh the

introdudion of ASYCUDA atall maintraffic border points.Remaining, smaller border points are to be
automated by the end of 2013. Despite the significant gains achieeéitienciesremain. For
instancecustoms declarations can be submitted electronically for impottisardcopies must be

submitted together with supporting documenioreover, a survepf traderscarried out in 2012

indicated thatall too often, clearance is delayed because customs officials are unavailable for
processing? Further delays are caems by the time needed to obtain import licenses and permits and by
the percentage of cargos still requiring physical inspectidmat percentagemairs high degpite the
introduction of a riskassessment arthanagement process.

As reportedn the Transprt and Trade Facilitation Assessmeitil2 the major source of delay for
exports igssuancef the certificate of origin, whicls issued only after shipment and can requii05
days®® This delays the transfer of documents to the buyer and paymehesegporter. The cost for
reapplying for a CO is also high, about $280.

The information for clearingnportedcargo is entered into the system at the customs office by the
customs officer or the broker. Delays in the clearing process are caimadlpiby missing supporting
documents or errors in evaluation. Imports are cleared either at the point oéthésgn ICD or an

inland customs facility. The fees charged for clearing cargo vary with some brokers charging by
declaration and othelsy the quantity of goods cleared. There are significant differences in the fees
charged. Large international firms have significantly higher fees than their competitors; however, the
absolute amount of informal fees seems to be the same for all firms.

TheTransport and Trade Facilitation Assessm@0fi2further indicates that the time to obtain an import
license or a certificate of origin varies depending on the issuing agency, tharfiarthe commodity
(manufactured or agricultural products). Forrapée, a large international forwarder is able to obtain
these documents within one day for manufactured products, but it can takeengags for smaller

firms. For agricultural exports it takésree and a hatlays. The time to clear exports depeodshe
gateway. The fastest clearance timenvg to sixhours at the airports. At the land borders, cargo is
cleared intwo to twelvehours. At seaports the timehalf a day to twalays while at ICDs it ibetween
half a day and one dayAccordingto the firms interviewed, it often is not clear what the exact document
requirements are or what the rates for duties and taxes will be. FRuotieethere is a problem with
discretionary behavior of officials, informal paymeratad nconsistenenforcenent of lawsand
regulations.

22 \World Bank,Cambodia Transport and Trade Facilitation Assessr2@it2 Phnom Penh: World Bank, 2012
23 World Bank, bid.

b5|Page



Current Issues

Cross Cutting IssuesFrom consultation with national stakeholders and based on findings dasmntr

analytical work together with stakehold@&csnsultationijt is possiblgo identifya number ofemainirg

issueghatwill needattentionin the comingyearstet r engt hen f ucompétieenes8Ca mbodi a o
These include:

1. Simplification of import, export, transit procedures and processes to deftrahseclearance
costs and time

2. Full automation of borer procedures covering all border agencies (National Single Wiraiualv)
including automation of Certificates of Origin

3. Improvemenin risk-assessment anghanagement procedures and processes by GDCE and other
relevant agencies, including by setting up stayn of Authorized Economic Operators

4. Implementation of official fees established untterPrakas issued in December 2012 and
elimination of unofficial payments

5. Establisiment ofservice level agreements to improve predictability of clearance time

6. Improvenentin Customs Valuation

7. Increased transparency of customs tariffs and other trade regulations by making them available
online and free of charge (National Trade Repository)

8. Development of a mechanism to resolve custom related issues between GDCEpaivaittne
sector

9. Improvement of crosborder procedures and processes to support full integrattbe ASEAN
Economic Community and benefit from linking to regional production networks and supply
chains

10. Elimination of checkpointsandrelated informal pay®nts,along the main trade corridors

Current Issues for Main Export Products Some i ssues for three of Cambo!
follows:

Milled Rice: There are no significant problems with documentation for the exaitimtsugh
completing requiedtesing can be aimpediment. The times for acquiring the necessary export
documentation are:

1 Certificate of Origini aboutthreedays

Phytosanitary certificate sevendays
Fumigation certificate oneday
Quantity certificate- four days
Chemicaltesing i seven to twelvelays

= =4 =4 =4

Garments: Difficulties with submission of various shipping documents and with clearing the cargoes
are among the concerns mentioned by factory man&yétactories reported, among others, the
following issues:

24 World Bank,Cambodia Transport and Trade Facilitation Assessr@i2andCambodia Trade Corridor Performance
Assessmer012 Phnom Penh: Wi Bank, 2012; Asian Development Baifkade and Trade Facilitation in the GMS Sub
Regioni 2012 Manila: Asian Development Bank, 2012

2 World Bank,Cambodia Transport and Trade Facilitation Assessr2&it2 Phnom Penh: World Bank, 2012.
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9 Customs dedrations can be submitted electronically for imports but hard copies must be
submitted together with supporting documents

1 The application for import permits should take only one day but, in practice, can require three to
four days

1 Delays withissuanceof the certificate of origin (CO), which can only be issued after shipment
and can requiréve to tendays

Footwear. The trade documents that present the greatest problem are import permits and technical
certificatesthatnormally requirehree to fivedaysto obtain instead of one dayhe headquarters
arranges the shipment of exports, which are shipped on a weekly basis. The principal document required
for the exports is the certificate of origin, which requitege to fivedays to obtain and issuallyissued
post shipment.

Box 2.3: Trade Facilitation from a WTO Perspective

As indicated in th&ovember 201Trade Policy Reviewwhile Cambodia has put in place most of the key
regulationgo implement its Custonisaw, several Prakas have yet to be issue

Prakas on Setting of Interest Rates on Debts

Prakas on Procedures for Temporary Seizure of Goods, Conveyances, Documents and Other Item
Inter-Ministerial Prakas on Seizure (offence) Report

Prakas on Appeal Procedures

Prakas on Exempticfor Travellers, Crews, and Border Crossers

Anukret on Authorization for customs officers to carry out duties outside the customs territory and granting
of permission for foreign customs officers to carry out duties in the customs territory.

o

~0 a0 oW

The Transetion Value Management Unit, responsible for overseeing TV implementation, and the CBsivates
Sector Partnership Mechanism (CPPM), to coordinate and improve mutual understanding Gesieas and the
private sectorhave beemstablished Additiond capacitybuilding is neededn the two bodies.

Cambodia needs tbevelop legal texbn Rules of Origin to ensure compliance with the WTO Agreememules
of Origin.

Box 2.4: Trade Facilitation from an ASEAN Perspective

Improvements in regiohanfrastructure havéed toincreased connectivity and deeper integration between ASEAN
Members over the past decade. ASER#ds$identified Twelve Priority Integration Sectors to serve as catalfet
further regional economic integratioo establishhie ASEAN Economic Community by 2015, a comprehensive
agenda of reform has to be implemented both at regional and nationalAevehg other issues, ASEAN Membe
States have decided to improve transparency of trade by establishing an ASEAN Trade Répdstothat
should provide information on tariff nomenclature and preferential tariffs; Rules of Origiiariinmeasures;
national trade and customs laws and rules; documentary requirements; and lists of authorized traders of Member
States.The ASEANSingle Window (ASW) is also being developed with the objective of providing an integrated
partnership platform among government agencies andiggrd. In the area of Rules of Origin, reforms have been
carried out to facilitate regional trade and a petf Certification Scheme is being implemented in several Member
States for the benefit of certified economic operators which have demonstrated their capacity to understand and
comply with existing rules.
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Chapter 5 of ATIGA covers Trade Facilitation:

1) Art. 45 of ATIGA indicates that Member States shall implement a comprehensive ASEAN Trade Facilitatipn
Work Progran, as an integral part of ATIGA.he Work Program is very comprehensive and covers actions to be
taken by Cambodia in: Customs; Trade ProcesiuStandards and Conformance; Sanitary and Phytosanitary
Measures; and ASEAN Single Window.

2) Art. 49 of ATIGA says thaMember States houl d est abl i sh a National Slingl e

Provisions of theAgreement to Establish and Implemt the ASEAN Single Windawd theProtocol to Establish
and Implement the ASEAN Single Window

3) Art. 47 of ATIGA lists the ASEAN guiding principles on trade facilitation, namely: transparency;
communications and consultation; simplification, practiigiand efficiency; nordiscrimination; consistency and
predictability; harmonization, standardization and recognition; modernization and use of new technology; due
process and coperation.

Chapter 6 of ATIGA fixes a comprehensive list of obligatimrsMember StatesCommitments in this area are
related to: PréArrival DocumentationAtrticle 55), Risk Management (Article 56); Customs Valuation (Article 57);
Application of Information Technology (Article 58); Autheeid Economic Operators (Art. 59)eRayment,
Drawback and Security (art. 60); Post Clearance Audit (Art. 61); Advance Ruling (Art. 62); Temporary Admigsion
(Art. 63); Customs Caperation (Art. 64); Transparency (Art. 65); Enquiry Points (Art. 66); Consultation (Art. 67);
Confidentiality (At. 68); Review and Appeal (Art. 69). These obligations are complemented by those described in

t h Btratégic Plan for Customs Development (SPCD) 2011150 and t he ASEAN Cust oms
2012.

Additional Trade Facilitation Reforms

At preent, GDCE is implementing itStrategy and Work Plan on Reform and Modernization of the
General Department of Customs and Excise Department Strategic Objective02@09 Several
reforms are listed in the plan including in the following areas: isangaaxpayer awareness; developing
an antismuggling policy; introducing an automated customs clearance system; developing and
implementing the CambodMationalSingle Window; introducing risknanagement and pedlearance
audit; implementing the WCOAFE Framework of Standards; acceding to the revised Kyoto
Convention (Cambodia signed a letter of inteut has yet to become a contracting pardpg
strengthening Cambodia's enforcement capacity to combat illegal trade in arms and narcdies.
Facilitation reformsand actionsinder thaupdatedTrade SWAP Road Map, 202815will needto be
consistent with the Custonhodernization fan, butalsocoverreforms needed iall other border
agencies, beyond custontisatplay a role in facilitating tde.

Reforms to Ensure Compliancewith Obligations of the ASEAN Economic Community

Cambodia hataken onseveral commitments to ensure its full integration into the ASEAN Economic
Community In the next three years, the RGC is expected to implemeetaaeforms, including the
following:

1. Develop and implement a National Single Window aodnect the National Single Window
gradually to the ASEAN Single Window.
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2. Establish a process to recognize Authorized Operators (art. 56 ATIGA).

3. Ensure complianceith Art. 62 of ATIGA on Advance Rulings. Existing informal procedures for
providing advanced rulings on tariff classifications and origin could be codified into formal
processes and operating procedures. A database could be developed to share infoitmation w
customs posts.

4. Ensure compliance with Art. 61 of ATIGA on Post Clearance Audit. Expand current Post
Clearance Audit function to include audits at company premises.

5. Ensure compliance with Art. 57 of ATIGA on Customs Valuation. Further decentraliznt

practices.
6. Implement the new HS ClassificatiGAHTN 2012: 9563 TL)
7.1l mprove FTAsd® preferences wutilization by joini

certification of origin.
8. Establish the legal framework to establish and maintain the Nafioamde Repository (NTR),
which will have to be linked to the ASEAN Trade Repository.

Reforms to Ensure Full Compliance with WTO Commitments™

In addition to the measures necessary to address outstanding commitme@t8 dbmwe), the RGC
could also caosider using the draft WTO Agreement on Trade Facilitation as guidance to identify
forthcoming challenges in this aréa.Cambodia largely complies with several of the proposed
provisions. Notwithstanding progress achieved so far, Cambodia could conskiieg early measures to
achieve progress in the following areas:

1. Publication. All relevant laws, regulations, procedures, fee schedules, rules, restrictions and
prohibitions, penalty provisions, appeal procedures, and administrative procedures allg form
published when implemented as required by Cambodian ldawever, with the exception of
t he GDCE, which publishes a comprehensive volu
conducts formal training programs for the trading community and customs hrotteborder
agencies publisbnly via the Gazette or official journals but references are scattered and not
easily accessible to traderBreliminarysteps are being taken to set up a Trade Repository
(following also ASEAN commitmenty

2. Enquiries. The GDCE maintains a formal Public Relations Unit responsible for answering
general enquires from the public and traders. Access to advice is provided via telephetoe, face
face contagtore-mail. A similar service is provided at major Customs Housesitfirout the
country. The service is publicized via the GDCE websitdore detailed technical answers are
provided by relevant technical areas when they cannot be addressed by the Public relations Unit.
Theconsistency of general enquiry servipesvided byother border management agencies

% Reforms listedn this paragraph includgood practices that could evolve irtbligations arising fronthe WTO Trade

Facilitation Agreement, which is currently being negotiated

%" The agreements covers the following issues: Publication and Availability of InformBtion Publication and Consultation,
Advance Rulings, Appeal (Review) Procedures, DisciplineBems andCharges, Release and Clearance of Goods,
Consularization, Border Agency Cooperation, Declaration of Transshipped or in Transit Goods (Domest)¢ Foamsilities
Connected with Importation and Exportation, Freedom of Transit, Customs Cooperation, Mechanism for Trade Facilitation and
Compliance, Institutional Arrangements, National Committee on Trade Facilitation.
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varies Typically enquiries araddressed via visits to relevant officerdogitelephone. These
services are ndbrmalized however, assithe case witkervices provided by the GDCE.

Consideratiorcould be gven to establishing one point of contact for all trade related information
perhaps via a singlaformation Point. As leadbordermanagement agenciy would be logical

for GDCE to coordinate and oversee the developmenhefor a series of Informatid@ontact
Pointsincludingall key agencies involved in the regulation of import/export and transit activities.
An appropriate coordination and governance mechanism would need to be established and
commitment from all relevant agencigscured Standard perating procedures as well as an

initial clearing house for enquiries would need to be established and staffed with knowledgeable
officials. Agreed contact points would need todesignatedn each agency and appropriate

details publicized.

