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BACKGROUND

In November 2001, Cambodia validated its first Diagnostic Trade Integration Strategy (DTIS.) DTIS
2001 was prepared with funding support from the Integrated Framework program (IF.) Cambodia had
been selected by the IF as one of three pilot countries for this innovative program launched by six
multilateral agencies — the International 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, Cambodia’s Prime Minister launched the country’s second DTIS, Cambodia Trade
Integration Strategy 2007 (CTIS 2007.) CTIS 2007 benefited from combined funding support from the
original IF program and the UNDP as well as technical contributions from the EU, G1Z, IFC, the IMF,
ITC, UNCTAD, and the World Bank. Back then, Cambodia was the first country to update its initial
DTIS under the Enhanced Integrated Framework (EIF), the successor to the IF program.

Cambodia Trade Integration Strategy 2014-2018 (CTIS 2014-2018) is the country’s third generation
DTIS. Once again, Cambodia’s leadership among EIF countries is in display. Cambodia is the first EIF
country to update its original DTIS for a second time. CTIS 2014-2018 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 in Cambodia has changed
significantly. This reflects Cambodia’s growing capacity to manage its Aid-for-Trade process. The first
DTIS was largely agency-driven, 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 2014-2018
is a fully Government-led and Government-owned process.

Under the leadership and guidance from the current and previous Senior Ministers, Ministers of
Commerce, and with strong operational support from and management by key senior officials in
theMinistry, the team assembled to prepare CTIS 2014-2018 benefited also from the technical inputs from
the Inter-Ministerial Committee for Updating the Cambodia Trade Integration Strategy 2013-2018. The
Inter-Ministerial Committee was established through a Prakas and includes senior officials from the
Ministries of Commerce, Economy and Finance, Health, Tourism, Planning, Industry and Handicraft,
Mines and Energy, Agriculture, Forestry and Fisheries, Rural Development, Women Affairs, Labor and
Vocational Training, Public Works and Transport, Education, Youth and Sports, as well as the Council of
Ministers, the Council for the Development of Cambodia, and the Royal School of Administration.
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.

This Full Report and itsaccompanying Trade SWAp Roadmap 2014-2018 benefited from extensive
comments received from Cambodian Government officials, Private Sector stakeholders, Development
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Partners, as well as members of the EIF Board and EIF Executive Secretariat on earlier drafts. In
addition, the draft Report and Roadmap went through an intensive validation process in November 2013
spanning a period of ten days. The validation process included(1) a meeting of the Inter-Ministerial
Committee for Updating the Cambodia Trade Integration Strategy 2013-2018 on November 5, 2013
chaired by H.E. SUN Chanthol, Senior Minister, Minister of Commerce, followed by (2) ten Focus Group
meetings during which Government officials, private sector representatives, and development partners
with an in-depth knowledge of selected issues and/or sectors were invited to review, comment, and
propose clarifications or modifications in the draft Roadmap. Typically, each Focus Group meeting
discussed Actions proposed inbetween one to three Outcomes of the Roadmap, based on theiraffinity.

This final Full Report and the Trade SWAp Roadmap 2014-2018 were endorsed by the Sub-Steering
Committee on Trade and Trade Related Investment chaired by the Senior Minister in January 2014. The
Executive Summary and the 20 Strategic Outcomes used to organize the study were endorsed by the Sub-
Steering Committee on Trade and Trade-Related Investment earlier in May 2013. Thereafter, the
Ministry of Commerce worked closely with the Ministry of Planning and SNEC to ensure those 20
outcomes would be mainstreamed in the new NSDP-1V and Rectangular Strategy-111 of the new
Government.
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Introduction

EXPORT COMPETITIVENESS AND HUMAN DEVELOPMENT

Cambodia has been quite successful heretofore in integrating the global economy through trade and
investment. Progress since the mid-2000s is significant. But world markets are ever changing with new
competitors continuously emerging to challenge Cambodia’s export sectors. The challenge for the
country and its leading export sectors is to respond to change by strengthening the competitiveness of
established sectors while nurturing new ones.

Trade sector competitiveness is critical to growth, and, in turn, to the creation of new and better jobs as
well as income which are requirements for poverty-reduction. Yet, connecting trade expansion to
poverty-reduction, gender equality, and greater inclusiveness remains a challenge. With rapid growth in
export-oriented 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
creation on a more geographically-widespread basis. However, working and living conditions associated
with many export-related jobs need improvement. The potential negative impact of some export
production on the physical environment needs greater attention. And, possibly, raising skills of the work
force will be the country’s greatest challenges going forward if it is to succeed in using trade expansion as
a means to create better jobs, with higher skills that generate greater income.

Export Competitiveness

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 labor productivity
Increasing domestic value added

Cambodia’s market access has evolved significantly in recent years. Favorable changes in the rules of
origin governing the EU’s EBA program, the benefits from a number of Duty-Free Quota-Free (DFQF)
programs, together with the implementation of free trade agreements with ASEAN Dialogue Partners,
have triggered sharp increases in Cambodia’s exports—including, but not exclusively, in its exports of
garments. Together with a relatively favorable business environment and low labor costs, this improved
market access is one of the primary forces driving the significant expansion of investment in
manufacturing. Market access is also beginning to evolve as regards agricultural products. Reliance on
neighboring countries as markets and as intermediaries for export of unprocessed, informal agricultural
products is starting to give way to direct, formal exports to final markets where, generally, Cambodia
enjoys duty-free access. This process is still at a very early stage and its continuation will depend, among
other things, on Cambodia’s being able to meet the SPS and technical standards of importing countries.
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For both manufactured and agricultural goods, the rapidly growing economies of Asia and “emerging”
markets hold great promise in the years ahead.

e Exports of goods and services — recorded and informal — are estimated to have increased 65
percent between 2007-2011, from $4.945 billion to $8.155 billion

e US share of Cambodian exports declined from 55 to 35 percent during the period, as EU, ASEAN
Dialogue Partners, Thailand, Vietnam, and other destinations became more important

e Eighty percent of Cambodia’s growth in recorded goods exports since 2007 has been targeted to
markets offering preferential access

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

A strong business environment for trade has a number of attributes. A legal and regulatory framework
that is predictable and based on international norms is a central element. A favorable investment
environment as well as trade facilitation and logistics are other key determinants of competitiveness.
Trade facilitation and trade logistics will be particularly important for the development of exports such as
high-end garments or intermediate inputs into a production chain, where “turn-around” or delivery
deadlines are critical. Much work has been done in Cambodia in many of these areas over the past ten
years, but more remains to be done.

e Trade facilitation costs for exports and imports are 136 percent the ASEAN-6 average. Average
release time of cargo is 24 days compared to 16 days for ASEAN-6 average.

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

e Notwithstanding significant improvements in road infrastructure since the late 2000s, much
remains to be done to improve the effectiveness of transport logistics in Cambodia as well as
within the sub-region, both in term of investment in physical infrastructure and in term of
reducing non-tariff measures, again with the view of reducing those important costs of doing
business

Total factor productivity and labor 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 more advanced
technology. The use of such equipment, in turn, requires higher skill levels. There is a concern that weak
mid-level and higher skills required for more sophisticated production processes in Cambodiais holding
back productivity gains and investment that could lead to higher value added. There is also mounting
concern that, without sufficient increases in productivity, the pressure for higher wages may erode
competitiveness. Increased skills that allow Cambodians to perform tasks presently performed by foreign
personnel will reduce 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 present and prospective work place.

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

e Many young people graduate from primary, secondary, or even tertiary education with weak
“foundation” soft skills (e.g. literacy and numeracy, communications, problem solving, team
work, etc.) Foundation soft skills are critical to life-long-learning and future retraining in the
work place

m Cambodia CTIS 2014-2018 Full Report



Cambodia’s higher education institutions have grown quite rapidly over the past ten years or so
leading to a rapid rise in university graduates. However, university curriculums remain quite
disconnected from skills needed in the market place and quality of education is often weak
Cambodia lacks a transparent labor market information system to help educators and labor
market entrants understand where the demand is, what the skill requirements are, and how to
assist employers in identifying where potential new workers can be found

Cambodia’s main manufacturingexports —garments, shoes, and bicycles—operate almost exclusively
within global value chains by assembling imported materials and parts into finished products that are then
exported. Cambodia’s agricultural exports mainly take the form of unprocessed agricultural products. In
both cases the value added in Cambodia is usually a small fraction of the value of the finished consumer
product. In both cases, Cambodia needs to exploit the possibilities for adding additional value in
Cambodia. In the case of agriculture, this entails undertaking processing of farm-gate output — as is
already underway in the case of rice. In the case of garments, shoes, and bicycles attention needs to be
given to the production, in Cambodia, of inputs presently imported.