3. Opportunity for Comments on New andAmendedRules. In practice, whenever possible an
opportunity is provided via various consultative fora for any significant changes to be discussed
with affected parties however this is not codified in laithe process for publiging any
amendments or changes contemplatedfor formal consultations with affected stakeholders
should be formalized

4. Consultations. In 2010, GDCE established a Custadimi8rivate Sector Partnership mechanism
which consists of a Management Boartd three specific technical committees. It maetsast
twice yeatty and is attended by the representatives of all relevant private sector organizations and
interests. The purpose is statediasilding trust and mutual understanding between custards a
the private sector; promag fiscal moralityin trade facilitation in ader to enhance compliance;
and, ensurin@ll customs related issues ateredandresolved before they are brought to the
Government Private Sector ForunNo similar formal mecanism exists for consultation
between border management agencies and the private sector ou@itkoofis Either the
Customs Private Sector Partnership colild expanded to include other agencies or one or more
similar consultative mechanisrsuld beestablished to address n@ustoms border
management matters.

5. Advance Rulings. GDCE currently provides informal advice to traders on matters pertaining to
classification, valuation, origin and preference, etcthigtisnot legally binding.The
estabishment of a legally binding Advance Ruling System would require: legislative change;
technical assistance to develop an appropriate administrative process and operating procedures;
the establishment of a databaaed means of sharing precedent inforratiwith all offices
throughout the country.

6. Disciplines onFees andCharges. Technicalassistancés required to assist the RGQ
developng a WTO-compliantfee structure to cover adequately the direct cost of border
management related activities andvaees, including for the future maintenance of the National
Single Window. GDCEreplaced its ad valorem fee with a fixed fee in early 2012, but other
border agencies need to reform their fee structures

7. Release and Clearance of Good$sDCE has implemegad partially the ASYCUDA World
Declaration processing system. The system provides for the advance lodgment of Customs
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declarations prior to arrival of the goods and the Customs Law also provides for pre arrival
submission of declarationsn practice, bwever, such provisions are only employed on a very
limited basis and typically only for goods destined for the SEZs. To lilateverthe
ASYCUDA World Manifest module has not been implement&tiis makesutomatic
reconciliation of the declaration Wwithe cargo report impossibkaus eliminaésany meaningful
benefit from early submissionLikewise, it is currently not possible for the manifest to be
entered electronically in advance of the arrival of the goods.

8. Publication of AverageReleaseTimes. GDCE undertook a WCQupported Time Release
Study(TRS)in 2008 and regularly collects operational statistics on clearance times and other key
parameters including the rate of red, yelland green channel declarations and revenue
collection performance(see Box 2.2 above The TRS is currently being updated with support
from ADB. A mechanism could be established to collect this information periodically.

9. Authorized EconomicOperators. While GDCE emploga relatively sophisticated process for
identifying and analyzing the performance of traders and the compliance risk they pose, there is
no formal AEO scheme currently in place. GDCE intetwlisitroduce such ascheme under its
2009201 3reform and modernization plaf.echnical assistance whle needed to develop an
appropriate legal framework and series of administrative proceducisgling opportuniesfor
regional harmonization and mutual recognition.

10. Expedited Shipments. GDCE offers special facilities and procedures for the air esgrelustry
and strivesto assiswith thereleaseofai r car go on an expedited basi:
immediate release guidelineBresently, howevethe capacity does not exisir submission of
manifests by electronic mean€ambodia allows imediate release of documents but does not
apply ade minimidimit under which no érmal declaration is required.

11. Reduction/Limitation of Formalities and Documentation Requirements In many cases
Cambodia agencies require original copies of commerci@airdent that have already been
submitted to aothergovernment agencyin the short term,egulationscouldbe amended to
authorized submission obtarized copies of such documents. Ultimately this problem will be
solved bytheimplementation bthe Natonal Single Window.

12. National Single Window. UnderASEAN, Cambodiscommitted itselfto theimplemenation of
aNational $ngle Window by 2012. While GDCE is progressing with implenmemthe
ASYCUDA World system, automation of other key trade processa®gressing more slowly.
MoC is presently automating the Certificate of Origin process and will launch a Trade
Information Portal soon.Many other permit issuing authorities are not currently autoneaatdd
thereis noautomated system for sharinganfnationamongagencies. GDCE is currently
working with line ministries and agencies to design a functional model for the National Single
Window, whose deployment should start in 20R3tevision of the current structure of the NSW
Steering Committee miig be necessary to ensure straoghmitmentat the highest levelf key
agencies.
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13. National Committee on Trade Facilitation. As describeaarlier Cambodia has established
several coordination bodies associated with trade facilitatioandfwherthe WTO Trade
Facilitation Agreement comes into effe€@ambodiavill needeitherto modify the terms of
reference ban existingcoordinating bodyr to establish a new body to oversee implementation
and serve as the focal point fmtionalcoordination on Trde Facilitation. SuchaHigh-Level
Steeringand Coordinatingcommitteemight need to be establishedder the Deputy Prime
Minister toensure strongter-ministerial cooperation and oversight of trade facilitation
initiatives.

A RevisedTwelve-Point Action Plan for Trade Facilitation and Investment

On December 118, 2012, 26 officials fronMoC, GDCE, CamControlCDC, and MAFFE with support
from theWorld Bank Trade Facilitation Tegrparticipated in a workshop formulate a possibleew
Twelve-Point Action Plan. RGC officials reviewed progressadein implementing the 20DAction
Plan, recognizing thatlespite importardchievemenin many areassignificantadditionalchanges and
reformsare neededncluding in the area of border automation as# rmanagement.

Although cooperation across government agencies has improved considerabgemeycoordination
have proved the most difficult implement. Additional efforts are needed to achieve progress in the
following areasin particular

a) Establishment of thdlational Single Window;

b) Development of a WT&@ompatible flat fee;

c) Strengthening the implementation of the Risk Management strategy iCustoms agencies
and,

d) Establishment of an Authorized Economic Operators system.

Participants tahe workshop drafted a new Twelpeint Action Plan that encapsulates key reforms in the
area of trade facilitation to be implemented by 28t@ areas where technical assistance from
development partners might be requirelthe draft Action Plan coveremprehensively the multilateral
and regional commitments described above. It also addresses most of the-gpediiict bottlenecks
which, if reduced, would boost their competitiveness in the regional and global mBhleetiraft Action
Plan is undefurtherreview by Government officials and subject to fieadorsemeny the relevant
Governmentommittee.

Actions to implemenkey reforms identified in this chaptare identified under Outcome #2 of the Trade
Swap Road Map 2012015
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Chapter 3

TRADE LOGISTICS

Background®

Global and Regional Connectivity Issues

In a shifting global environment, new growth poles are emerging and prospects for regional trade are
increasing.In this context, logistsis a key ingredient for competitivenesas aregion,ASEAN

logistics performance stronga s measured by the World Bankds Logi s
There is great potential fimprovementhowever particularlywith respect tontra-ASEAN

connectivity. With the AEC becoming reality, ti ®SSEAN Single Market will present opportities to

increase integration through regional supply netwdoks increased connectivity will be fundamental to

take advantage of this opportunityVhile hard infrastructurenay not the binding constraint (roadil

basic connectivity will be completed by 2015), increased attemtibneedto be gacedon soft

infrastructure (regulations, procedures, expeitise

Regional framework agreemerase in place, including th&SEAN Trade in Goods AgreemefATIGA)

and theCross border Transport Agreemé@BTA), but implementation on the ground needs to be
strengthened. National Single Windows, Tr&detals or Trade Repositoriesnd increased automation

of border processes will help improve coordination angkiyninteraction between officials and traders
across the regionHowever, national ifferences in logistics regulations across ASEAN complicate the
intraregional movement of goods.g.axel load limits in main transport corridgrsQuality of logistcs
services is mixed: capacity needs to be developed and professional accreditations systems put in place.

Cambodian Connectivity Issues

Currently,muchtrade in the South East Asian region is conducted through$aaje sea shipments
between the majgorts of Thailand, Vietnam, China and other countries. The low volume of traffic on
the overland routes is in part due toithmor performance and high cegt comparison to the sea
transport routesin addition,fastgrowing middle income econonsi@re currently constrained in their
trade with lessleveloped countriesuch as Cambodihatlack capacity to handle timsensitive goods at
low risk. Trade logisticamprovemenrd will becritical to enableCambodiao join fully some ofthe

2 This chapter is based on the fings of the recent Transport and Trade Facilitation Assessment (TTFA) amspana@orridor
Assessment (TCAgompleted by the World Bank in 2012rhe TCA looks at the main routes for trucked and shipped goods into
and out of Cambodia and examines therough the lens of trade efficiency and cost. The rdpolts attransportcosts transit

tme,kand the i mpedi ments to transit along each of the examined
trading environment, viewed from the peestive of four key industries. In Cambodia, the industries selected were rice,
garments, footwear andsilliddi t i onal chapt er i np uTrasleand Teadedracditation irf theo m ADBOs |

Greater Mekong SuRegion Manila: ADB, 2012 and in paticular, Chapter 3 ofiFacilitating Trade Along the Southern
Economic Corridod

63|Page



regionalproduction networks that are developing in the South East Asia region. Trade facilitation and
logistics are issudhat continue tdholdb ack Cambodi adés export potenti al

As noted in the previous chapt@ambodighasintroduced important reforms in Costs and istarting

to implementa National Single Window as part of its ASEAN commitmenBesides the broad

improvements taking place in this area, ldedingexport sectors of Cambodmave specific needs that

need to be identified in turnGarmentexports are part of a supply chain that requires reliability in

delivery. Riceexports depend on reliabieternal freight connections and adapted storage facilities.
Cambodiabs supply chain pe riftaw snmabtonjustdy lagyé isvestmierdasc e s t h o
or improve efficiencyi while its main competitors (Vietnam, Chirend Bangladesh) all enjoy the
advantage of economies of scalehi s i mpl i es t hat Cambodiads | ogisti
that of its neighbors if it is tnaintain international export competitivenessa mbodi adés Logi st i ¢
Performancéndex,while in line withthat ofcountry like Laos, is still belovthat ofmajor competitors

such as Vietnarft. Several of the supply chains are also controlled by extbryars rather than local
producers.Therefore, ot only is it important to improve trade facilitation at a national level, it is also

critical to address the specific requirentseof its key export sectors.

Cambodi ads exports oodsriskioatstripptng shortiy isriogidties capaciithe d g o
RoyalGovernmenbf Cambodighas set ambitious targets for export growth in the coming years,
includingfor Cambodiao becomea major exporteof milled rice andto join regional supply chains

using itsgrowing Special Economic ZonesNeak logisticawill be amajor constraintequiring attention.

For instance, currentlynostmilled rice is exported in containers through Sihanoukville Ror2030,
Cambodia is expected to produce aboutilfion MT of paddy surplusup from 4.3million MT in 2012,

thanks to better irrigation and improvement of extension servideis. could lead to major growth in
exported milled rice above and beyond the current 1 million MT taijégrnative routesnustbe
identifiedand developetb increase efficiency and competitiveness.

There is great potential for Cambodia to leverage its lower labora&estsvay of joiningegional
production networks.New investors inCambodiarSpecial Economic ZondSEZ9 requre more
sophisticated and integrated logistics services thaouwarentlyavailable in the country.Cambodia has
been promoting SEZor the past few yearsThar development is based on a decree issued in 2005.
Since then some 23EZlicenses have lem granted.For now, mosSEZs are located along the border
with Vietnam and Thailand (Koh Kong, Bavet, Po)pé&t Phnom Penfand at the Port of Sihanoukville.
Thelocation of thes&EZsis an indication of the high logistics costs that would be irmlielsewhere in
the country. In fact, the main concerns expressed by Japanese investors are the high costs of electricity
and logistics.SEZinvestors seek to take advantage of the incentives oftgréie zoness well as

C a mb o celatavé@lydow ldor costs, while minimizing logistics cost$here is potential for Cambodia
to expand the economic impact®EZs In order to do so, however, logistics performameestbe
improved.

While both emergingnvestments imegional supply chains and growiagricultural exports will
continue increasing the demand for logistics services, the demands of the two are very:diffibeent

2World Bank,Connecting to Compete, Trade Logistics in the Global Econbomjstics Performance IndedVashington,
D.C.: 2012
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rice requiredulk handling capabilitiesSSEZ operators tend teeed seamless, faahd costefficient
logistics.

Cambod a6s Main Trade Corridors and Clusters

Cambodia is connected to regional and international trade markets by several domestic and international
trade corridors.The main domestic corridor links Phnom Penh to the port of Sihanoukville, while the

main intenational corridor connects Bangkok through Cambodia to Ho Chi Minh City in Vietivwost

traffic originates in Bangkok and travels through the Poipet border post to Phnom Penh (734km) and/or
between PhnorRenh and Ho Chi MinRity in Vietnam (228km) Traffic volume ishigher on the latter

route and habeen increasing, especially in containerized cargo. This is mainly due to shippers who
prefer using Ho Chi Minh as their export gateway.

The trade corridors serving Cambodia have had a significant impaade. They have improved access
to the port at Sihanoukville but also provided access to the more efficient ports in Vietnam thereby
reducing the time and cost for international shipment. They have fostered regional trade by expediting
both formal andnformal trade with Vietnam and Thailand.

The four major trade corridors are:

Western CambodiRoipetBangkok

Central/Eastern CambodiaBavetHo Chi Minh
Phnom PenhSihanoukville

Central CambodiaVekong Saigon Port to Cai Mep

WD E
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The first two are land routes. The last two are multimodal and include water routes that use barges
carrying both containers and general cargo. For the water routes, the transit tBngaigs2for
Sihanoukville including ta time for loading and unloading aneéb4lays for Cai Mep. A typical
container barge has a capacity of 144 TEU, length of 78 matet<iraft of 4.8 meters

The most important corridors are those providing connections to Viétemepwater facilities(# 2 and

4). For agricultural goodghese provide access to larger general cargo vesBelscontainers they

provide access to direct calls by vessels operating on the global corridor to the US and to Europe. Both
offer savings in freight rates begse of the larger traffic volumes at the Vietnamese pavain

constraing arethe procedures for border crossing and movement of goods in tfemather constraint is

Dead Weight Tonnage (DWT) that can be transported on river routes based on seasons.

In general, lhe performance of these corridors is improving as shipping lines become involved in
providing feeder services to the portédditional improvements in performance should be prioritized
based on the impact on the cost and time for movemanr theentire length of the corridor.

Table 3.1: Routes to China Sea
DWT
Sections River Km | Low Water | High Water
Phnom PenkhVam Nao Pass | Mekon 154 30004000 5000
Vam Nao PassSouth China | Mekong | 194 30004000| 30004000
Sea Bassac 188 5000 5000

Map 3.2: Poipet and Bavet Corridors
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Cambodia manufacturing is clusteradainly around Phnom Penh while agricultural production is
clustered near the borders with Vietham and Thailand. Two of Cambodian SEZs, Manhattanville Svay
Reing and Tigseng Bavet, have a large number of garment factories and one, Sihanoukville, has a
significant number of factories producing leather goddanhattanville and Tia Seng are located on the
borderwith Vietnam and serve as transfer points for goods moWirgugh the port facilities near Ho Chi
Minh. However, they do not provide significant logistics servidesaddition to the Bavet Dry Pdft

there isonly onelogistics hub along the Mekong near Phnom Penh but it is more a collection of cargo
handling fcilities than dull-servicehub offering avide range of storage, transport and trade facilitation
services.

Map 3.3: Location of Developed SEZs in Cambodia
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Table 32: Investors in the Leading SEZs in Cambodia

Sihanoukville SEZ 2
1,688ha; 18 Invedors

4 Shoes, bags, leather products
3 Garments

Vehicle assembly

Bicycles assembly

Houseware products
Household appliances

Plastics

Floor and plywood

Others

157 ha; 18 Investors

Manhattan Svay Reing SEZ

5 Garment and textile
3 Packaging products
2 Footwear

Neoprene wet suits
Packaging bag
Plastic

Bicycle

Bolt-Nut

Hi-tech equipment recycling
Hospital

Mattress products
Others

Phnom Penh SEZ
350ha; 37Investors

4 Plastic

3 Food Processing

3 Wiring Harness

3 Footwear and leather products
2 Carton boxand paper processing
2 Japanese traditional clothes
Garment

Shoulder Pads

Baby goods and toy

Labels

Packaging materials

Electrical equipment

Smaltsize motor

Motorcycle assembly, accessories and
spare parts

Steel processing for construction
Others

Tai Seng Bavet SEZ
99 ha; 11 Investors

4 Garment

3 Bicycle

3 Footwear, Gloves
Shoulder Pads
Others
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Somefurtheragglomeratioaof garment and footwear industriaiee likely to gain size dhe largst

zones. ltis also expected that the Phnom Penh logistib will grow in terms of capacity and variety of
services. Efforts to improve the existing clustemaddevelop additional clusters could focus on
increasing competitiveness by providing efficient connections to the trade routes and encouraging
devebpment of domestic suppliers to serve the factories located with these cluBtéssvill require
strongercoordination between government and the private sector in planning the development of the
clusters. The development of new zones should be lbmsadalue proposition that emphasizes efficient
logistics rather than taxes and other financial incentives.

Current Issues

The TTFA and TCA have identified in det&iy issues that need to be addressed to improve the trade
logistics environment in @Gabodia. They include:

1. Lack or poor implementation of crebsrder transport agreements is causing inefficiencies and
decreasing competitiveness of Cambodian products.

Third party insurance covering crelserder transpoiis lacking.

Cambodia and its neiplrsuse dfferent axle load limis.

The container markéacks i | i @resdltiofmyod-export flowimbalance.

Despite recent improvements, roads are not yet considered sufficiently safe by truck drivers.

A few large trucking firms dominate thea haulage sector in Cambodia, with old fleet due to

low competition.

7. High fuel cost is considered to be the greatest impediment to business operations, driving up total

oakwbd

costs.
8. Foreign companies cannot compete on most Cambodian roads so prices renfainthigh
shipments.
9. Cambodi ads rail way network is not connected to

10. Port infrastructure is adequate for the current trade volumedauatsstrengtheimg to ensure
sufficient capacityo supportrade expansion.
11. Use of alternative waterwaysparicularly along the Mekong should be encouraged as
opportunity exists to use Vietnamés port infra
12. Costscomponentsnaking the final pricare opaquewith complex chain of brokers.
13. There is a lgh level of informal payments to clear cargo, méaproportion of which seems to be
captured by shipping companies.
14. Logistics to support formal export of rice and other agricultural commodtiasufficient.

Cross Border Agreements

Route competitiveness is weakened by the lack of a clearlmoods agreement between Cambodia and
its neighborsThailandandVietnam. As a resulttransloading of cargo is prevalent at the Poipet and
Bavet borders with Thailand and Vietnam respectiveM present, Cambodian trucks are not allowed to
operate in Railand and a very limited number of Cambodian trucks operate in Vietham. Similarly, Thai
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and Vietnamese trucks are generally restricted from operating in Cambodia, exceptltattayeods

within the immediate border area, as outlined in greater dettier below The lack of a transit

agreement forces trucking companies to tlaasl goods near the bordetesulting in delays, additional
costs, restricted competitipand a limit on the price and shipping options available to the general public.

Until recently there has been no exchange of traffic rights between Thailand and Cambodia apart from
limited arrangement in the border areaBhis issodespite the fact that a first step was taken to

implement the CBTA through an MOU, signed in May 2Qd@yiding for an initial quota of 40 trucks

per country to be allowed to operate into each
ratified the MOU. Presently, Thai truckanonly enter Cambodia up to an ICD in Poipet where the

goods ae transshippedwith one exception. e company Minebea is now permitted to drive its goods,

in sealed containers, from Bangkok to Phnom Penh without transshipment at the border.

There is a bilateral agreement between Cambodia andthaizdlows trucksto cross the borderThe
agreement limits each side to 20 permits, thopgesentlydemand is so low that the permits are
underutilized. Route management between the two countries is not viewed as a constraint to trade at this
time.

Cambodia and Vimam have a bilateral agreemématprovides for each side to issue up to 300 permits.
However, freight transport operators on both sides prefer to operate only to the border, reipectade

of the high cost of obtaining the necessary permi@sit of the quota of 300 permits each side is allowed,
more than twethirds are used for passenger servic@sucks carrying goods for the SEZ at Manhattan
near Bavet, on the Vietnam bordare exemptvith pre-clearance. Though inefficient, this practice
seems to be widely accepted in the ASEAN region and can be seen at similar checkpoints in other
countries such as the THélialaysia border on the Bangk#tuala LumpurSingapore route.The cost of
transshipment on the Cambodi&ietnam route is about $§fkr container.

Third Party Insurance

ASEAN does not have a functional regional third party liability insurance sch&weds and vehicles
registered in one country require third party liability insurance in case there is damage to property or
personainjury in another country.Insurance companies do not cover cargo beyond their national
borders and this represents a risk to the consigner and consigoe@stance, in case ah accident in
Cambodia, a truck and its cargo may be impounded anayitake months to be released, incurring high
fees and charges (shipping line container fees) in the pro¢assently cross border operators must
arrange independently for insurance when Thai trucks cross the bdndemational best practice is to
introduce a regional third party liability insurance scherieere are several well establishezhemedn
Europe and Africa.

Axle Load Limits

One of the outstandinfgaturesof regional harmonization is axle load limits. Presently each of the
counties in South East Asia has a different maximum axle load limit (TaBle Suffice to say such
disparities necessitate heavy overload control infrastructure with attendant negative impacts on trade.
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Table 33: Axle Weight Comparison among NeighboringCountries

Lao PDR Thailand Cambodia
(Maximum Tonnage)| (Maximum Tonnage)| (Maximum Tonnage)

Gross Weight Allowed

18-Wheel Truck 39 45 40

The reasons offered by trucking companies for vehicle overloading are threefold:

1 Cost competitivenessThere is goerception that shipping overweight is needed (or is a
calculated risk) in order to remain cost competitive, particularly in an environment where some
large players benefit from informal relationships.

91 Availability of trucks capable of carrying heavy loads Foreign truck makers have been
building wider and higher vehicles to reduce costs but the additional size and weight of these
trucks are not s u.i Natodal l¢gislati@Ghaasina lbeenaufdateddoera d s
their use.

1 Demand for heavygoodsCambodi aés rel atively rapid economi
demand for movement of heavy constructioneriats and agricultural goods.

Weighbridges provide one of the major opportunities for improper practices along regional trade
corridois. Vehicleoverloadingmposes an economic cost on the economy by increasing infrastructure
maintenance costs while accruing benefits to individual operators. However, the enforcement of weight
requirements also opens up opportunities for improper peactinless it is properly regulatelt. some

cases, the weighbridge stop is used by some operators as an opportunity to offer payments to officials so
they can let overloaded trucks throuddtricter enforcement of good practices with respect to fee

collection at weighbridge stations may be warranted.

Scarcity of Containers

Overall the economy presently generates around 340,000 standard containers of cargo per year, both
imports and exports (Figuel.) However, the demand fokport containers isnud less tharfior

imports. The imbalance between import and export volumes in Cambodia results in a scarcity of

containers available for shipments in key routes, due to significant number of empty containers being
shipped abroadThis contributestoalackf 61 i qui dityé in the container
sometimes unavailable and incur high charges to the shipper if they are returned late to the shipping
company. The majority of such empty box shipments are to Singapore and Thailand, refleatisigea d

by shipping lines to pdt#on empties in these markets.
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Figure 3.1: Cambodia Freight Transport Market (2010)

Cambodia’s Containerized Trade

Port of Road border
entry/exit posts
Mode of Vv
overland
transport

Source:TTFA

Shipping lines impose strict limits on the return of empty containers to the |@ifging companies
(owners of the catainers) require empty containers to be returned within 7 ¥ajihese limits are

much more generous in Cambodia than they are in Laos, where containers have to be returned within four
days. Given the distance and time performance of domestic logisti€ambodia, trucking companies
typically do not pay container storage fe€@ontainers are instead stored at dry ports (often owned by
trucking companies) at no charge general, there is a collegial business relationship legtwkipping,
freight forwarding,and trucking companies with respect to containers, although overall industry
coordination could be improved as evidenced by the large number of empty containers being both
imported and exportedThe rationale for shipping empty containers &t tlarge shipping companies

have container leasing agreements \pithts inother countries (i.e. Singapore, Hong Kong) and have to
re-export the empty containers to avoid paying demurrage fees. Since containers cannot be stbekpiled,
result is thaempy containers of different sizes are being both imported and exported in order to meet
export demand from Cambodian firms and to meet contractual requirements from leasing agreements.

31 Maersk estimates that empty containers account for 10% of the 400 containers sent per week to Singapore.
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Table 34: Number of Empty Containers Exported to Regional Countries
First Half of 2011
County Volume of Containers (first half 2011)
20ft 40ft 45ft
Other Asia 1179 1495 5
Singapore 837 902 6
Thailand 884 641 0
Hong Kong 170 283 0
Others (Not Stated) 156 161 2

Road Safety and Infrastructure

Cambodia has a roamktwork of approximately 38,257 kimcluding4,757 km of national roads and

5,700 km of provincial roadatfall under the stewardship of the Ministry of Public Works and
Transporias well a®27,800 km of tertiary roadsr which theMinistry of Rural Developments

responsible Major roads link Phnom Penh and regional centers to all neighboring coufithies.

network has been much improved since the-&8i80s and is generally in fair to good condition.

However, road quality in Cambodia is not alwaptimal, with some new roads deteriorating quickly

when they have not been built to international standardscking firmsperceivethe condition of roads

in Cambodia not to bas wide or as well maintained as in neighboring count@esne firms meidn the

need for further road infrastructure development in the future in order to keep up with regional standards,
which could be harmonized together with axle load limits.

In terms of other infrastructural impediments, trucking companies point to afetgt and accidents as a

major problem.Accor di ng t o t he Cldambadiachaslonewfdhe highesnt Funds,
incidences of road accidents in the world, with 10 fatalities per 10,000 vehicles in 2010. This is a 44
percentdecrease from 2007, butlstepresents the highest accident rate in Southeast Abias, road

safety continues to be a major sector concern, especially with the growth of traffic in provincial and rural
are#s. o

Trucking Industry

A few large trucking firms dominate road hagdain Cambodia. There are many operators with some
fleets, typically operated in an informal wayl.he twenty largest companies have on average 20
trucks each and, togetheperate more than 1,000 truck3he largest firm has more than 200 ksic

The government is now encouraging such operators to become formalized. This is being promoted
through the association of trucking firms.

The major trucking firms are organized in a formal trucking association, the Cambodia Trucking
Association (CAMA). As of September 2011, CAMTA had 15 membeigetherthe firms owned a

32 hitp://www.climateinvestmentfu nds.org/cif/sites/climateinvestmentfunds.org/files/PPCR%208%20Cambodia%20Project.pdf
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total of 800 large trucks (majority settnailer.) CAMTA member companies represent more than half of

the heavy vehicle fleet in the country. The membership has not chsiggéditantly in recent years
though the government is now actively encouraging all operators to jdie. distribution of théleet of
CAMTA members compared to the general population is shiowigure 3.2

Figure 3.2: Distribution of Trucking Fleet Sizes (Phnom Penh Operators)

BALL
uCAMTA

Proportion of firms

R R NN W W
O 00 o o1 ©O U1 © O
I ] | | |

Less 6-20 21-40 41-60 61-80 81-100 More
than 5 than 100

Number of trucks

Source: TTFA, data from EMC and CAMTA

Most trucks operate on two routes connecting Phnom Penh to the ports of Sihanoukville and Ho Chi Minh

City in Vietnam. Traffic volumes have been increasing fastest on the route toavtietn
Some of the key characteristics of the trucking industnaarellows

1 The fleet is generally oldnd prone to frequent breakdown&ucks are purchased and imported
secondhand, mainly from Korea, Taiwaand the USA. There is presently noigative limit
on the age of trucks when first imported, though the averagé igears.