Creating supply linkages between Cambodian SMEs and export firms is important and should be
fostered. Foreign direct investment in the production of domestic inputs also needs to be
encouraged. Export industries should become hubs around which a network of domestic
production develops. What is true of manufacturing exports is also true of the tourism sector
where opportunities for stronger linkages to domestic suppliers should also be encouraged.
Cambodian exporters can and should seek to move into products requiring higher value
operations in Cambodiabut 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
Efforts to attract new investors should include targeting areas where favorable rules of origin
offer a unique advantage for Cambodia to strengthen its foothold in global value chains
Consistent quality is critical to long term competitiveness of firms. Uneven quality of inputs or
uneven quality in the production process will undermine a value chain’s competitiveness. For
example, rice millers/exporters are finding it challenging to ensure sustained quality of their
export product. Producers of high value silk products must learn how to better control the quality
of imported yarn.

In SPS-sensitive sectors (rice, cassava, corn, soy beans, hospitality sector, processed food,
fisheries) there is a need for producers to bring their facilities up to standards that meet
international requirements. Government must also play its part by putting in place the
surveillance and enforcement systems required to control plant pests and animal diseases, monitor
the use of pesticides, or control safety food and products in consumer markets.

Financial backstopping of export-oriented investors through dedicated programs or specialized
financial institutions is an area that has received attention from the Government, including in the
context of the July 2010 Policy Paper on the Promotion of Paddy Production and Rice Export.
Nevertheless, additional attention will be required in the coming years.

The positive experience of the Policy Paper on the Promotion of Paddy Production and Rice
Exportshould be replicated to other sectors (agricultural, manufacturing, or otherwise) that would
benefit from explicit policy guidance
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Sustainable Human Development and Export Growth

While critical in determining Cambodia’s future success in graduating from an LDC to a middle-income
economy, export competitiveness cannot be viewed alone. Export competitiveness must also be reviewed
against improvement in Cambodians’ standard of living and sustainable human development. Table 0.1
summarizes a number of sustainable human development measures collected 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 progress in this area, the
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:

e Employment growth opportunities

e Quality of jobs, working and living conditions

e Geographical diffusion of the benefits of growth
e Environmental impacts

Employment Growth Opportunities

In the face of 300,000 to 400,000 youths projected to enter the labor market each year over the next
decade, Cambodia’s biggest human development challenge, by far, is job creation. Indeed, this has
become a major, if not the top priority of 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
coming five years. Together they should be adding new jobs in the tens of thousands each year, hence
contribute greatly to addressing the job creation challenge.!

In manufacturing sectors — garments, footwear, and light manufacturing assembly — as well as in tourism,
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. As argued in the report,
strong domestic supplier clusters should emerge to provide specific inputs to a few of those sectors
provided the right policies and incentives are in place.

In agricultural commodity semi-processing or processing sectors — such as milled rice, semi-processed
cassava, fisheries products, processed food, or rubber — the most significant job impact will continue to be
overwhelmingly on those who produce the raw inputs: the rice and cassava farmers, the fisher-men and —
women, the rubber plantation workers, etc. Still,as these sectors take off, the 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
how many jobs it may create as much as its contribution to the “cultural image” of Cambodia, a hard-to-
measure asset but nevertheless critical to the promotion of tourism and Cambodia’s global image.

1Growth rates, of course, are a function of the initial baseline in each sector and will be slower in larger, established sectors such
as garments and tourism even though large numbers of jobs will be created in those.
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Quality of Jobs, Working and Living Conditions

As pointed out 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 interactions among many different variables, influenced, in
no small part, but not exclusively, by Government policy, the availability of “public goods”, as well as
access to good income.

This report does not analyze the broader societal impact of recent growth on the livelihood 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 a ppp-basis (purchasing power parity), average per
capita income of Cambodians grew from approximately $1,000 in 2000 to $2,500 in 2012 — a very
significant progress indeed.? 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 the ten sectors. 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 where employers are concerned that wage increases
might be running ahead of productivity — an unsustainable situation over the long run — in general it
appears that rising wages in manufacturing have been accompanied also by productivity gains. Clearly in
some of 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 by yield-per-hectare. In
general, monthly income in sectors others than garments 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
cannot be bridged.

International monitoring of many manufacturers under the Better Factories Cambodia (BFC) program
remains a significant competitive advantage for Cambodia-based exporters in garments and footwear.
Nevertheless, there is some recent evidence that further improvements might be needed in the safety of
manufacturing facilities and production line (including building safety) and in the cleanliness of factories.
This is an important issue that deserves Cambodia’s attention, especially in light of negative
developments over the past couple of 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 potable water) tends
to deteriorate for many rural workers moving to large urban centers where good living conditions are
harder to come by and more expensive. However, this does not always apply to workers taking
employment in SEZs where employers might provide their own, reasonably good shelter conditions.

World Economic Forum, The Global Competitiveness Report 2013-2014, Davos: WEF, 2013, p.144
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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 (occupational) skills and foundation soft skills. This deficit
or “gap” is 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 present a
serious challenge to Cambodia’s continued competitiveness. Whereas this challenge may have been less
of an issue in the past when the focus of export growth was based on a purely low-skill-low-wage factor
combination, it must now be addressed head-on by Government and the private sector if Cambodia is to
remain an attractive location for new investment and succeed in moving up the value chain in a number of
export sectors.

Lastly, an interesting finding is that, while export growth in agricultural sectors may tend to favor male
employment, women are the ones that have benefited most from growth in manufacturing exports and

tourism. Some of this balance may or may not change if Cambodia is able to move up the value chain

and develop higher-skilled sectors.

Geographical Diffusion of Export Growth

Compared to 2007, there is evidence that economic activity associated with export growth has begun to
diffuse away from Cambodia’s initial three growth poles — Phnom Penh, Siem Reap, and Sihanoukville.
In manufacturing, SEZs are beginning to attract factories close to the Thai and Vietnamese borders where
none were there before. If anything that development is likely to expand.

In tourism, development of beach-oriented tourism is beginning to spread away from Sihanoukvilleinto
the surrounding coastal provinces. Eco-tourism is getting a foothold in the country’s North-West and
Cardamom Mountains. These and other developments are pulling growth of the hospitality sector into
new provinces and regions. In agriculture-oriented sectors, the growing focus on export of semi-
processed agricultural commodities 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 benefiting from a significant amount of
remittances from those workers.

Together, these trends mean a more geographically diffused distribution of the benefits of export growth

throughout the country, through a more geographically widespread location of export-oriented facilities,
through income re-distribution via remittances, and through multiplier effects.
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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, Cambodia is in a 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
establishments), bio-fuel gasification to power rice mills and other processing sectors, photo-voltaic
panels to produce electricity in many different applications, or other sustainable technologies as well. So
far, Cambodia has been very timid in pushing for widespread implementation of these economically
profitable solutions. The fact that, for now, Electricité du Cambodge (EDC) does not purchase surplus
electricity from small producers is preempting the development of bio-fuel gasification generating
projects in sectors such as rice milling or cassava processing. The trend towards SEZs locating near the
Vietnamese 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 development
areas where much of the nation’s economic 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 possible negative impacts of some of the activities associated with various export
sectors. Fisheries processing, processed food, footwear and other sectors do need to focus on those
issues. Some operators point to the lack of clear environmental regulations as a negative factor on further
investment as investors are unable to assess fully the financial risks associated with new projects.

In sum, the analyses presented in several chapters and summarized here suggest that human development
progress that have been achieved as a result 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.