1 The cost of vehicles and access to finasaxhallenge for trucking companiesOperators can
borrow money from the bank to purchase trucks though most prefaatacé using their own
resources due to high interest rates charged by banks. This extpkuse of secortthnd
trucks. Thideads to higher maintenance costs (in addition todosts) and affectgrices
charged by truckerand the overall efficiencof the Cambodian trucking fleet.

T Cambodi ads t-utiizedsignificanthdn intematienal termsTrucks average-b
trips per monttwith anaverageannual mileage of less than 40,000 km. This is aboutlure
that reported in Southern Afa, for example. The low level of utilization is partly a function of
lack of return loads, low frequency of truck movemeatese d t he i ndustryoés
scope.
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High Fuel Cost

Operatorsconsiderhigh fuel costio be the greatestegative fator, driving up total costsOne trucking
company reposthat fuel accourstfor up to 70percentof the total transport costs. This proportion of
cost offuel to other costs is consistent with reports from Lao PDR and Thailand, where fusleedst
reportedto bea major constraintThis is a huge limitation imvesment in new rather than usadcks
by fleetowness. In other regions of the worldiuel costdypically areless than half of total costs

Weak Competition in the Trucking Sector

Competition among trucking companies is mostly lo¢aireign trucks are restricted from operating

deeply into Cambodiagointernational competition does niafluencestrongly pricing policy for trucking
services” Thetransportogistics landscape ishanging, howeverSelected nevinternational players

entering the market, as evidenced by Japanese logistics companies Nippon Express, Yusen Logistics and
Soijitz Logisticssetting up office in Cambodialhese companies have potential to strengtherotiistics
environment, especially as CBTiaimplementec&nd BRTAs between Cambodia and its neighlaoe

finalized. Competitionby foreign operators the trucking sector, however, faces additional barriers to

entry in the form of crosborder truck qutas that are allotted only to majorbyvned Cambodian firms.

Several trucking companies report that more thapesfentof their sales originate from one key cliént

a finding thatsuggestsnarket entry is predicated on having an anchor client réthebased oriree

competition for services.A recentsurvey by EMCF or t he Worl d Bankds Transpol
(2011) found only one logistics company repagta large number of customers (approximately 1,000),

with only 11-25 percentof revenuecoming fromits most important oneln short,current operational
practices | imit contestability in Cambodiabés truc!

Railways

Generally, given its limited availability, railway transport does not appear to be influencing pricing and
compettion in the transport service marketsike in Thailand,Camboda has a oneneter gauge

network. The networkvas concessioned to a private operator in 2008e network consists of the
Northern line linking Phnom Penh with Sisophon (338 km), thelf®ontLine linking Phnom Penh to
Sihanoukville (264 km), and a branch line from Phnom Penh to thalgaetr storage facilities at Tanl

Sap River (6 km). The railway system is only parthperational and is undergoing rehabilitatiorhis
willincludetre r econstruction of the fAimissingod stretch of
Thailand- Cambodia border.This stretch of railway was removed during the war in the 1970s and its
restoration will enable a link from Cambodia to ThailarM/henit becomes operational, the railway

could help overcome some of the costs incurred in transshipping cargo at the Cahhladdiad border.
However, this will depend on the efficiency of wagon transfers on crossing the border.

B EMmC, "Transport and Logistics Corridor Assessment, CambBpBianom Penh: 201
% EMC, Ibid
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Ports and Shipping Senices

Cambodia is served by two main domestic pbrsieriver port in Phnom Penh and a seaport in
Sihanoukville. Both ports are statewned but autonomously operate third port, called the Mong

Rithy Port, is private and operates under a s&fficial status. Sihanoukville is operated by Port
Autonomous Sihanoukville (PAS) and Phnom Penh by Phnom Penh Automous Port (PPAP) trusts.
Cambodia has access by road and inland water transport to seaport trade gatevifayto Tra
Sihanoukville from Phnm Penh is transported by road while that to the Viethamese ports moves either
via the Mekong River via staging points in Cambodia to the deep water port of Cai Mep (some 35 miles
southeast of Ho Chi Minh City) or directly to Ho Chi Minh City (HCMC) porhe port of Cai Mep was
opened in 2006 as a joint venture between the shipping line Maersk (49%) and the \iaseghSaigon
Port and Vietnam National Shipping Line¥inalines. Whereas the HCMC port serves as a gateway for
waterborne trade betweenr@hodia and Vietnam and as a transshipment port to major maritime
destinations (with some direct services, but also via Singapore and Malaysia), Cai Mep port is used as
transshipment point for direct liner services to most hub ports in the US, the Middla@rgaAsia.

The Sihanoukville Port is the largest seaport in the countitye port was constructed in the 1950s and
became operational in 1960t has an old berth that can accommodate four medium sized vessels on
both sides. A new quay was constcted in the 1960s which can accommodate three vessels with about
seven meters draftA container terminal opened in 20@yhandle vessels with about 10.5m draRort
cargo volume is close to 2.5m tones per annum, more than two thirds of whickeisenred. The Port

of Sihanoukville has a limited draft which restricts the sizes of vessels that can call at th&hert.
limitation and the generally small volumes of traffic aoeneof the reasons why Sihanoukville is
predominantly a feeder pdimked to main world destinationtsy feeder services to Singapore and Hong
Kong.

Figure 3.3: PAS Cargo Throughput, 20032010
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Sihanoukville is the main trade gateway for seaborne cargo entering or leaving Cambanja.

passing through Sihanoukville transshipped through Simgore or Hong Kong. There are direct

vessel calls serving Cambodian por&hanoukville handles approximately thrgearters of all trade

traffic by volume. In 2008 the port handled about 250,000 TEUs while the rivtengralled about

50,000 during the same year. Cargo volumes passing through Vietnam have been increasing in recent
years, due to the perceived competitiveness df tia overland and sea routes.

Vessels calling at Sihanoukville Port are small by iradomal standards i ncl udi ng because
current maximum draft is 8.5 meters limited ing access to containership of maximum 1,000 TEU
Sihanoukville Port is smaller than all the other seaports in neighboring countries and is characterized by
muchlower international connectivity, as measured by the UNCTAD Liner Shipping Connectivity

Index® The biggest ports in the region through which Cambodia traffic is transshipped (Hong Kong and
Singapore) are more than 100 times larger than Sihanoukvikkents tof container volumesThe port is

also considerably more expensive than ports in Cat Lai and Ho Chi Minf°Cife port is operated by

a Government agency and the private sector is advocating the adoption of measures to improve its
competitivenes compared to other ports in the region. The added value of specific services, such as

those provided by KAMSAB, could be reviewed and possibly streamlined. Attention might also be given
to adopting a PPP scheme for the portds expansion

Figure 3.4: Number of Vessels Calling at Figure 3.5: Distribution of Vessel Sizes Calling at
Cambodia Ports Cambodia Ports
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Source: World Bank and Containerization International2010
(http7/data.worldbank.org/indicator/IS.SHP.GOOD.JTU

%5 http://data.worldbank.org/indicator/IS.SHP.GCNW.XQ
%6 2.6 times more expensive PBEU, according to Maersk Lines.
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Figure 3.6: Container Volumes at Cambodia'sM ain Ports
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The trade traffic volume on the major trade routes out of Phnom Penh to the seaports is influenced in part
by the frequency of vessel calling at the respective ports. So, while some shipping lines, such as APL,
provide a regular weekly service to Sihanoukuville, it is only a feeder service to Singapooenparison,

Ho Chi Minh has many direct vessel callsitamerous overseas destinatiorShippers typically make an
assessment of the option that gives the shortest possible transit time within the constraints imposed by

their overseas buyersCambodi aés ports are not f dmpovtementsinng as
physical capacity including blasting and dredging to deepen the entrance channel would be required for
direct vessel calls, especially by the larger vessels now used in international shipping.

Alternative waterways

The most competitive rae for shipping is via the Mekong River from Phnom Penh to Cai pe@n

Vietnam. Traffic through PPAP has been growing in recent yedrsis is mainly due to the connection

to Cai Mep port in Vietnam by river barge, which is an option that offegsnational connectivity

advantages over both Sihanoukville and Ho Chi Minh ports. Sailing down the river from Phnom Penh to
Cai Mep and linking to a deep sea vessel to the United States is $200 cheaper per container and two days
shorter than driving frolhnom Penh and connecting through Ho Chi Minh. The same route is also

$100 cheaper and 3 days shorter than going through Sihanoukville. A new port with an adjacent
container terminal is under development in Phnom Penh, some 30km downstream from tigotirre

which will ultimately have a capacity of 300,000 TEU per yéHris will add to the efficiency of the

river transport option f or s hdepporeshHdwsverfcuriemdralta mbodi
in the Mekong River is limited and onharges up to 120 TEU are allowed transit. Measures should be

taken to ensure that the river is dredged both in Cambodia and Vietnam.
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Clearing and Forwarding Services

Logistics services in Cambodia are provided typically by numerous brokers, eachutongrone

activity to the final clearance of the goodghe multiplicity of actors makes it more difficult for traders to
track paymentsThis can be illustrated by the case of textile exports, where manufacturers pass
shipments to Inland Container Demperators who work with forwarding agents and trucking companies
to get a shipment to the portor many exports, shipping lines have typically been designated in advance
by the overseas buyerln order to ensure smooth operations, the agents wowkithghe designated

shipping line tend to be preferred over independent agents, creating an informal bias in favor of one
shipper that impedes competition and impacts on costs in general. As a resulinvindery, there is
competition in logisticsexvices, in practiceshippers have to work with service providers linked to one or
other of the shipping linesThe lack of clarity about the roles played by various brokers presents
exporters with an opaque process and regulatory environment thatastehnized by limited competition

and unusually high costs for shippets.agriculture, the practices are similar though processors and
exporting companies have greater control over the-fgata portions of their supply chain®rocessors
purchase fsm middlemen who buy directly from farmers and have to work with forwarders to export
their produce. As a resultthere is little inhouse management of logistics servicesdye countr y o0 s
private sector.

Freight forwarders are probably the most impotiplayes in organizing logistics in Cambodi&MC

found significant overlaps among services provided by trucking and freight forwarding firms. Some
trucking companies provide basic transportation services while a few also offer freight forwarding
senices and warehousinty. Some freight forwarders offer standard clearance services while others also
own their own trucks. In many cases, businesses claim to provide a wide range of services but actually
outsource the activities to another partyhe nost common overlap between trucking and freight
forwarding companies is provision of customs brokering and warehousing sericegal, there are
approximately 200 freight forwarders operating in the country.

The freight forwarders in Cambodia amganized in a national association, the Cambodia Freight
Forwarder Association (CAMFFA).CAMFFA was established and recognized by the government in
2004. It has 21 memberis 19 regular members and 2 associated memb€isMFFA and the
Cambodian Truckig Association (CAMTA) are active in the same Governnafitate Sector Forum
(G-PSF) working group, which allows for dialogue between the private sector and government on
logistics and trade related issues.

Informal Payments

A fundamental problem undgnhg the logistics market in Cambodia is the opacity of thealeshents
thatdetermire the final price for shipmentsThis is one of the reasons manufacturing firms do not invest
in in-house logistics capabilitybecause they wish to avoid having gatwith some of the informal
practices that are encountered along the trade corridarportantly, the desire to avoid informal fées

or the desire to avoid being personally involved in making informal fee payinentgnces the power

STEMC, 2011, Ibid.
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of agents androkers to increase the charges involved in transporting goods into and out of the country.

The ability of agents and brokers to claim the existence of high informal fees, and use it as justification

for charging high shipment prices, seems to be onecoftimai n cont ri butors to Camb
costs. Furthermore, the agents and brokers have a financial incentive to maintain the opacity of the

regulatory environment so as to discourage any outside investigation of the amount that is reajly paid b

them in informal clearance fees versus the amount that is retained by them in the form of abnormally high
profits.

Generally, trucking firms consider lack of access to accurate atwdgie information as a constraint.

They perceive information regding fees, regulations (particularly upcoming legislation changes) and
procedures to be unclear at timeBroblems may also arise because of poor dissemination of information
by government agencies and lack of knowledge in the private sector aboutavaecess the

information provided. According to operators therelile to no advance notice regarding new

regulations that have come or will come into effdoformal fees are charged sometimes for obtaining
information. The lack of transparengyoves a fertile ground for informal paymeritgluding to

various border officials.

Informal payments are repodi¢o take place at weighbridgesyroute checkpointsand customs

Trucking firms report thainformal fees are collected routinely by jpelat checkpoints on main roads.

On the route between Phnom Penh and Poipet, for example, informal fees range between 5,000 and
20,000 riel, though fees as high as $&0e beemeported. Weighbridge stations also provide an
opportunity for informal fe collection due to truck axl@eight and length issueddany truckers elect to
pay an informal fee simply to avoid logitime from inspections.

Traffic police collect informal fees fromtrues f or fievery peovceiagedt miedr by
interviewee®® While this may well be justified, there is a perception of harassamehtnclear and unfair

application of traffic lawsfor purposes of extracting informal fees. Operators on the PAS route report

paying informal fees ranging from 10,0006 , 000 r i el relating to fAevery
safetyo *°

The informal feesire also levied dtorder crossing anduringcustoms clearanceviost operators are
reluctant to even discuss informal feésnequal treatment by border offitsabased on informal
relationships, may also have skewed some responses more positively than is otherwiséthe case.