A Short Note on Data

Trade-related research in Cambodia remains somewhat constrained by limited detailed data. Chapter 1
analysis is based on data available from the General Department of Customs and Excise (GDCE), the
Ministry of Commerce (based on Certificates of Origin), and the National Bank of Cambodia (balance of
payments data.) The sector-specific chapters tend to use a mix of data including mirror trade data
available from Comtrade and TradeMap, selected data available from Line Ministries, business
associations, or other international sources such as the ASEAN Food Security Information System
(AFSIS.) The reader can safely assume that just about every source has its own strengths and
weaknesses. All efforts were made in this study to minimize inconsistencies across sources.
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Cambodia Trade SWAp’s Roadmap 2014-2018:
20 Strategic Outcomes

To address issues at the core of trade sector competitiveness, job and income creation, and sustainable
human developmentin the coming five years,Cambodia’s next Trade SWAp Roadmap will focus on 20
strategic outcomes. These address specific challenges at the market access and business environment
level, at the value chain level, at the labor market and skill level, as well as in the management and
deployment of technical assistance resources and focus on areas where reforms and institutional
development are needed.

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

The five Development Goals are not fundamentally different from the Goals defined in the first Trade
SWAp Roadmap derived from CTIS 2007. The 20 Outcomes include a number of “carry-overs” from the
earlier Roadmap that have been updated to account for progress accomplished since 2007 and to address
further needs. The list also includes some new Outcomes that reflect new priorities that have emerged in
recent years. The following table (Table 0.2) lists the five Goals and 20 Outcomes foreseen for 2014-
2018. They are organized along the lines of the three Pillars of the Government’s Trade SWAp.

This final Full Report and the Trade SWAp Roadmap 2014-2018 were endorsed by the Sub-Steering
Committee on Trade and Trade Related Investment chaired by the Senior Minister in January 2014. The
Executive Summary and the 20 Strategic Outcomes used to organize the study were endorsed by the Sub-
Steering Committee on Trade and Trade-Related Investment earlier in May 2013. Thereafter, the
Ministry of Commerce worked closely with the Ministry of Planning and SNEC to ensure those 20
outcomes would be mainstreamed in the new NSDP-1V and Rectangular Strategy-111 of the new
Government.
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Table 0.2: Development Impacts and Strategic Outcomes Trade SWAp 2014-2018

Development Impacts/Goals
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 diversification of
Cambodia’s export base
Impact/Goal 3 | 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 monitoring capacity 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 trade negotiations; enhances the transparency of
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 improved trade logistics
Outcome 4 Technical Standards and SPS Requirements: The capacity of Cambodian exporters to meet technical and
SPS requirements standards set by importers and importing countries increases
Outcome 5 Investment Environment for Exports: The environment for investment in the ten DTIS 2013 focus export
sectors is strengthened
Outcome 6 Intellectual Property Rights: A modern, trade-supportive intellectual property rights framework is
established, implemented, and enforced
Pillar Two
Outcome 7 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 export sector through targeting new
marketsand developing new market segments
Outcome 9 9A: SEZs: Cambodian SEZs increase their competitiveness and attract additional manufacturing investment
9B: Light Manufacturing Assembly: Cambodia emerges as a node in regional production networks
Outcome 10 Processed Food: Cambodia continues to grow and diversify its processed food sector through new export
markets, moving to higher value products, and expanding domestic inputs
Outcome 11 Fisheries Products: A sustainable fisheries sector sees Cambodian exports increase as a result of improved
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 for export of milled rice
Outcome 13 Cassava: Cambodia consolidates its exports of Cassava through direct exports to such countries as China and
Republic of Korea and lessens its dependency on exports of unprocessed tubers to Thailand and Vietnam
Outcome 14 Rubber: Cambodia progresses towards becoming a key producer and exporter of rubber
Outcome 15 Tourism: Cambodia progresses towards RGC’s 2020 target set for Tourism: 8 million foreign visitors
Outcome 16 High Value Silk Products: A small but growing number of Cambodian producers are able to design and
export high-value silk products
Pillar Three
Outcome 17 Skill Gap for Exports: RGC and Cambodian exporters meet the skill gap through the formal education
sector and increased public-private partnership to develop vocational/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: RGC’s ability to M&E Results of Trade SWAp is strengthened,
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 and
Government contributes to efficient public-private partnerships for trade development based on AfT
resources

m Cambodia CTIS 2014-2018 Full Report




Chapter 1

MARKET ACCESS AND CHANGES IN THE COMPOSITION AND
DESTINATION OF CAMBODIAN EXPORTS

Introduction

It is well known that Cambodia relies heavily 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 destinations 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 period 2007-2011.

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

2007 2011

$ millions | % Share | $ millions | % Share
Total Recorde_d Exports 4,509 100 7335 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 Goods; National Bank of Cambodia,Balance of Payment, for “services”
under “Total Recorded Exports”; Ministry of Tourism estimate for “Tourism”

In 2007, garments and tourism together made up 90 percent of Cambodia’s recorded exports of goods and
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 informal exports of Cambodia’s major agricultural products. And, as shown further
below, the importance of the United States as destination for Cambodia’s export of goods and services
has diminished noticeably over the period, falling from 45 percent in 2007 to 30 percent in 2011. Again,
these shares are lower if account is taken of Cambodia’s informal exports.

This chapter explores in more detail the changes that have occurred in Cambodia’s export products and
destinations and describes some of the factors that have shaped those changes.
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Services Exports

For many years services have been an important component of Cambodia’s export earnings. Services
exports declined in 2009, the year of international recession and crisis. All other years during the period
2007-2011 services exports showed strong growth. By 2011, service exports had reached $2.2 billion
(See table 1.2).

Table 1.2: Cambodia’s Services Exports, 2007 and 2011 ($ millions)

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 Cambodia, Balance of Payments Statistics Bulletin,
various issues

The most important component of services exports is Travel, which accounts for almost three quarters of
total services exports. Air transport also made a modest contribution to export earnings. All other
individual items of services exports were negligible. Services exports are thus largely synonymous with
tourism.

Tourism has been an established industry and significant foreign exchange earner for more than a decade.
International tourist arrivals passed the one million mark in 2004, and, with the exception of the crisis
years 2008-2009, have shown robust growth ever since. By 2007 tourist arrivals had reached more than
two million, and in 2011 stood at almost 2.9 million.* (See table 1.3).

Countries in the Asia-Pacific region accounted for over 60 percent of tourist arrivals in 2007, with South
Korea being the single largest source of visitors. The share of Asia-Pacific rose to over 70 percent in
2011, driven by the more than three-fold increase between 2007 and 2011 in visitors from Vietnam.
Indeed, Vietnam alone accounted for 56 percent of the total increase in visitors between 2007 and 2011,
and Cambodia’s threeneighbors, Lao PDR, Thailand, and Vietnam provided 69 percent of the total
growth in tourist arrivals during that period. In 2011 the three countries accounted for 30 percent of all
tourist arrivals. This outcome was achieved 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 tourist arrivals growing by
24 percent to reach 3.58 million. Arrivals from Lao PDR and Thailand rose sharply, and Cambodia’s
three neighboring countries accounted for one third of total tourist arrivals.

% An international tourist is defined by the Ministry of Tourism as “any foreign visitor to Cambodia who stays at least one night
for leisure, recreation, 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 countries reflects 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 particular Route 1, and enhanced
marketing efforts. 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 Mid-East 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 2007 and “Tourism
Statistics: Annual Report 2011
Note: All countries providing 100,000 or more visitors in 2011 appear individually in
the table.

The sharp shift toward arrivals from 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 during 2007-2011, the average expenditure 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 Tourism estimates that tourism receipts rose from $1.4 billion in 2007 to $1.9
billion in 2011.*

“Source: Ministry of Tourism, Tourism Statistics: Annual Report, Phnom Penh:MOT,2011
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Recorded Goods Exports: the Evolution of Cambodia’s Export Destinations®

Overview

Cambodia’s goods exports are highly dependent on the U.S. market, and are therefore vulnerable to shifts
in that market. This vulnerability was evident in 2009 and 2010, when garment exports to the United
States declined because of the recession in that country.’Reducing reliance on the U.S. market, and more
generally diversifying export destinations, has been an important policy goal. A specific 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.