There are also high levels of informal payments to clear cargpically agents pay $180 to $210 to

clear each twentjoot container. The payments are shared between the clearing agent and border

officials. Stakeholders view the border processes as the main contributor to high trade costs in the

country Exports of agriculture goodsuch as ricegassavaor cornalso require paymeiatf informal

fees. In sum the cargo clearancecostCa mbodi aés ports of entry and | ar
high, even by regional standards.

% EMC, 2011, Ibid

39 EMC, 2011, Ibid

40 For example, major trucking companies in Poipet reported having a perfect relationship with Customs and not paying any
informal fees, despite contrary information from clearance agents.
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The informal costs are passed on to shippers, but without supporting receipts, leading to opatciheab

real rate of informal payments that are truly required for clearance of each shipment and exacerbating the
distrust between agents and shippehs.any event, agents add a premium on each informal payment that
they make. The practices are simid both ports and land border crossings where informal payments are
common, though the clearance procedures can vary amongst the different ports and border crossings.
Each crossing or port has its own rules and informal fees have to be paid in dfffese@iens to varying
amounts.

Logistics IssuesRelated to Specific Products

Milled Rice: Milled riceis transported to Phnom Penh by rotdnshipped through Sihanoukville or

Ho Chi Minh City. The typical size of export shipments varies from 33d'EEU, however, smaller
traders will ship a single TEU, especially for fragrant rid&e minimum shipment size for larger traders
is usually 5 TEU and they accept orders with multiple shipmefitee time from confirmation of the
order to loading on thehip is 514 days. The order cycle from order confirmation to delivery to the
buyer 6s wa-d2edhys forEerope Isut c8nJe as little as 14 days for East Asia and less for
Southeast Asia. The percentage of delayed shipments varies by tradeydneérally 1(percentr less.
Most delays aréheresult of problems in theutbound supply chain including:

lack of reliability in terms of domestic transport

lack ofavailale2 06 cont ainers suitable for carrying fo
inefficient handling at thoading portand

lack of availale customs officials.

= =4 =4 =4

Garments: The order cycle from confirmation of order to delivery to the export gateway averages about

90 days. For smaller orders of simple products, the average is closer to 45 days whijerfartiers

that require special fabrics and/or various samples to be approved prior to production the average is closer

to 120 days. The delivery time for imported fabrics-8 ®eeks and the value of shipments is in the

range of $50,000 to $75,000 pEEU. Factories receive consignments on a weekly basis with most

shipments organized by the supplier on a C&F baBiayments for imports are made a specified time

after receipt of goods, typically a week or two, usangelectronid¢ransfer. For venar factories, the

parent company manages the finances and transactions. For local firms, the transactions often require a
Letter of Credit and are financed by discounting

Finished garments are packed and labeled for delteerstail outlets. The garments are then shipped in

ocean containers to t h@ceran atirlaensdpso rdti sitsr iarurta nogne dc
nominated forwarder.Containers are loaded at the factory for transport to Sihanoukville Home for

overseas shipment adds-35 days to the total order cycle depending on the distance to the overseas

destination. Larger orders are sent in multiple consignments, usually on a weekly Bsidieight is

used only for timesensitive or delayechipments, which account fdrpercent and 5 perceoit

shipments, respectively.
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The cost for moving the container fr om$®ptranoukyvi |
FEU, which includes the terminal handling chardgeor transport from th factory to the port, the range is

from $450$1000. Most firms give 57 day advance notice when arranging truck transport to the port.

The garments produced have an average value-$#§r unit. The higher cost items have more trim

and embroidery.The value per FEU varies from $100,000 to over $200,000. The garments are shipped

FOB or FCA with payment by TT, usually30 days after loading on the vesséhternational freight

rates vary by destination but are currently about $800 per FEU foARast$1800 for North Europe and

$3600 for the US East Coast.

Footwear: The principal destinations are Japan and the EU. Nearly all the exports are shipped by sea in
containers that are loaded at the factory. The movements are arranged by forwarkigsing lines.

The smallest shipments ar@ITEU per week with 3066000 pairs per TEU. A typical shipment

however is 315 TEU with a value between $110,000 and $550,08bfreight is used for less than 10
percentof shipments.The principal trde corridors used for footweaxportslink factories with the

loading ports. The firms located in Manhattan SEZ near the Vietnamese border use Cai Mep while those
located in or around Phnom Penh usually use Sihanoukville.

Silk: Imported yarn costs alot $50 per kilogram. It is purchased from local wholesalers who deliver
the yarn within a few days and are paid in cash. Locally produced yarn is pdrdivasdly from the
producers.

PossibleReforms to Improve the Competitiveness of Cambodian kbgs

The issues described above are c Thereisa&reddfduidul sust ai |
inter-ministerial cooperation in designing and implementing refdmtlse area of trade logistic#\ High

Level National Task Force witihe mandate of formulating a National Logistics Blueprint (NL&)Id

be set up with responsibility fédentifying clear tasks, objectiveand timeframesThe NLB shouldbe

developed and implemented in synergy with initiatives in support of specifitystipains and aiming at

improving trade facilitation.Accordingly, the Task Force and the NLB should operate wittérexisting

Trade SWAp structure to ensure maximum coordination among ministries and ageraie=i and

between RGC and private sectwganizations.

Box 3.1: National Logistics Plan

International best prace suggests thata National Logistics Plashould be developed
through consultation among Government officials, private sector operators, and acade
aiming at identifying key shorand longterm priorities and actions. Itdsitical to set up
an efective mechanism for the various public and private set&keholderso co-produce a
sharedogistics vision and strategy for the country. Also in this area, high eeérnment
engagement to lead and monitor implementation has proved a fundamegradient for
success f or i nstance, t hEhal&dartmeeVicdPresiders offee id
Indonesia Experience suggests developing sector plans (air/land/water) internadl,
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integrated plans, ideally sharing practices with ASE#d\ghbors.A strong governance
structurels neededvith a clear delineation of responsibilitiedNational Logistics Planseed
to becomprehensive, addressing issues related to infrastructure, regulediompetition,
partnerships, etc.

When formulating the NLB, the rotd@®wraindorsd akppprod alet
dealng with shipping liner connectivity at the regional hub ports of eit@Chi Minh, Singapore, or

Hong Kong. They should also focus mmblems related to the implementation of existing bilateral

agreements, including transparent allocation of quotas for trucks. The lack of transparency in quota

allocation prevents more advanced foreign operators to invest in Cambodia and contriingtessed

costs. The NLB would need to address comprehensively and with detailed responses the issue of

informal payments which is at the root of many of inefficiencies affecting the system and high costs.

The Logistics reform actiorthat would needo be considerednderthe NLB can be broadly categorized
in crosscutting reforms and sectapecific reforms.

Cross-cutting Logistics Reform Actions
The interventions that would benefit the overall trading competitiveness are the following:

1 Negotiatewith Thailand and Vietnam improved agreements for an integrated road transport
market. Thoseagreemergshould include the extension of specific permission provided to large
companies operating in SEZs (i.e. Minibea) and ensuring regulatory suppoaddsbarder
shipments along the Mekong.

1 Link theNational Logistics Plato existingASEAN frameworks such as thRoadmap for the
Integration of Logistics Services"

1 Draw the attention of other ASEAN Member Statethe need to ratify and implement stig
agreements (see details in ASEAN box).

1 Improve transport regulations (liabilities, axle loads limits, drivers' qualifications and conditions,
safety standards, contracts, etc) including by adopting international standards to attract
investment.

i Estalish a regional third party liability insurance scheme and harmoniziedaad limits in
main transport corridors.

1 Introduce aoadfleet modernizing scheme with appropriate financing and quality enforcement
mechanisms.

1 Remove impedimentsto FDlinlbgst i cs, i n order to i mpgowearve sect
cost of services to traders.

1 In cooperation with private sector associatioreyaliopcapacityamong a) Clearing and
forwarding agentdased on FIATA courses; b) Truckifign operatorson fleet management and
modernization; anct) Transport sector regulatory authorities on port, road and railway regulation
and rate setting principles.

1 Reconnect the Thai and Cambadrailway network prioritizing freight operations.

9 Liberalize port fees in @er to éicoura@ costcompetition between porgad improve
competitiveness of Cambodian ports compared to those of neighboring countries. Consider PPP
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schemes for operating costs in order to reduce needs for public investment and increase
efficiency.

1 Review the value added provided by KAMSAB and consider streamlining its operations.

9 Assess feasibility of increasing the draft at Sihanoukville Port to enable access to containership
larger than 1,000 TEU.

1 Consider dredging the Mekong river between PhnemhRand Ho Chi Minh City to enable
access to barges larger than 120 TEU.

9 Carry out asecurityreview to identify measures to bring Sihanoukville and Phnom Penh Ports in
line with international security standards and prevent recurrent problems of piléérage
containers.

9 Identify options folincreasing theise of outbound empty containers, possibhyoughexport of
semiprocessed and processagticultural products (cassava, rice, corn, rubber, etc.).

Reform Actions to Improve Milled Rice Logistics

To improve the logistics performance@{ports of milledrice, public private partnershigsuld be
encouraged to establistew facilities for storing and drying paddy near the growing areas and operated
by mills or third parties.Urgent measures should alse taken to upgrade trade corridors connecting rice
growing areas to loading points for international shipments, including development of the river transport
corridor to Vietnam and simplified procedures at the border or provisions for movement obirtawss

the border with Thailand.

Inbound supply chains will be strengthened by the current teemardsincreasing the size arefficiency

of rice mills. Larger capacity mills imply a more efficient system for collecting paddy to achieve
economies of@le. This begins with a more efficient mechanismdggregatingpaddy in order to
reduce the cost of delivery to the larger mills. New facilities for storing and drying paddy need to be
established near growing areas and operated by mills or thitdspafhe mills would purchase the
paddy either from the farm or from these facilities and would maintain inyeataesefacilities,

removing it just before for milling. These facilities would allow greater flexibility in locating new mills,
especidy at locations that provide direct access to inland waterw&yssting mills located close to the
areas of production would use these facilities to supplement their own storage.

Improvements in performance on the outbound supply chains require inggifaei trade corridors
connecting the rice growing areas to the loading points for international shipreete corridors
include those useidr:

9 Aromatic rice transport by road from the Northwest through Poipet to Laem Chabang for
container shipmeatand through Khlong Toey for general cargo shipments;

1 Aromatic, traditiongland high yield varieties transported by barge to Saigon port for loading
general cargo ships;

1 Aromatic, traditiongland high yield varieties transported by truck to Sihandigkfor loading
on general cargo vessels; and
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1 Aromatic, traditional, and high yield varieties transported by road to Phnom Pdrdni&ferinto
containers and either loaded in Phnom Penh port or trucked to Sihanoukville for loading on
container vessels.

The first two corridors require simplified procedures at the borders and the provision for movement of
trucks across the bordefhe second requires simplified transit procedures based on theA\geé&8ment
between Vietnam and Cambodia on Waterway Tartation?* Improvements inlafour corridors

would provide economies of scale for the general cargo shipments and improve connectivity for container
shipments. They would also provide shorter transit times, more competitive seraicgdower freigh

rates for both container and general cargo shipments.

Although there habeen considerable improvement in documentation and transport services in recent
years, further improvemengserequired to support a significant increase in export volumes.

Reform Actions to Improve Garment Logistics

The logistics of the garment industry are complicated by the need to import inputs and to match these
against exports.Manufacturers continue to report difficulties in processing-thaty inputs and delays in
exports related to licensing requirements and inspectidosimprove logistics specific to garment,
resolving inefficiencies in trade facilitation and border procedures are critaigins are low in this

sector and any improvement in logistics that medeosts and increase reliability of delivery will lead to a
larger benefit. The garment sector will benefit from consolidation of services among manufacturers,
particularly contract factories, in order to derive faster-anound of inputs into the mafacturing
process.These could take the form of clusters.

While the private sector has been effective in organizing production of garments and expanding the
volume of exports, there is a lack of strategic visidheindustry lacks consensus on the némd
diversifying its products and markets, increasing the quality of its produnzifor adding value within
Cambodia. There are a variety of markets for higher value garments that Cambodia might consider,
some of which are shown in the table beldzach has slightly different requirement in terms of supply
chain performance.While individual firms will continue to choose their markets, theight bean
advantage to selecting a target market forGhenbodiargarment industry, especially for contrac
manufacturers. This would allow for a coordinated effort in developing the logistics and other
capabilities that wuld provide a competitive advantage for that target market.

“1The purpose of theurrentAgreement is to establish a legal franoelvfor effective implementation of freedom of navigation
in the Mekomy river systenand to create favorable conditions for transit and ebasdertrade.
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Table 3.4: Selected Markets for Higher Value Garments
Product (I\:/Irg::;eristics Cycle time | Capabilities
Higher quality Quiality of inputs Moderate Procurement, Quality control throughou
Skill intensive chain, Pool of skilled labor, Specialized
logistics and equipment
Fashion basics Short order cycle Short Quick setup, Quality control for inputs
Short shelf life and outputs
Flexible production, Tight logistics
Specialty Small order Flexible Procurement and supply chain
garments Special fabric and management
trim complex inputs Flexible production
Client management
Small brand Small order Short to Procurement, Quality control for inputs
manufacturers Flexible production | Moderate and outputs
runs

Most markets wuld require a reduction in the order cycle timeSurrent cycle times vary.The time for
ordering fabric vaes betweeithreeandeightweeks depending on availabilityThe production runs are
typically four weeks but depends on the size of the order. The time for delivery rangdsviyéorfive

weeks depending on the destination. The result is a total ordie oftwo and a half to foumonths. A
movement into high value products implies an increase in the order time for higher quality fatyic.
reduction in order sizes would have relatively little impact on production time because of the fixed time
for setting up a new production lineThe delivery time is determined by destination, which may change
with the diversification into new markets.

Efforts to reduce the order cyclettwo to threemonths would require a tightening of the inbound syppl
chain, primarily though improvements in the trade corridor linking Phnom Penh with the international
container terminals near Ho Chi Minh Citylhis would include both the road linkage via Bavet and
container barge connection from Phnom Penh pQurrent efforts to finalize the transit agreement with
Vietnam and to introduce simplified procedures for the movement of goods in transit should ensure
reliable connections to scheduled container shipping servi€hi trade corridor provides a shorter
transit time than the current route through Sihanoukville due to the combination of a larger number of
scheduled services and more direct connections. Initially the savings will be relatively small because the
new container terminals have yet to attraetanticipated traffic. The shipping lines have been cautious
about expanding services following the global financial cridi¢hile these ports already offer better
connectivity, it is anticipated that the time savings will increase over the next &ve yEor Asian trade
the savings in the transit time to Asian sources of fabric and to customers in Japanahteswan
should beone to twoweeks while for the European trade it wouldtle to three weeks.

Additional savings in transit time can hehieved through improvements in trade facilitatizetare

needed to reduce the clearanoeetfor both the imported fabrics and the exported garments (see chapter
2.) Another opportunity for reducing the order cycle is improving the managementinbthend supply
86|Page



chains. This applies primarily to contract manufacturers since the vendor factories already have tight
control over their supply of inputs.

A reduction in the time for procurement of textiles can be achieved through various initidticescan
provide savings obne to twoweeks in delivery times for fabrics:

participation in the selection of fabrics,

collective ordering in order to negotiate a higher priority in the production schedule,
domestic facilities for dyeing and finishinglric,*?

sourcing arrangements with smaller factories, and

rapid initial delivery

=A =4 =4 =4 =9

In order to create an environment that is attractive to foreign investors, Cambodia needs to develop
garment clusters that can accommodate bonded factories, offer ratifitides and logistics services,

provide access to a large labor p@wld attract supporting industrieshus far,special economic zones
havetended to attraa random collection of enterprise€urrently, most garment manufacturers prefer

to operge outside of the zone near Phnom Penh or in Kandal Province because they have the same ability
to import fabric under temporary admission and set up bonded storage but without restrictions on location
or the activities they can pursue. To be succesafiylnew cluster should be designed jointly by the
Government and GMAC and offer the same advarstage

Outcome #3 of the Trade SWAp Road Map identifies a number of possible Actions to bring about some
of the improvements and reforms identified in thisptha

Box 3.2: ASEAN and Trade Logisics

The ASEAN Framework Agreement for the Facilitation of Goods in Transit (AFAFGIT)
identifiesa package of measures pertainingheregulation of frontier posts, harmonization and
simplification of customs procedes, traffic, transit transport services, road transport permits,
technical requirements of vehicles, mutual recognition of inspection certificates, mutual recogn
driving licenses, and motor vehicle thiparty insurance.

The AFAFGT offers grat potential for Cambodialt recognizes also that the benefits of improved
infrastructure across South East Asia will remain unrealized unless the regulatory environmen|
modernized to remove regulatory bottlenecks main bottlenecks in the grantig of transit and
traffic rights. Common practices at most border posts is for ttaading cargo from a vehicle
registered in one country to anothegistered in the other countayd for the transit procedure to b
initiated at each land border crogs

42 Equipment for dyeing and finishing would enable firms to maintain stocks of the more commontyadesiof fabric in

greige form. This would reduce lead times and increase flexibility but primarily benefit ODM manufacturers. OEM
manufacturers would have to convince buyers that they could meet their specifications and create an additionahnopiled of s
approvals.
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Under itsConnectivity Master Plan, ASEAN has identifiedix key strategies:

1. Fully operationalize three Framework Agreements on transport facilitation:

1 ASEAN Framework Agreements on the Facilitation of Goods in Transit (AFAFGC

1 ASEAN FrameworkAgreements on Intestate Transport (AFAIT);

1 ASEAN Framework Agreements on Multimodal Transport (AFAMT).

2. Establish integrated ASEAN Highway Network:

1 Upgrade belowClass 3 sectionsf Transit Transport Routes (TTR), as agraader
Protocol 1 of AFAFGIT, \ith the highest priority to Class 3 or abdVe

T Upgrade other fAbelow Class 30 sect.i
or above.

1 Install road signs to all designated routes, with a specific priority on TTR.

T Upgrade ACI ass 2 traffic ®lmegoeCtassil ¢y 2020y i t

3. Implementanefficient and competitive maritime transport system:

1 Accelerate the formulation of the strategy for ASEAN Single Shipping Market.

1 Enhance the capacity of 47 designated ports, with the priority set iruthesstlone
and being done under the cooperation with Japan and Korea (under MTWG).

1 Establish efficient and reliable shipping routes (including RORO) in consistence
the related subregional initiatives such as BIEIRGA and IMT-GT.

91 Develop emerging andf potentially important international routes: Penang
Belawan, Malacca Dumai, Davad Bitung, ZamboangaSandakan, Muara
nearby ports.

1 Linkages with global and regional trunk routes and domestic shipping routes.

4. Establish ASEAN Single Aviation Ma:

1 Operationalize the Multilateral Agreement on the Full Libeedlon of Air Freight
Services (MAFLAFS) by 2011.

1 Operationalize the Multilateral Agreement on the Full Libeedion of Passenger Ali
Services (MAFLPAS) by 2013.

1 Formulate a strategy fouifther upgrading (beyond 5th freedom) of ASAM after
2015, by considering the timeline proposed in CAPA report on ASAM (2008).

5. Accomplish the implementation of Singapore Kunming Rail Link and construct the miss
link sections:

1 Cambodia: (1) PoipétSisgphon (48km), (2) Phnom PeiifLoc Ninh (254km)

1 Vietnam: (3) Loc Nini Ho Chi Minh (129km)(4) Mu Diai Tan Api Vung Anh

(119km)

Myanmar: (5) ThanbyuzayatThree Pagoda Pass (110km)

Thailand: (6) Three Pagoda Pass to Nam Tok (153km)

Lao PDR: (7) Vientianei Thakeki Mu Dia (466km)

Formulate a strategy for a seamless operation of SKRL.

6. Establish harmonized, integrated, and seamless multimodal transport system:

1 Conduct a study on potential multimodal transport corridors to empower parts o
ASEAN to furction as land bridges in global supply routes.

1 Complete the East West Economic Corridor (EWECnNstruct the missing link in
Myanmar.

1 Develop/upgrade terminal ports: Yangon, Da Nang.

1 Promote the Mekong India Economic Corridor (MIEC) as a land brédg

= =4 =4 =4

3 For the classification of Asian Highway Standards see table 1 (page 17) and table 4(page 21) of the Intergovernmental
Agreement on Asian Highway Networkttp://treaties.un.org/doc/source/RecentTexts/Xl_B_34 E.pdf
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1 Mekong bridge in Neak Loung (National road No.1 in Cambodia).
1 Dawei deep sea port (by 2013).
1 Highway between Kanchanath and Dawei (by 2013)

PossibleReform Actions to Improve Rice Logistics

Facilitate greater investment in paddy storage and dfgiilities, perhaps by underwriting risk fror|
commercial banks to encourage lending into the rice sector and reduce the cost of working caj
sought by millers to buy rice at the end of each season.

The RGC may wish to engage shtatm agricultural exgrts to advise on the optimal location of
these storing and drying facilities.

Facilitate the creation of agricultural cooperatives in order to aggregate supply and tighten the
chain in terms of quality and regularity of rice.

Ensure that Cambaaiand Vietnam jointly implement simplified transit agreements according to
Waterways Transportation Agreement of 2009.

PossibleReform Actions to Improve Garment Logistics

RGC should encourage contract manufacturers in particular to engage itiveobbedering of inputs
in order to benefit from economies of scale and reduce costs

Garment manufacturers should be incentivized to move up the value chain from production of
apparel which is increasingly crowded to producing niche higher vahas ite

Improve the performance of the trade corridors to ports in Vietnam. The Vietnamese ports (H
Minh, Cai Mep) have more frequent vessels calls with direct shipping which would significantly
reduce sailing times and therefore order cycle times

The gpvernment and private sector should develop garment clusters in order to attract more FI[
clusters should offer reliable utilities and logistics services
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Chapter 4

SANITARY AND PHYTOSA NITARY MEASURES AND
TECHNICAL STANDARDS

Introduction

The Royal Government of Cambodieas identified ten priority export sectors for further strengthening

and diversification ofhe countr s e x p o rThe chakllesgk ia the years ahead will be to

consolidate existing markets, open up new dniesluding deepening penetration of fast growing Asian
markets, and mawup value chains by focusing on new opportunitiesriore incountryprocessing and
value-addition. If anything, competition from neighboring countries will increase as a result of deepening
ASEAN integration and put new pressure for Cambodia to improve its export performance. Expanding
into new and traditional markets as well as moving up value chains will mean also being able to meet
technical and SPS standards of importing countries.

Thischapter analyzes constraints in Cambodias6bs abil.
thatmust beresolvedn orderto facilitatet h e Go v etargetmferexpodgsowth It is organized in

two thematic sectionis one on SP$easures antthe other on technical standaiid®llowed by a

conclusion and three summary boxd$he three summary boxfscus on(1) theimplications of ASEAN

and Regional Integration for SMeasuresand Technical Standar¢$2) human resources constraints in

the o areas of SPS and Technical Standards; and, (3) atskiok of progress since 2007.

Sanitary and PhytosanitarySPS)Measures

This thematic section is organizedanhree subsectionslhe first subsection reviews the nature and
scope of SPS mea®s in the context of international tradEhe second subection looks at the growing
importance of agriculture, fogpdnd forestry (AFF) exports for Cambodia and the SPS challenges they
must meet.The third section takes stock of the current statt®SPS system in Cambodia, including
how it is able to address the needs of the fast growing AFF export sectors.

WTO and Protection against TradeRelated Health Hazards

The WTO agreements provide members with binding disciplines aimed at promotiagjtchole. The
agreements allow countries to regulate trade in plants, animals, and foods to prevent the spread of
diseases and other health hazards and to protect human health, provided countries follow WTO principles
and, in particular, the Subsidiary Agement on the Application of Sanitary and Phytosanitary Measures,
generally referred to as the SPS Agreetfent

* The SPS Agreement is included in the Final Act of the Uruguay Round of Multilateral Trade Negotiations, signed in
Marrakesh on 15 April 1994ndis availablefrom the WTO website
http://www.wto.org/english/tratop_e/sps_e/spsagr_e.htm#fnt5
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SPS measures, as defined in the SPS Agreement, encompass virtually every measure that is related to
protection of consumers, animals andngaagainst pests, diseases, additives, contaminants, toxins and
disease causing organisms in food and {eed Box4.1.)

Box 4.1 Definition of SPS Measures
SPS measures include:

1 protecing human or animal life from risks arising from additives, enmihants, toxins or
diseasecausing organisms in their food;

1 protecing human life from plantor animalcarried diseases;

f protecing animal or plant life from pests, diseases, or diseassing organisms;

1 prevening or limiting other damage to a countinpm the entry, establishment or spread of pe

These measures include sanitary and phytosanitary measures taken to protect the health of fish a
fauna, as wehs of forests and wild flora.

Source: Understanding the WTO Agreement on SanitaryRimgtosanitary Measure§enevaWTO
1998. http://www.wto.org/english/tratop _e/sps_e/spsund_e.htm

The SPS Agreement containsgijnciplesto which SPS measures must comply; and (ii)
recommendations for harmonization with standards developed by international bodies such as Codex
Alimentarius, the International Plant Protection Convention (IPPC), and the International Organization
for Animal Health (OIE).However, countries are allod@¢o apply stricter requirements as long as these
measures are based on scientific justificati@ountries may also apply fewer and less stringent
standards.

In general SPS measures must comply with the following WTO principles:

1. Non-discrimination. Measures are applied equally to importers as well as domestic prodaters.
trading partners are subject to the same requirements.

2. Transparency. Information on SPS measures is easily accessiliiere are set procedures for
notification of new or amerei measures to the WTO. Each country must establish an SPS Enquiry
Point.

3. Minimal trade disruption. Measures are not more tradisruptive than required to achieve their
appropriate level of sanitary or phytosanitary protection.

4. Equivalence. There is mtual recognition among trading partners of different measures that achieve
the same level of protection.

5. Use of sciencédased measuresMeasures to protect plant, animal, and human health are based on
scientific principles with sufficient scientific evidee. Generally, this requires the assessment of
risks involved and the definition of the level of risk that is acceptable.

6. Regionalization within countries. This principle recognizes the possibility of diseasepest
affected countries having disease pestfree areas or regions and allowing exports from such
diseaseor pestfree areas or regions.
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These principlesre intended tavoid that SPS measuraeused for protectionist purposes andensure
theyare not unnecessarily restrictingtraden parti cul ar the principle on
a legal foundation for trade facilitation measures under theV8RS framework.

—

These and other WTO principles are usedB¥AN and GMS Greater Mekong SuRegior) countries
as the basis fdrarmonization and economic integratiith the stated objectivimat countries in the
region are progressively implementing similar SPS measufbee. WTO SPS Agreement provile
disciplines for measures that apply to importémplementation of thoseigtiplines bytrading partners
should lead to less disguised protection and gregieortunitiesor trade.

Designing and implementing SPS measwaretechnically complicated and expensp®cesses Many
countries tend to give higher priority to pnoting exports than to protection of heal®ince their
exports face SPS import requirements in other countries the preoccupation often is with SPS management
capaciy that can be used for gaining and maintaining market access for specific produetsfio sp
countries, sacalled producimarket combinationsWhile there is scope for targetir8PS measures
linked tomarket access for specific produmairket combinations, it is important to outline a number of
critical limitations. Many resourceseededor SPS import controls and for obtaining export market
accesare the sameWithout such basicesourcesimports cannot be controlled effectivedpd market
access cannot be promotedapaciy for different products, pestand diseasdsas much in comon,
while SPS import requirements differ much between countries and prodagp&rtantly, requirements
are evolving all the time.