Cambodia’s customs data show that the share of exports directed to the U.S. declined significantly
between 2007 and 2011, reaching about 40 percent in the latter year (See table 1.4). This change reflects
relatively weak growth in exports to the U.S. (exports in 2011 stood only 12 percent above their level in
2007), coupled with rapid growth in most other markets. Export growth to the EU was exceptionally
strong. Exports to the EU surged by more than $500 million between 2010 and 2011 alone, and the EU’s
share of Cambodian exports rose from 23 percent in 2007 to 30 percent in 2011. Other destinations were
also dynamic. The shares of exports to Canada, Japan, China and South Korea increased — in the latter
three countries from a low base. Small markets around the “periphery” of Cambodia’s normal export
destinations, such as Mexico and Russia, also registered very rapid export growth. The share of ASEAN
member countries in Cambodia’s exports also increased, but this was solely the result of the rapid
advance of exports to two of Cambodia’s neighbors — Thailand and Vietnam. Other ASEAN countries
were not a significant source of export expansion, accounting for a mere 2 percent of Cambodia’s exports
in both 2007 and 2011.

® This and the next main section of this chapter make use of a data analysis by Denis Audet, Cambodia’s Tariff Policy Stance and
Trade Performance, Phnom Penh: ADB, 2011, as well asadditional data analysis prepared by Mr. Audet specifically for this

study.
® See RGC,Report by Cambodia, (WT/TPR/G/253) Geneva: WTO, 2011. Presented to the WTO Trade Policy Review held
November 2011 in Geneva.
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Table 1.4: Cambodia’s Recorded Goods Export Destinations, 2007 and

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 Pacific * *
All other 3 6
Source: General Directorate of Customs and Excise (GDCE)
Note: “All Other” are mainly shipments to non-EU Europe and Latin America. A star (*)
indicates less than 1 percent.

The Role of Trade Preferences

Tariff preferences have played an important role in determining the growth of Cambodia’s exports during
the period under review. Cambodian exports enjoy duty-free market access under a variety of duty-free
quota-free programs that developed and some developing countries have put in place for Least Developed
Countries. In addition, they enjoy duty-free (or highly preferential) access within ASEAN and benefit
from the free trade agreements concluded with ASEAN dialogue partners.

The advantage that Cambodia enjoys because of duty free access depends on the height of MFN (i.e. non-
preferential) import duties in the importing country. For those products for which MFN duties are high,
the duty-free access provided by these preferential trading arrangements improves dramatically
Cambodia’s competitive position. In the E.U., for example, the average MFN duty on clothes is 12
percent, while the MFN duties on bicycles and shoes are 15 and 17 percent, respectively. These
magnitudes are large when compared to profit margins, and will increase significantly — in some cases
doubling — the profitability of producing for export in Cambodia, as compared with producing the same
goods for export in a country that does not enjoy duty-free privileges.” This, in turn, provides an
important incentive to invest and expand exports in those sectors.

Other preferential markets — for example Canada, China, Japan — also have relatively high MFN tariffs on
Cambodia’s main export products and, thus, provide a significant competitive advantage to Cambodia.

This section looks at the way trade flows have responded to these incentives during the period 2007-2011.

The United States: The largest of Cambodia’s export markets, the United States, does not provide
preferences for garments, Cambodia’s main export product. Consequently, almost all of Cambodia’s
exports to the U.S. pay the normal U.S. tariff rate.

" Cambodia still needs to compete head on, however, with other countries enjoying duty free access to the preferential markets.
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Cambodia’s garment exports to the U.S. were severely impacted by the international financial crisis and
recession in 2008-2010. Exports to the U.S. stagnated and then declined in 2008-2009, and did not
recover to their 2007 level until 2011, when they stood 12 percent higher. In all, goods exports to the U.S.
accounted for only 10 percent of the overall growth in Cambodian recorded goods exports between the
two years. Data for 2012 show a decline in the absolute value of Cambodia’s garment exports to the U.S.,
and, in December 2012, garment exports to the EU 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 duty-free entry to all Cambodian exports that meet the E.U origin
criteria. Moreover, in January 2011 the EU liberalized these criteria, so that a much larger range of goods

that could be produced in Cambodia became eligible for duty-free treatment.

The result was rapid growth in Cambodia’s exports to the EUas shown in Table 1.5.

Table 1.5:Cambodia’s Recorded Goods Exports to the European Union,

2007 and 2011

2007 2011
Total Goods Exports ($ millions) $664 $1,503
Of which: EBA (% share) 72 92
Garment Exports ($ millions) $559 $1,156
Of which: EBA (% share) 75 93
Source: GDCE and Ministry of Commerce, Bilateral Trade Department

As may be seen from the table, roughly three quarters of Cambodia’s exports to the EU benefitted from
duty-free entry in 2007. In the following years exports grew modestly during the crisis years, and then
jumped dramatically 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 origin. By 2011, more than 90
percent of Cambodia’s exports to the EU were under EBA. As shown in the table, the main 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 volumes. However, the new rules
of origin also created incentives to move production of more expensive items to Cambodia. The effect of
duty-free 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 qualify under the old rules of origin became eligible for duty-
free access under the new rules.

Canada:Goods exports to Canada more than doubled between 2007 and 2011. More than 80 percent of
this growth was accounted for by products entering Canada duty-free under its DFQF program. In 2011,
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more than 95 percent of the exports benefitting from duty-free entry were garments, the remainder being
textiles, footwear, and bicycles.

Selected Dialogue Partners:Goods exports to China, Japan, and South Korea combined made up only 1.5
percent of Cambodia’s recorded exports in 2007. Between 2007 and 2011, shipments to these destinations
grew rapidly, and accounted for 7 percent of Cambodia’s recorded goods exports in 2011.

In each of the three countries Cambodia has three different possible avenues for preferential market
access: GSP programs, DFQF programs, and the free trade agreement it has with each of the countries.
For Cambodia, the GSP programs were the least advantageous, and, in practice, no use was made of them.
The choice of DFQF or FTA market access and the role that access played in expanding exports differed
from country to country. See below, a detailed analysis of the way in which rules of origin shaped these
outcomes.

In the case of China, Cambodia’s duty-free exports were particularly dynamic, with their share rising
from 4 to almost 30 percent of total Cambodian recorded goods exports to China over the period 2008-
2011 (See Table 1.6). China’s DFQF program for LDCs was the main avenue for preferential access in
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 preferential trade during the period 2008-2011. Estimates for 2012 indicate a
further sharp jump in Cambodia’s exports under the FTA.

Table 1.6: Cambodia’s Recorded Goods Exports to Selected 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 Ministry of Commerce, Multilateral Trade Department
Note: Data on preferential trade is not available for 2007

In the case of South Korea, the share of Cambodia’s exports under DFQF and FTA in total Cambodian
recorded goods exports remained unchanged, at about 7 percent. Duty-free exports were dynamic, but no
more so than dutiable exports. Until 2011, almost no use was made of Korea’s DFQF scheme. Beginning
in 2009, there was rapid and steady growth in exports under the free trade agreement. There was further
rapid growth in such exports in 2012.
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In the case of Japan, Cambodian exports enjoying preferential access accounted for more than 90 percent
of total Cambodian recorded goods exports to Japan in 2008. By 2011, however, their share had fallen to
around 75 percent. Thus, Cambodia’s non-preferential exports to Japan were even more dynamic than
exports enjoying preferences. Unlike in China and Korea, most preferential exports to Japan took place
under Japan’s DFQF program. Exports under the FTA started to advance in 2010, but from a very low
base.

Cambodia’s preferential goods exports to the three countries 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 access. In the case of both South Korea and Japan, the comparable share was more than 95
percent. The rapid rise of duty-free exports to China, South Korea, and Japan is thus part of the story of
the diversification of markets for garments and footwear (more on this below.) Data for 2012 show
further rapid advances in preferential exports and mark the appearance of new products — natural rubber,
manioc chips, and tapioca starch — in the list of products imported by China from Cambodia under the
FTA.