AFF Exports from Cambodia

The Growing Importance of AFF Exports for Cambodli As di scussed in Chapter 1
foreign trade statistics understate actual volume because of large unrecorded exports and imports in
agriculture, food, and forestry (AFF) products, especially with Thailand and Vietnam which are the two

main destinations for unrecorded trade. Chapteptiges an estimate for 2011 unrecorded exports of

four agricultural commaodities (rice, cassava, corn and soybeans) ranging between $575 million and $1.2
billion. The data in Chapter 1 are based on estimates of exportable surplus.

Mirror trade datareuseal oftento compensate for more limited data at the country ledelvever,
experts suggest that the booruitrecorded exports afice, cassava, rubber, cowor other AFF
commoditieghathas taken place over the past five yeaaynotbe wellreflectel in the Thai or
Viethamese mirror trade daaa of yet.

The data shown in tables 4.1 and 4.2 are based on available mirror dagaioodia, Lao PDRand

Myanmar. Like data available from national government bodies, mirror data have their own lmsitatio
leading possibly to either undearr overestimation. Notwithstanding their limitations, the data are useful
indicators of AFF trade flows within GMS and changes that have taken place in Cambodia over the past
ten years or so.

Table 4.1 suggeststhédta mbodi adés AFF sector is strmB0dly inter w
nearly 70 percent AFF exportfrom Cambodig$549 million out of $796 millionyvas destined tthree
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GMS countrie§ Thailand, Vietnam, and Chirtaand approximately 85 peantofCa mbodi a 6 s
imports $840 million out of $979 million) came from three GMS countfidhailand, Vietnam and
China.

In 2011, about half of all AFF exports to other GMS countries (US$ 10.2 billion) were from Thailand,
nearly US$ 4.5 billion from Vielam, and US$ 3.6 billion from China.

Table 4.1: Estimates of GMS Exports and Imports of AFF ProductsUS$ millions, 2011
A. Exports of Agriculture, Food, and Forestry Products (AFF) 2011
To| Cambodig Ching Lao PDR Myanmal Thailang Vietham| GMS| OECD| Others Total
From
Cambodia - 103 - - 52 393 549 157 90 796
China 18 - 3 59 1,586 1,93¢ 3,602 29,89¢ 19,654 53,15¢
Lao PDR - 285 - - 110 343 739 101 4 843
Myanmar - 539 - - 139 80 757 244  1,75€ 2,76C
Thailand 637 8,071 394 390 - 714 10,2(05| 19,904 13,974 44,08(
Vietnam 185 4,02% 20 3 259 -l 4,497 9,18§ 7,705 21,38%F
Total
GMS 840 13,024 416 452 2,147 3,46€ 20,34% 59,49] 43,184 123,014
B. Imports of Agriculture, Food, and Forestry Products (AFF) 2011

From| Cambodic Ching LaoPDR| Myanmai Thailand Vietham| GMS| OECD| Others Total
By
Cambodia - 18 - - 637 185 840 81 58 979
China 103 285 539 7,947 2,387 11,26] 35,74f 37,89€ 84,90%
Lao PDR - 3 - - 394 20 416 9 2 427
Myanmar - 59 - - 390 3 452 97 273 822
Thailand 52| 1,01¢ 110 139 - 298 1,617 4,104 4,70¢ 10,42%
Vietnam 393 493 343 80 589 -l 1,89 3,192 4,060 9,15C
Total 549
GMS 1,591 739 757 9,957 2,897 16,484 43,234 46,98¢ 106,707
Source GMS SPS Project Preparatory Technical Assistance
Note: For Cambodia, Lao PDR, ahdyanmar, data based on mirror export and import statistics from trading
partners obtained through World Integrated Trade Solution (WITS) @omtrade

Table 4.2, also based on mir r omports dndexpodsthavedse,
growing rapidly. On the basis of mirror statistics, totsfF exportsgrewnearly terfolded from US$ 77
million in 2001 to US$ 796 million in 2011Main growth was in cereals, vegetables and fruit (includes
dried cassava and cashew), oil seeds, nuaabe wood and wood product$otal recorded AFF imports
grew from US$135 million in 2001 to US$ 979 million in 2011 in response to increased income and
diversified demand.
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Table 4.2: Estimates of AFF Product Exports and Imports by Cambodia based on iMor Data,

US$ thousand, 20012011

Imports Exports

2001 2009 2011 2001 2009 2011

Total AFF Products 134,601 603,322 979,078 77,433| 285,120] 796,233
Food & Live Animals 132,201] 601,069 973,339 23,033] 119,631 375,593
Live arimals except fish 214 46,526 52,109 1,869 8,968 12,143
Meat & preparations 387 2,346 26,750 0 393 28
Dairy products & eggs 16,726 48,943 73,128 1,868 3 0
Fish/shellfish/etc. 7,716 23,555 29,071 14,186 11,623 17,410
Cereals/cerdgreparation 22,403 61,714 106,353 1,175 22,660 138,478
Vegetables and fruit* 12,620 51,560 55,154 2,336 70,405 177,280
Sugar/sugar prep/honey 49,352 194,810 292,634 22 260 16,105
Coffee/tea/cocoa/spices 1,358 11,488 32,757 21 598 1501
Animal feedex un-milled cereals 1,501 59,287 121,400 19 1,316 12,621
Miscellaneous food products 19,924 100,838 183,984 1,537 3,405 26
Non-Food Products 2,400 2,253 5,739 54,400, 165,489 420,640
Oil seeds 311 658 2,010 233 23,323 5,617
Natural rubber 1,898 968 3,572 30,112 92,544 321,147
Wood and wood products 48 601 137 23,471 49,106 93,162
Nat. gum/resin/pharm. plants et 143 26 20 583 516 714

Source:ADB, GMS Action Plan, 2001ADB, GMS SPS proji preparation, 2009Project Preparatory Technical

AssistancéJpdate, 2011
Note:Based on
Solution (WITS) from COMTRADE.

mirror

export

and

i mport

* fresh and dried cassava aresdidied in SITC as vegetables and fruit

data of

Camb o ¢

Information provided elsewhere inishreport suggests that, while Cambodia is making progress in
exporting semprocessed and processed AFF products through official channels, much of its AFF exports
continue to éave the cautry unprocessed and informally. The two main destination$tzagand and

Vietnam. Acceptance of informal importga ithose two countrieis based in part on the facts tliat

phytosanitary risks of imports from Cambodia are considereteliiecause of similarity in ecosystem
(i) food safety and quality requirements for imgdrom Cambodia are lowiii) processingstorage and
logisticssystemsare better developed, and, (hgndling costs are generally significantly lower than in

Cambodia.

Priority AFF Export Sectors As part of its diversificatioefforts RGC is seeking to promote AFF

exports, especially in milled riceemiprocessedassavanaturalrubber,processedish, and processed

food.

Milled Rice: Milled rice isa much differentiated product characterized by different kinds of rice
(white rice, aromatic ricethery, varieties,and qualitiesby many markets with different tariffs,
preferences for qualiand SPS requirementsProfitability of the many produanarket combinations
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varies greatly with requirements and market conditioktspresent Cambodia produces a combination of
fragrant rice and nearomatic rice with exportable surplus in both.

SPS requirements for export of aromatic ric& bailand andwhite rice toVietnam are limited. In
principle,regulatoryrequirements, if any, can be taken care of by meatieghytosanitary certificates
issued by the General Directorate for Agriculture of the Ministry of AgricultM&RF/GDA) and Thai

and Vienhamese traders. However, requirements may differ much between low and high quality market
segments within these countries.

SPS requirements for ttieJ are more stringent arnidcludetesting forpesticide residues, aflatoxiand
salmonella, assuranoé absencef genetically modified organisms (GMO), fumigation (absence of
storage pestsand phytosanitary certificateRequirements of private buyers tend to give different

weight to particular parameters and GMP or HACGR tification of the millers Only GDA can issue
phytosanitary certificates and provide information about the pest and disease situation for rice in the
country, but private inspection companies take care of all other required testing and certifiiation.
intensity of testing (ashrelated cost) will depend on the risk of rympliance. In particular testing for

GMO is expensiveThe cost of testing could be reduced by effective (public sector) surveillance of GMO
and quality of pesticides, which reduces risk on-oompliance.Typically, testing is done in accredited
laboratories in Thailand/ietnam,or other country of choice of the private inspection company.

SPS requirements f@hina areevenmore demanding since they include traceabffitfthis involves
indication ofthe rice variety, the place of production, the packing harsistorage houseSmilar to

the EU, China requires phytosanitary certificates, fumigation, and based on general food safety
requirements testing will be necessary for pesticide residuetmxafiaand possibly GMOThis will

require RGC to register production areas, producers, seed (varieties used), mills, storage and transport, to
conduct surveillance of rice pests and diseases, and probably pesticides used in the production areas.
China equires services of the private China Certification and Inspection Company (CCIC), which is
related to the GenerAldministration of Quality Supervision, Inspection and Quarant@SIQ), the
Chinese public quarantine and inspection servi€&€IC provides services comparable to other private
inspection services but it has an exclusive gate keeper role for import into Cigh@.sends samples

for testing to Bangkok, HCMC, Hong Kongr China.

SPS requirements father countrieswill generally range kiveen those for Thailand adietnam and
the EU. The tasks for Government services @neegistration and surveillan@nd (i) compliance with
agreed protocolsRegistration and surveillance are technicatly very complicated but reqeigood
orgarization Surveillance can be costly due to the need for field surveys, testing and diagnostics.
Opportunitiedor charging farmers for surveillance sequaitelimited. If anything, they might
undermine the financial sustainability of the export suppbirt Export inspections and certification of
milled rice are conducted by Camcontrdhey are not required by importing countries but an internal

*SHACCP is a quality and safety management system

8 Traceability is a general requirement of market access agreements between Chin@liSdrieighbors Registration of
production and storage establishments usually includes GHP/GMP threshiokd&raft) protocol for milled rice exports
between China and Cambodia dated October 2010 has no explicit requirements on food safety testfog péRticides and
heavy metals as is the case for the protocol for cassava dated 13 December 2010.
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requirement in MOC to obtain a certificate of origfdince they are unlikely to have value added, they
erode profitability of formal exprts.

As of December 2012 reported exports of milled rice to China have been very liagiggdXimatel\20
tons per month) whereas exports to other countries have been growing signifittdathot clear yet
whether conplexity of the requirements or profitability is the main constraint for export to China.

Cassava Cassava is easy to grow on sandy uplaridsequires little or no fertilizer and
pesticides.Cassavdbecame a major crop in Northeast Thailand fromil®®@0s onward in response to
rapidly expanding transport infrastructure and external demand. As a result the cultivated land area grew
rapidly. In recent years production has spread rag@{yambodia, LagsandVietnamin response to
relatively high pries for cassava starch and the use of cassava to pettiaoel (to be mixed with
gasoline)and animal feed After harvesting, roots are chipped apteadon pads for drying in the sun
After light processingthe product is ready to be sold as pelletsps or flour. If the product is dried on
dirt pads it will get mixed witlsoil and create opportunities for mold contamination.

SPS requirements for exportThailand and Vietham hardly exist. In case of storage or export, traders
in these countrewill probably fumigate the producEPS requirements f@hina are much more
demandingandinclude traceability” Thisinvolves registration of production areas, producers,
surveillance of cassava pests and pesticides used in production areastioegigtcassava drying

factories and storage plants, phytosanitary certificates, fumigation, and probably testing of residues of
pesticides and heavy metals contaminants. China requires services of the same inspection company
(CCIC) as for rice. By Deceer 2012 CCIC had approved 20 companies for exp@stport volumes

to China aréncreasing steadily, which suggests that export to China is commercially attractive and
requirements not too difficultHowever, the Cambodian Government services will neegpend

resources tut in placehe requiredsurveillance and registration systen&PS requirements other
countries are likely to be limited as in the case of Thailand ¥iednam but fumigation and perhaps
phytosanitary certificates may be reqair As for milled rice, mandatory inspection and certification of
exports has naddedvalue from an SPS/TBT perspectivik only increases transaction coahdshould

be done away with.

Fisheries Products Most inland fisheries productse consumeih thedomestic marketsSome are

exported to Thai and Vietnameserkets with low requirements for quality and safety. Aquaculture
production is increasing but it is still mainly oriented towards similar low requirement markets. Large
parts of the cah of marine fisheries products is probably landed in Thaikeintietnam or sold at sea to

large vessels from Taiwaklong Kong,and a few other countriesA few largescale Cambodian fish

traders and processors export to Japan, Korea, Austratiagle USA. Howeversuchexports remain

limited and fluctuating because thielack ofaregularcatchsupply of suitable quality.Buyers in tlose
countries require that exporting plants meet standards of hygiene and GllsifRet access in tse
countriesappears to be much dependent on guidance from the importing companies. Only one company
in Cambodia has HACCP in place at presehtfew of the other companies reportedly come close to

47 Protocol on Phytosanitary Requirements for the Export of Tapioca from Cambodia tq €igimed 13 December 2010.
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HACCP standards but detwant to invest in upgrading and benchnmiagkbecause the markets not
requirethose If there would be interesting export opportunities they could quickly adopt HACCP.

The EU requirements for market access are more demanding than for other countries. They include not
only HACCP approvalsf processing plantgriortoexporb ut al so recognition of
competent authority (CA).The Fisheries Administration (&) is the designated CAHowever,

recognition as CA for export to the EU can only be obtaingtkif-iA has the capacityp control

traceability throughout the supply chain from catch or cultivation to expro2002 a team of EU

inspectors assessed the capacities of theaRdidentified gaps to beddressedLaboratory capacity in

the FiA and other laboratories (Cam@wl, ILCC, and Pasteur) includes tagf microbiology, but

exceptfor Camcontraldoesnotincludethe expensivéestingequipmenfor MRLs of heavy metals and
antibioticsthatwill most likely be required by the E¥®

Technically the EU requirementgeaclear They are the same as for other fish exporting countries in the
region, and systems, equipmeantd service providers are readily availablée two main challeges for

the Government are (ip upgrade the organization and skills of the FiA éidand to sustain

organization and skills in part through appropriatedingto cove the significant costs of operating a

CA. The main other constraint for export to demanding markets is the insufficient and erratic supply of
exportable product froroatch and aquacultureA successful export strategyll depend in part on the

ability of exporterdo generate sufficient supply of quality product through improved supply chain
organization.High regulatory costmay make supply téow demanding infomal markets more

conpetitive.