ASEAN: Preferential access under AFTA played a modest role in expanding Cambodia’s exports
between 2008 and 2011 as shown in Table 1.7. The major part of the increase in Cambodia’s goods
exports under AFTA was to its neighbors — Thailand and Vietnam. The composition of preferential goods
exports to ASEAN was radically different from what was observed in other preferential markets.
Garments and footwear made up a small proportion of preferential exports, while most were agricultural
products.

Table 1.7: Cambodia’s Recorded Exports to ASEAN Member Countries, 2008 and 2011

2008 2011
Total Exports to ASEAN ($ millions) | $248 |  $419
Of which:Thailand and Vietnam ($ millions) $184 $338
Of which, to Thailand and Vietnam under AFTA (% share) 15 42
Of which: All Others ($ millions) $64 $81
Of which, to All Others under AFTA (% share) * 10
Source: GDCE and MoC Multilateral Trade Department
Note:Data on preferential trade are not available for 2007. The star (*) indicates less than 1
percent

As regards Thailand, the top export products in 2011 were soybeans, cassavachips, dried chili, cassava
root bulbs, and corn. For Vietnam, the top export products were cassavachips, corn, cassava root bulbs,
and crude palm oil. Of particular note is the low level and relatively slow growth of exports to ASEAN
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members other than Thailand and Vietnam, and the very low utilization of preferential access to those
markets.

The results of the analysis of exports to the markets examined above are summarized in Table 1.8, which
aggregates the data for the seven markets. As may be seen from that table, preferential exports to the
seven markets grew by more than 200 percent between 2007 and 2011, while non-preferential exports to
the seven markets grew by about 16 percent. Roughly 80 percent of the overall growth in exports to these
markets was accounted for by preferential trade.

Table 1.8: Cambodia’s Exports to Seven Markets, 2007 and 2011, $ millions

2007 2011 Percent change
Preferential access 676 2,096 210
Non-preferential access 2,302 2,681 16

Source:GDCE and MoC Multilateral Trade Department
Note: The markets are: the United States, the European Union, Canada, China, South Korea,
Japan, and ASEAN

Recorded Goods Exports: the Evolution of Cambodia’s Product Mix

In 2007, garments made up 90 percent of Cambodia’s recorded exports(see Table 1.9.) By 2011, their
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 growth in other export products.

Footwear exports grew at an average annual rate of 36 percent over the period and accounted for 5
percent of Cambodia’s exports in 2011. Shipments to the EU recorded rapid growth and accounted for 56
percent of footwear exports by 2011. Japan, the U.S., and various Latin American countries were also
important markets. A notable feature of Cambodia’s footwear exports is the wide range of markets being
served. GDCE data for 2011 record shipments to 75 different importing countries. Most of these
shipments were small.
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Table 1.9: Cambodia’s Recorded Goods Export Mix, 2007 and 2011

2007 2011

Total Exports($ dollars) | $2,962 | $5122

of which (%share of total)
Garments 90 78
Vehicles 2 6
Footwear 3 5
Natural Rubber 1 4
Corn * *
Rice (mainly milled rice) * 2
Cassava * *
Other 4
Source: GDCE
Note:“Vehicles” covers motor-cars, motor-bikes, and bicycles including exports of
second-hand vehicles. The star (*) indicates less than 1 percent

The “vehicles” heading includes all types of wheeled vehicles for the transport of people or goods. In
2011, Cambodia recorded exports of the following: tractors, go-karts, motor cars, ambulances, trucks,
crane trucks, motor bikes, bicycles, trailers and semi-trailers. Of these products, bicycles and ambulances
are produced in Cambodia. The remaining items, with a few small exceptions, are re-exports 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 million. Data for 2012 show further strong growth. Exports were
directed mainly at the EU, under the EBA program, but the U.S., Canada and Switzerland were also
significant markets.

Exports of natural rubber declined in 2007 and 2008 and, then, grew at an average annual rate of 85
percent during the remainder of the period. In 2008, 84 percent of Cambodia’s exports went to Vietnam,
with the rest going to Malaysia and Singapore. By 2011, Vietnam’s share in total rubber exports had
fallen to 58 percent, and China had become the second most important destination, accounting for 21
percent of total rubber exports. Malaysia and Singapore remained important destinations and relatively
small shipments were made to South Korea, Taiwan, India, and Spain.
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Cambodia’s Informal Agricultural Export:
The Importance of Thailand and Vietnam and
Impact on Volume, Mix, and Destination of Total Exports

Any assessment of changes in export volume, product mix, and destinations obviously needs to take
account of all of Cambodia’s exports. However, for a number of agricultural products — paddy rice, corn,
soybeans, cassava, cashews — most exports are informal, crossing the border into Thailand or Vietnam
without being recorded, and are thus not included in the statistics collected by Customs. These exports
occur mainly because Cambodia is unable to process the products in question to a stage at which they
may be consumed. The processing takes place therefore in Thailand or Vietnamand a proportion of the
product is then exported by these countries to third countries. In the case of cassava, a large share of
Cambodia’s exports to Thailand and Vietnam is simply shipped on to third countries without being
processed.

The distribution of informal shipments as between the two countries is, of course, also not recorded. With
regard to paddy rice, a rule of thumb used in the past is that one third is directed toward Thailand (mostly
aromatic varieties) and two thirds toward Vietnam (mainly IRRI varieties.) This pattern may have been
disrupted by recent Thai policy actions (See paragraph below.) Until recently, formal exports of corn
were directed toward Thailand and informal shipments probably followed the same pattern. Cassava is
shipped to both countries in 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 producers. Seasonal tariff rate quotas on corn
imports have reduced dramatically Cambodia’s recorded exports of that product to Thailand. While it was
possible to redirect some of these exports to Taiwan, South Korea, and Vietnam, the overall impact of
these measures, which contravene Thailand’s market access commitments under ATIGA, was a sharp
reduction in total formal corn exports. Recently the Government of Thailand has lengthened the period
during which it allows corn imports and has increased 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 paddy rice has also been affected by Thailand’s Rice Mortgage
Program, which is designed to support prices to Thai farmers. In order to prevent Cambodian rice from
being imported and then sold to the Thai government at the Thai support price, various ad hoc
impediments, including temporary border closures, have been put in place by the Thai authorities, thereby
disrupting Cambodia’s exports. Disruption in the formal and informal export of cassava has also taken
place, for similar reasons. Recent measures include the imposition of a “quality certificate”, guaranteeing
minimum moisture and sand content; a requirement of obtaining a transportation permit for the trucking
of Cambodian cassava from the border; and, various measures to make it difficult for a third party to
purchase Cambodian cassava and ship it through a Thai port. Cambodian authorities attempt to overcome
these difficulties through almost continuous dialogue with their Thai counterparts, using the Cambodian-
Thai Joint Trade Committee, which meets periodically 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 in identifying steps to ease Thailand’s constraints on Cambodian exports of corn and
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cassava.Nonetheless, the negative trend continues. According to Government officials, Cambodia’s
cassava exports to Thailand in the first six months of 2013 were less than half the value of exports in the
first six months of 2012.2

There is a general consensus that informal exports of agricultural products are very large relative to
recorded exports of the same products. There have been attempts to make estimates of the value of
informal exports of the more important agricultural products. These usually involve the use of mirror
statistics (i.e. import data of Thailand and Vietnam) or the calculation of an exportable surplus. The first
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 value of an exportable surplus is to establish the volume of product
available for export.In the case of paddy rice, for example, the calculation begins by estimating total
production, and then subtracting amounts for wastage, seed, animal feed, own consumption by the
producer, and amounts milled domestically. The residual that is left when these subtractions have been
made is the exportable surplus. This 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 or three times as large, and errors in the estimation of the magnitudes
of the items being subtracted can magnify further the mis-estimation of the exportable surplus. In general,
the smaller the exportable surplus relative to total production the greater will be the effect of errors in
estimating output on the estimate of the surplus. A procedure that magnifies in this way relatively small
estimation errors needs to be used with great caution. This issue is particularly important for estimates for
paddy rice; 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, corn, and soybeans. These estimates were used in the exercise described
below.’