Apart from the question of access to the EU market, thitkbe a need to upgradsanitary standards in
Cambodiarfisheries in response to increased demand for quality and safety in all market segments
domestically ooverseas.

Processed Food: Requirements for food processing in demanding markets are straight forward:
application of HACCFbased quality management systerSgstems, equipmerdnd service providers
are readily available in the region. Most difficulty food processors aiming at demanding export
markets is to manage safe and secure supply chains of raw materials either through large scale production
or systems of contract farmin@.he role of Government is more to mitigate bottlenecks in the investment
climate than direct interventiorit should keep the regulatory burden low, including informal payments,
and it should focus on relevant public goods such as surveillance of the quality and safety of pesticides,
veterinary drugs and growth enhancers mniarket. Testing of residue levels and contaminants in
exported food can generally be left to the food processors and their customers.

Rubber: Rubber products generally face no SPS requirements and market access problems
(except for fumigation of waten cratesised to export natural rubbedmportant for profitability of
rubber export is product quality which will be discussed imind main thematic sectidocusing on
Technical Standardsyet, there is a role for the public sector in contrgjlthe risk of entry and spread of

48 Camcontrohastheappropriateequpment for testing MRLs but lacks experiendéwus far, it hasiot receivel samples for
using HPLC, GraphiteurnaceAAS, and GCMS.
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pests and diseases on rubber trédss risk management requires control on imports of planting material
andpest surveillance in the field.

Other AFF Export Products Other AFF exports that could lead to signifitexport might include corn,
soybeanfruits, vegetablesand cashew.

Corn: In recent years, corn production for grain has increased significantly in Laos and
Cambodia in response to relatively high international pricegsswingdemand in the GMSegion,
mainly for animal feed productionThis has happened largely through expansion of cultivated areas.
Corncultivationgenerally requires fertilizer and pesticidéslatoxin contamination can be a problem
for product harvested under humid coiadis, which should be mitigated by proper ploatvest practice
and use of dryersOn-farm shelling can result in soil and other foreign matedataminatiorwith the
product. Exports can go to neighboring ThailandWetnamas well as to China andhar overseas
markets. As in the case of milled rice and cassawaent capacytfor milling, storage and production in
Cambodias limited and logistics and handling costs relatively high compared to Thailandiatmeém.

SPS requirementsr export b Thailand and Vietham arelimited, or moderate at most, and may include
phytosanitarycertificates andpccasionallytesting of pesticides residues and aflatdRinSPS
requirements of export of corn @hina have not benincluded in a bilateral prototas ofyet They

will include most likely traceabilityequirementsimilar tothose fommilled rice and cassava, as
evidenced from aomparablanarket access agreement for corn between China and Lao PDR.
Traceability requiregegistration of productio areas, producerandseed varieties used, surveillance of
maize pests and pesticides used in production areas, registration and GHP/GMP requirements for shelling
plants, drying facilities, storage and transport, phytosanitary certificates, fumigatibprabably regular
testing of pesticide residues, aflatoxamd possit® other contaminants. It is possible that drying plants
will be required to prevent mold and mycotoxins. Most likely, CCIC will provide the same services as
for milled rice and caswa. CambodiarGovernment services will be required to do the relevant
surveillance of pests and diseases and quality of pesticidegilabdarthe cost for thisincluding testing

of pesticides quality SPS requirements to other overseas marketsamtielikely somewhere between
those for Thailand andietnamandthose for China.

Other Crops: For crops that are currently exported, priority for Governrshotld be on
collecing information on pests and diseases through conducting pest sunedtanell as ensuring
safety and quality of pesticides in the market asdsed by growers through market surveillance.
Compliance with food safety requirements should primarily be left to the exporters

The SPSSystem in Cambodia

Sincebothcapaciy and coss of SPS management contribute to the competitgsof formal and
informal supply chains, an important question is wiggé ofefficient SPS system could contribute to

“9|n years of surplus and low prices there may be political resentment to imports by farming communities in theseasountries
was the case with corn exports from Lao PDR to Thailand a few years ago and import constraints may be tightened.eSo it will b
important to diversify export markets.
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enhancing production and formal exart sectordargeted by RGCRGC is é&so committed to comply
with its WTO commitments and similar commitments under ASEAN.

The scope and sophisticationaf SPS systemiffer with the size of a country, its level of economic
development, product mix, productarket combinationgnd geopdlical location. Yet, crucial elements
of an effective SPS system are basically the same for all cowsrabsscribed in Box 4.2.

Box 4.2 An Effective SPS System

At a minimum, a effective SPS systemcludesthe following elements:

=

A legal and regiatory framework in plagemplementedand compant with WTO principles

2. A suitable number of SPS standards and technical regulations ingdaggiant with international
principles and usabléor conformity assessment and enforcement

3. Information on fod safety plant health (pest) and animal health (diseas@sjlable to international
bodies and trading partners and allows risk analysis

4, Capacity to respond to emergencies and outbreaks

Risk-based import controls place

6. Systems of quality assuranard risk management adopted that camipdementedoy the private

sector, such as Good Agricultural Practice (GAP), Good Hygiene Practice (GHP), Good

Manufacturing Practice (GMP), Hazard Analysis and Critical Control Points (HACCP)

Systems of conformitpssessment and certification in place

Access taconformity testing and diagnostics that meets international requirements for recogniti

. Effective coordination across stakeholders with SPS mandates

0. Capacity to engage effectively in market access negottatvith trading partners

o

Notes:

a. Phytosanitary and veterinary certification can only be done by governMest.other tasks can be
left to service providersService providers for inspection, conformity assessment, diagnostics, and
certificationneed not be in the country, but there is a need for legal recognitsutiofvork.
Accordingly, Government should provid®mmeoversight, which implies that its staff needs to have bz
skills in performing these functions.

b. tems 26, 7,and8 include SPS and TBT issues.

Legal Framework A robustlegal framework is the most important factor for compliance with
international commitments, cesffective implementation of SPS measures and good governance.
Cambodia has made progress in developingal leamework for guidingnimal and plant healtaPS
management.
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The main pieces of legislation are:

1 Law on the Managemeénf Pesticides and Fertilizepgomulgated in 2012

Law on Fisheries promulgated in 2006

9 Draft Lawon Animal Health and Producticsubmitted for Guncil of Ministersconsideratiorin
2012

1 SubDecree on Phytosanitary Inspection promulgated in 2003

91 Draft Law on Phytosanitary Measures under preparatiohargeted for submission to the National
Assembly in 2013.

9 Draft Law on Agriculural Product Quality and Safetgrgeted for 2013.

=

MAFF has primary mandate for implemig these laws.A remaining challenge is to prepare the many
Anukret (subdecrees) and Prakas (Regulations) needed for implementation.

The responsibility fordod safety is sharedmongsix ministries (MEF, MC, MoH, MAFF, MIME, and

MoT) andstill lacks amodern legislation comparablettmose adopted byther ASEAN countriesSome
progress has been made by clarifying existing mandates mdgpectiveMinistriesthrough the Inter
Ministerial Prakas (No. UATH.BRK 868, 22 October 2010)T¢ne Implementation and Institutional
Arrangements of Food Safety Based on the Farm to Table Apptbadowever, the Prakasimply
clarifiesthe mandates of the Ministriésit doe not changéhe body ofexistingfood safety legislation.

Since its adoption, littléurtheraction has been taken to start modifying the existing legal framework and
adding missing mandatesn comparison to other countries in the region, especialljH\h@s missing

legal mandates in food safety.

With support from ADBMoH isformulating a national food safety polieyd prepare®rakas 1202
(October 24, 20120n Modalities and Requirements for the Issuance of Mandatory Hygiene Certificate
for Restavants and Catering Establishmeras well afrakas 130®n Modalities and Guidelines for

the Issuance of the Voluntary Certificate of Good Hygiene Practice for Restaurants and Catering
Establishments

The overall quality of the SPS legal framework dessaiftention Thus far, égislation hasftenbeen
developed in aad-hocmannerandthere is a lack of a comprehensagsessment of gaps, consistency
across legislationgerminology used, and compliance with WTO principles and ASEAN
recommendationsBecausehe preparation ofawsis difficult and requires much tim#é)e tendency it
manageat the ministerial level througiegulationgPrakas) that should be governed by or, at least
defined in primary (law) or seadary level (sultlecree) legl texts Conversely, whenever a law has

% The use of the farsto-table approach as the fgfor institutional delineation wagroposed in 2006 by the MUTRAP and
FAO/NZ food safety projest See, Digb¥sascagne Efficient and Effective Food Safety Arrangements for Camb@&diaom
Penh: MUTRAP2006a Digby Gascagne Revitalizing and Strengthening Import and Domestic Food IriggePrograms in
CambodiaPhnom Penh: MUTRAR2006b; Bourgeois Improving Food Safety and Management in Cambodia, Lao PDR, and
Vietnam Phnom Penh: FAC006

51 Missing mandates are listed in Table 1 of F4® Action Plan tdmprove SPS Capacity in Caodia STDFReport 246
Geneva201Q
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been adopted, suitecrees and regulations are often lackingrjplementiaws>? The November
2011TradePolicy Review (TPR)organized by th®/TO points tomanyoutstandingssues of compliance
and legal quality® In respmse tothe TPR the Council of Ministeradopted in 2012raupdatedvork
program on complying with WTO requirements and related idsuéke period20122015>* This is a
follow up to a much larger work program adopted in 2004. The-2018 prograntontans a list of 84
actionsincludingseveral in the SPS TBT area.

StandardSetting There is a backlog in standasdttingfor SPS measures (sakso thediscussion under
Technical Standardsirther belowy. Thereare virtually no national standards &afety of food and feed.

In particular national maximum residue limits (MRLSs) for pesticides, veterinary dandother
contaminants in food are missinghis means that inspectorates and testing laboratories are operating
without a proper regulatorydmework for conformity assessmemitlthough Cambodidas agreed with
ASEAN recommendations in this area, ASEAN standards have no legal recognition in Cambodia as of
yet.

In the absence of national standards, MAFF has added MRLs for 42 pesticidegpjpeadix to the
Ministerial Proclamation On Good Agricultural Practices for Fresh Fruit and VegetaMés-F
Ministerial Declaration #099 dated 10 March 20&6) MoH included Codex Standards in the Annex to
the aforementioned Prakas 13§®verningvoluntary GHP/GMP certification grading of restaurants.
The MAFF draftLaw on Agricultural Product Quality and Safesyalso an attempt to fill the gap of
missing legislation on food safety at the primary and primary processing Tvielscattered adoptioof
standards at ministerial level is Hstlegal practice.The National Codex Committee is now
considering a sublecree for establishing national MRLs on food.

Information for Market Access Under theWTO-SPS Agreementrading partners have thigit, to ask

for information on animal diseasgdant pestsand the food safety situation based on international
standards to support decisions on market accHss.country does not have sufficient surveillaasef

yet to provide such informationThis also means that sanitary and phytosanitary certificates for export
may be based on insufficient informatiohe establishment of surveillance systems is being planned.
However, the scope and quality of this wewidl needto be strengthened by opéional funding a well
asadoption of MRLs and other SPS standards from Codex Alimentarius, IPPC, and OIE.

The number of phytosanitary certificates issued has increased dramatically from 640 in 2010 to 1679 in
2011 and 7000 during the first 11 month261.2. This reflects rapid production growth and the need for
certificates to export to neighboring countrieshe Governmeris trying to accommodate the need for

52 For illustration: Developed countries may havéBmajor laws for SPS and TBT. They will have a larger number of pieces of
secondary level legislation and a much larger number of regulations for implementatigeti#dr there may be hundreds. For
developing countries like Cambodia the number of laws will be about the same, and a couple of dozens of pieces of secondary
and tertiary legislation.

3 See theSecretariat and Government reports prepared for the Narezii1 Trade Policy Revieat
https://docs.wto.org/dol2fe/Pages/FE_Search/FE_S_S006.aspx?Query=(%20@ Symbol=%20wt/tpr*%200r%20press/tprb/*%20)
%20and%20(%20@Title=%20cambodia%20)&L anguage=ENGLISH&Context=FomerScriptedSearch&languageUIChanged=tru
e#

54 Office of the Council of MinistersNork Program ofhe Royal Government of Cambodia on WTO Requirements and Related
Issues (20122015) Phnom Penh2012.
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https://docs.wto.org/dol2fe/Pages/FE_Search/FE_S_S006.aspx?Query=(%20@Symbol=%20wt/tpr*%20or%20press/tprb/*%20)%20and%20(%20@Title=%20cambodia%20)&Language=ENGLISH&Context=FomerScriptedSearch&languageUIChanged=true
https://docs.wto.org/dol2fe/Pages/FE_Search/FE_S_S006.aspx?Query=(%20@Symbol=%20wt/tpr*%20or%20press/tprb/*%20)%20and%20(%20@Title=%20cambodia%20)&Language=ENGLISH&Context=FomerScriptedSearch&languageUIChanged=true
https://docs.wto.org/dol2fe/Pages/FE_Search/FE_S_S006.aspx?Query=(%20@Symbol=%20wt/tpr*%20or%20press/tprb/*%20)%20and%20(%20@Title=%20cambodia%20)&Language=ENGLISH&Context=FomerScriptedSearch&languageUIChanged=true