The second step is to establish the export value of the exportable surplus.For the present exercise, price
data were developed by calculating the export unit values of formal exports of paddy rice, cassava, corn
and soybeans. The unit values were derived from GDCE data and from data available from
CAMCONTROL. Unit values were also calculated from other estimates of informal export values, most
notably those of ASEAN Food Security Information.’®Various ad hoc studies were consulted, and, 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 sometimes converged on an order of magnitude, but usually
differed, sometimes by as much as 100 percent.

8 Phnom Penh Post, Thai Policy Hits Cambodian Cassava Exports, September 4, 2013
® This information can be obtained from the ASEAN Food Security Information Systems — AFSIS — which collects and publishes
%)mparable annual data for major agricultural commodities from all ASEAN members. See http://www.afsisnc.org/

Ibid
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As may be seen from this discussion, attempts to make a judgment about the value of Cambodia’s
informal exports must contend with the fact that estimates of both the quantities and prices involved are
subject to very wide margins of uncertainty and possible error. It therefore seemed best to try to establish
a range of values within which it could be said with some confidence that the actual values are located.

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 export price of each commodity produced an estimate of $575 million for the
four commaodities combined. The upper boundary of the range was calculated by accepting the MAFF
estimates of quantities of exportable surplus and applying the highest figure in the range of estimates for
the export price of each commaodity. This 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
— were it possible — 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 products, two illustrative tables have been prepared, each of which combines customs data with
assumed magnitudes of informal trade. These assumed values are not estimates, in the usual sense of the
word. They reflect simply a “hunch” as to where to locate, within the range of $575 - $1,200 million, a
single figure that might not be too far off the mark. The “Hunch” consists of accepting the MAFF
estimates of the quantities of exportable surplus and applying to those quantities the lowest of the various
options regarding price. This produces an aggregate value for informal export the four commaodities of
$435 million in 2007 and $820 million in 2011. The figures for individual commaodities are shown in
Table 1.10.
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Table 1.10: Composition of Recorded and Estimated Informal Cambodia Exports,

2007 and 2011

2007 2011
$ million % Share $ million % Share
Total Recorded Exports (goods + services) 4,509 7,335
écgzgsic:;j\zcciea:;d Informal Exports 4,945 100 8.155 100
Composition of TotalRecorded 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 l 581 7
Cassava (informal - estimated) 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 exports; Balance of Payment for“services” included in “total
recorded exports;”Ministry of Tourism for “tourism” estimate; and, see text for estimates of assumed

values of informal goods trade

Note:“Vehicles” includes motor-cars, motor-bikes, and bicycles. The figures include exports of

second-hand vehicles. The star (*) indicates less than 1 percent.

The inclusion of the estimates of informal agricultural exports indicates that the export concentration on
garments and tourism is even less than was suggested in Table 1.1 by looking at recorded trade alone,
with the share of other exports growing from18 to 29 percent during 2007-2011. Bicycles, footwear,
rubber, and milled rice are emerging as fast growing recorded exports; paddy rice, cassava, corn and

soybeans as fast growing informal exports.
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Table 1.11: 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 goods
trade (see Table 1.10). A star (*) indicates less than 1percent

As regards export destinations, the inclusion of the assumed values of informal trade leads to some
important observations. Exports to the United States as a share of total exports are declining to an even
lower level than suggested by the data for recorded exports only. For recorded and informal exports, the
share declined from 55 to 35 percent between 2007 and 2011. In contrast, exports to ASEAN + 3 markets
(ASEAN, China, Japan, South Korea)grew from 18 to 27 percent during that period and the share of
Vietnam and Thailand in total exports to that region is dominant. These two markets, 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 assumed in tables 1.10 and 1.11. The first is that trade relations
with Thailand and Vietnam have an important bearing on Cambodia’s overall exportsand are the
dominant elements influencing its exports of agricultural products. The trading rules that apply to
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
and ASEAN rules providing at best a weak framework for the consultations. Cambodia is unavoidably in
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, difficulties are 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 producer of agricultural products, well
able to maintain past rates of output growth for several years into the future and expand further its
exports. Thailand and Vietnam hold a near monopoly on Cambodia’s agricultural export trade. Cambodia
cannot expect to derive 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 Cambodia’s internal logistics and capacities for agricultural processing, with supporting
policies in areas such as trade finance, trade facilitation, SPS compliance, and agricultural extension
services. This is a big agenda, but until significant progress has been made in these areas Cambodia’s
second largest export sector will not be contributing its full potential to Cambodia’s growth and
development.

The Central Role of Rules of Origin

The duty-free access that Cambodia enjoys in certain of its export markets under various trade preference
arrangements is the key element explaining the rapid growth and changing destinations of Cambodia’s
manufactured exports. This access will be the key determinant of export performance in the period ahead.

A key feature of all preferential schemes is their rules 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, and are likely to shape in
the future, Cambodia’s export products and export destinations. It also discusses how the rules of origin
governing Cambodia’s free trade agreements could be reshaped to better serve Cambodia.

Rules of Origin and Cambodia’s Recent Trade Performance

The dominant feature of Cambodia’s recent export performance has been the rapid expansion of garment
and bicycle exports to the EU and of garment exports to China, Japan and Korea as discussed earlier.
This section focuses on garment exports.

The European Union:Before 2011, EU rules of origin for garmentsrequired an originating product to
undergo “double transformation.” ** This meant that in order to gain duty-free access to the EU a garment
had to be assembled in Cambodia from fabric woven or knitted in Cambodia. Cambodia produces
practically no fabric, so strict adherence to the rules of origin would have prevented Cambodia from
benefitting from preferential access to the EU market. However, the EU granted Cambodia derogation
from the rules, allowing Cambodian producers to use fabric originating in ASEAN countries. The exports
benefitting from this derogation were subject to quantitative limitations. Under this regime, Cambodia’s
exports to the EU averaged between $400 and $500 million during 2007-2010.

1 Throughout this section “garments” means articles of clothing falling under HS Chapters 61 and 62.
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In 2011 the EU introduced new rules of origin for its EBA program. The new rules allowed duty-free
entry of a garment that was sewn from two or more pieces using fabric produced anywhere. This meant
that, for the first time, garments produced in Cambodia from fabric manufactured in China could secure
duty-free access to the EU.This change produced an immediate reaction: Garment exports to the EU
under EBA doubled in 2011, and there was a surge of Chinese garment producers (and other producers
using Chinese fabric) setting up factories in Cambodia.

China:China’s duty-free quota-free program (DFQF) covers most garment products. The rules of origin
governing this program stipulate that a qualifying garment must be produced from inputs classified in any
HS code other than the 4-digit code of the finished product. Alternatively, the garment would qualify if its
domestic content were not less than 40 percent of the FOB value. Cambodia exported successfully under
this regime in 2008 and 2009, but the amounts exported were small and showed no growth trend.

In 2009 Cambodia began trading under its free trade agreement (FTA) with China. The rules of origin
governing garments in the FTA stipulate that duty-free access will be granted any garment manufactured
through the process of cutting and assembly of fabric into a complete article. These much simpler rules of
origin attracted the attention of Cambodia’s exporters. As reported above, garment exports to China under
the FTA began in earnest in 2010, then rose four-fold in 2011 and doubled in 2012.

South Korea:Cambodia began exporting to South Korea under both the duty-free quota-free program
(DFQF) and the FTA in 2009. The rules of origin in the FTA governing garments require a single
transformation i.e. garments qualify if they are cut and sewn in Cambodia from non-originating fabric.
Alternatively, they qualify if their regional content is not less than 40 percent of their FOB value. These
simple rules have given rise to rapid and steady growth of garment exports to Korea.

Korea’s DFQF program covers only selected garment items, and its rules of origin are more restrictive.
They state that “products which are finally manufactured or processed in the exporting country by using
products, as inputs, which originate from countries other than the exporting country....shall be eligible for
preferential tariffs if the value of the inputs does not exceed 50 percent of the FOB price of the final
product.”

While the DFQF rules of origin have the 50 percent restriction, a number of Cambodian producers are
able to meet that criterion. Exports under Korea’s DFQF program, though small, have grown modestly in
every year since 2008. It is the FTA, however, with its wider product coverage and its simple and liberal
rules of origin,that has been the preferred channel for exporting garments to Korea. Exports of garments
under the FTA grew at an average annual rate of 125 percent during the three years 2010-2012.

Japan:The rules of origin governing garments in Japan’s DFQF program draw a distinction between
garments made from knitted fabric (HS Chapter 61) and woven fabric (HS Chapter 62.) In the case of
garments made from knitted fabric, the use of fabric produced outside Cambodia is not allowed. The 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 duty-free entry to garments assembled in
Cambodia from fabric originating in 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 woven fabric, 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 this can be expected 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.

Prospective Changes in the GSP Programs of the EU and Canada

Both the EU and Canada have begun a process of revising their GSP programs with an eye to
“graduating” more advanced developing countries from their GSP programs. In both cases the graduation
is scheduled for 2014. These moves will affect Cambodia by changing the way it can use the EU and
Canadian rules of origin.

The rules of origin of both countries allow for “cumulation”, a procedure that allows inputs from a
country other than Cambodia to be counted as originating in Cambodia for purposes of meeting rules of
origin criteria.

In the case of the EU, Cambodia is allowed to cumulate inputs from any other ASEAN country. The
example of bicycles can illustrate how this works. The EU rules of origin state that a bicycle is
Cambodian if the value of all materials used in its manufacture that do not originate in Cambodia does not
exceed 70 percent of the ex-factory 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 in Cambodia
and not as part of the 70 percent. This is highly favorable to Cambodia and allows a wide range of bicycle
models to be exported to the EU 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 program. As regards 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 percent. This will make it more difficult for many bicycle models to meet the
rules of origin, and will impair Cambodia’s preferential access to the EU market.

The graduation of countries from Canada’s GSP program may also adversely affect Cambodia’s garment
exports to Canada.

Canada’s rules of origin applicable to Cambodia require that garments should be cut and sewn in

Cambodia of fabric produced in Cambodia or in any other of Canada’s GSP recipients (or in Canada
itself). Canada now proposes to graduate China, Hong Kong, Malaysia, Singapore, and Thailand from its
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list of GSP recipients. This means that fabric from those countries can no longer be used to produce
garments eligible for duty-free entry into Canada. Yet those countries are, in varying degrees, precisely
the countries from which Cambodia sources fabric. Cambodia’s garment exports of $300 million per year
are put under threat by this development.*?

The EU’s Free Trade Agreements with ASEAN Members

Three ASEAN Members — Malaysia, Thailand, and Vietnam — are in the process of negotiating free trade
agreements with the EU.When their agreements are concluded, these three countries will become direct
competitors with Cambodia for investors seeking duty-free access to the European market.

The impact that this will have on Cambodia depends entirely on rules of origin. Since 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, that EU rules of origin for their free trade agreement partners allow a free
trade partner to cumulate inputs produced in other free trade partners. To take a concrete example, once
these free trade agreements are in place, a Vietnamese producer of bicycles would be able to count parts
imported from Malaysia as Vietnamese 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 will not be possible after 2013.

The competitive position of Cambodia’s bicycle producers will be affected by these differences in
cumulation possibilities. The EBA rule of origin for bicycles requires that no more than 70 percent of the
ex-factory price should consist of inputs that are non-originating, i.e. non-Cambodian. If the rule of origin
for bicycles in the EU-Vietnam free trade agreement is the same, then a bicycle producer in Vietnam will
clearly have easier rules of origin and more flexibility in sourcing inputs and Vietnam will become the
preferred investment destination for bicycle manufacturers seeking duty free access to the EU market.
Even if the rule of origin in the EU-Vietnam agreement is more stringent and specifies that no more than
50 percent of the ex-factory price should consist of inputs that are non-originating, Vietnam could still be
the preferred investment location if inputs from Malaysia, Singapore, and other countries with free trade
agreements with the EU account for more than 20 percent of the ex-factory 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 encouraging bicycle parts manufacturers to get established in Cambodia. The
Government has asked the EU for a three-year derogation from their decision on cumulation, in order to
prevent injury to its bicycle industry while these policies are taking effect.

The negotiation of free trade agreements between the EU and Malaysia, Thailand, and Vietnam does not
appear likely to affect the competitive position of Cambodian garment or footwear producers. The EBA

rules of origin for these products are very liberal and cumulation is not an issue. Cambodia will remain a
fully competitive investment destination for producers of these products.

2This 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.

Cambodia CTIS 2014-2018 Full Report _



Reforming the Rules of Origin™

Cambodia is privileged to be eligible for preferential access to many important markets. The trading
regime that results from preferences, however, is complicated and is becoming increasingly complex.
Cambodia now issues twelve different certificates of origin, each one reflecting a separate and distinct set
of rules of origin. This is a challenge to government officials who must administer the regime. It is 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 of origin governing that access.

The rules of origin applicable to GSP and DFQF programs are determined unilaterally by the countries
offering Cambodia those programs. Cambodia has no influence over these rules, except through moral
suasion. It seeks to leverage its moral suasion by working with other LDCs in international fora to draw
attention to the need to improve DFQF programs. Cambodia is in a position to provide leadership in
pressing countries providing DFQF programs to adopt more lenient rules of origin for their 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 is a 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 materials. It allowed both direct
and indirect calculation of the 40 percent. Both methods required detailed accounting, and the
requirements were particularly difficult in the case of the direct calculation. These difficulties were
gradually recognized and product-specific rules of origin were later introduced, in particular 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 own. Each 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 Partner. The results of this were two-fold. First, the rules of origin
governing the free trade agreements with Dialogue Partners are different 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 agreements with Dialogue
Partners were introduced into AFTA rules of origin through ATIGA. AFTA 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 number of products, and additional product-specific 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 firm. A multiplicity 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 well. Reform of these regimes through simplification, consolidation and
liberalization should be an objective of Cambodia’s trade policy.

13 This Section has been prepared by the UNCTAD Secretariat
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The formation of the Regional Comprehensive Economic Partnership (RCEP) presents an opportunity to
bring about such reform. The 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 origin. The negotiation of these rules of origin will
begin in mid-2013 and is to be completed in 2015.

In developing its position for these negotiations, Cambodia needs to consider carefully its present and
likely future trade interests within the RCEP area. Cambodia has the ambition of becoming a significant
producer of intermediate inputs used in regional or international value chains. As discussed further below,
this has already begun, albeit on a very small scale. A key question, then, is what are the characteristics of
an RCEP set of rules of origin that would allow Cambodia to quickly insert itself into regional and
international value chainsand 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
“leniency” in the rules of origin that would be in their interest. The discussion earlier in this section
clearly shows that every time Cambodia’s trading partners have moved to greater leniency in their rules of
origin there has been a rapid expansion of Cambodia’s exports, investment and employment. It follows
that leniency in the rules of origin within the RCEP area would produce the same effect. Further, regional
and international value chains are characterized by fragmentation of production, often into individual
operations adding relatively little value. Here again, Cambodia’s interests are best served by rules of
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 percent of the fob 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 percent. This should be complemented by change of tariff
classification criteria that are liberal, combined with exceptions to facilitate compliance by firms.

Cambodia’s representatives in the RCEP negotiations on rules of origin should also insist that the
negotiated rules of origin should reflect best international practice.

Experience with 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 administer. The
complexity mainly arises from the need to establish detailed rules defining what are allowable costs in
making the domestic content calculation, and what costs must be excluded from that calculation. A “value
of non-originating materials” approach is a much more simple and straightforward way to establish
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 product. Cambodia should press
for the phasing out of domestic content rules of origin, and their replacement by value of non-originating
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 the precision and accuracy of
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drafting, transparency, and predictability. Such experience would also be helpful in developing positions
on the way to handle cumulation, de minimis provisions, and “roll-up” (absorption.)

In addition to preparing for the RCEP rules of origin negotiations, two issues related to the rules of origin
in general require special attention.

First, Cambodia needs to streamline the issuance and verification of certificates of origin. The use of
information technology can play a significant role in rationalizing these two activities. A project is
underway that will apply information technology to the management of certificates of origin. The
execution of this project should be expedited. Cambodia also needs to have a strategy for moving toward
self-certification, a procedure under which producers/exporters issue certificates of origin within a
framework monitored by governments. Such a procedure can significantly reduce the costs of managing
preferential trade, and will become increasingly necessary as the volume of Cambodia’s preferential
exports grows. The process of moving toward self-certification should be begun soon on a small scale
involving only a small number of producers/exporters identified on the basis of risk assessment.

Second, 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 medium-sized enterprises require particular attention. Modules and templates
for rules of origin accounting should be developed for their use.

Legal Reform and the Environment for Export Development

As has been argued in this chapter, market access conditions, including increasingly rules 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 export growth 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 some attention is the 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 of the country’s accession to the WTO.

In 2004, the Royal Government of Cambodia adopted a Work Program focusing on some 104 reforms —
including 73 legal reforms per se (meaning drafting and adoption of laws, issuance of Anukrets and
Prakas) and 31 “institutional reforms” revolving around the implementation of those new laws or
institutional changes required under the WTO.* The November 2011 Trade Policy Review (TPR)
conducted in Geneva under the WTO auspices indicated that some 46 of the 73 legal reforms had been

“Work Program of the Royal Government of Cambodia Resulting from Cambodia’s Accession to the World Trade Organization,
2004, adopted by the Council of Ministers on February 27, 2004
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completed.™Those completed, for the most part, were among the most far-ranging ones in term of scope
and impact on reforming Cambodia’s economy.

Subsequent to the November 2011 TPR, the RGC adopted a follow-up Work Program focusing on some
82 further reforms.'® Of these, 40 items focus on legal reforms per 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 process cannot be underestimated.
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 chapter.

Conclusion

Changes in Cambodia’s preferential market access are the single most important factor explaining the
growth of Cambodia’s exports and the diversification of its export destinations during the period under
review. The changes in the EU rules of origin and the implementation 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, a reasonably friendly investment
environment, and other factorshave played a supporting role in this shift. Managing the various rules of
origin regimes and assisting exporters to identify opportunities created by preferential access has become
a key component of Cambodia’s trade policy.

In contrast to the experience with the EU and Dialogue Partners, preferential access to ASEAN markets,
although it produced some growth in exports to Thailand and Vietnam, has had relatively little effect on
Cambodia’s exports toother ASEAN members. All in all, preferential access to AFTA markets has not
been a significant ingredient in Cambodia’s recent export growth. In 2011 only 1% percent of
Cambodia’s exports went to ASEAN countries other than Thailand and Vietnam.

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 the EU were garments. Overall, product diversification played a relatively small
part in destination diversification. It is worth noting, however, instances in which the two were linked.
The surge in bicycle exports to the EU and of automobile parts exports to Thailand are prominent
examples of new products directed toward non-U.S. markets. As regards Dialogue Partners, shrimp,

15 See, Ministry of Commerce, Trade Sector Development and Aid for Trade in Cambodia, Phnom Penh: July 2011, pp22-fwd;
also, RGC, Report by Cambodia, (WT/TPR/G/253) Geneva: WTO, 2011. Presented to the WTO Trade Policy Review held in
Geneva in November 2011

%\Work Program of the Royal Government of Cambodia on WTO Requirements and Related Issues (2012-2015), adopted by the
Council of Ministers, July 2012
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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.

Some recent investment in the area of manufacturing indicates that the new market/new product linkage
may be more important in the future, and that the very low level and slow growth of Cambodia’s exports
to ASEAN may be slowly changing. It appears that some recent investment is designed to take advantage
of the duty-free access that Cambodian exports have 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 Cambodia’s export products and destinations.

Export policy in the coming years will need to address two broad issues: How to enhance Cambodia’s
benefits from trade in its established export products? How to promote Cambodia as a destination for
investment in new export products?

Deepening Trade in Established Export Products

There are two related avenues for enhancing the benefits to Cambodia of its current agricultural export
products. The first consists in undertaking some degree of processing in Cambodia. The second, in
increasing direct export to final markets, whatever the degree of processing. Action along these lines will
be accompanied by an increased flow of agricultural exports through formal channels.

The Royal Government’s Policy Paper on the Promotion of Paddy Production and Rice Export sets out
the Government’s strategy for achieving these objectives in the case of rice. This Policy Paper, and the
mechanisms that have been set up to execute its strategy, provide an excellent template for similar action
in the case of other agricultural products. Indeed, 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 plans. There would thus 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 along the lines of the rice strategy. The 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 trees. Thought is being given also to the question of whether rubber
production in the Cambodia-Laos-Vietnam Development Triangle might be sufficient to support a latex
processing facility. The processing of corn into feed pellets is another possibility that could be explored.
The recent decision by a Thai company to set up silo and drying facilities in Pailin province is a step in
that direction. In the case of cassava, a South Korean investorhas established a bio-ethanol plant and, in
late 2012, a Japanese company signed a deal with the Royal Government involving the production of 200
million liters of bio-ethanol by early 2020. Ethanol is 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 export strategies for rubber, corn, and cassava. The 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 products.
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Rules of origin will play an important role in all efforts to enhance agricultural exports. Preferential duty-
free access has been and will continue to be the main determinant of the direction of exports. In all duty-
free markets, Cambodian agriculture products obtain Cambodian origin under the “wholly obtained” rule.
There is no problem in meeting that rule. However, neighboring countries produce almost identical
products, and these products are not eligible for duty-free access. Cambodia 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 Vietnamese. Procedures for dealing with
verification need to be developed.

The SPS and TBT requirements of importing countries also pose a potential impediment to successful
export of agricultural products. This issue is being addressed successfully in the case of cassava exports to
China. That experience should guide efforts 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 in place. Chapter 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 bicycles. In both cases, present production consists of the assembly
of finished product using imported inputs. However, 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 on a relatively small scale. Given the size of Cambodia’s
present garment production, fabric production is surprisingly small. Given the scale required of most
fabric production, direct export would in 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 Cambodiaand it
appears likely that some parts production will begin in Cambodia in the near future. Again, parts
producers may need to engage in direct export, as well as supplying the domestic industry. On both
counts, it is essential that the parts manufacturers meet the origin criteria of the EU and the U.S., the
biggest bicycle markets. 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 well as several 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 recent investment decisions indicate a trend toward the diversification of
manufacturing away from garments and footwear toward activities requiring higher skill levels and

paying higher wages. This process began several years ago with the sharp increase in bicycle production
for export and the assembling in Cambodia of motorbikes and in the beginning of assembling of motor
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vehicles for sale in the domestic market.More recent investment decisions have included the production
of intermediate products that will be exported for use elsewhere in the production of a final consumer
product. These include wiring harnesses for use in automobile assembly, touch screens, and vibrator
motors for cell phones, and, shortly, ignition components for motorbikes and automobiles.

The evolution toward a more diversified and sophisticated manufacturing sector is an important step in
the development of Cambodia’s industrial sector. It is significant that this evolution includes import
substitution as well as production for export. But 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 considerations need to be borne in mind. When 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 input. This role would have to be shared with other
supplying countries. The question is whether the economies of scale in producing the input would allow
Cambodia to be competitive at the scale of production that is consistent with its size. Production 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 production of a transnational corporation also requires first-class logistics, and the
ability to deliver inputs on time. Here, the role of SEZs on the border with Thailand and Vietnam is
critical, since their location allows producers in the zones to quickly plug into the logistics infrastructure
of those two countries. This 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 force. At present, manufacturers are obliged to provide
training in technical production skills such as welding. This is not a viable basis for the rapid expansion of
manufacturing. This issue is taken up in much greater detail in the chapter focusing on addressing the
skill gap in exportsectors.

Possible actions intended to support Cambodia’s continued progress towards trade development and
diversification are identified in the Trade SWAP Roadmap 2014-2018 under Outcome #1.

m Cambodia CTIS 2014-2018 Full Report



Box 1.1: ASEAN and Growing Regional Integration

With a trade sector very much focused on exporting garments and tourism services to Northern markets,
ASEAN and regional integration based on agreements with ASEAN Dialogue Partners had a limited
impact on Cambodia’s export economy until recently. This is changing however. Several developments
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 components.
Besides advantageous labor costs and, in cases, favorable logistics, foreign investors are focusing on
relocating parts of their production process to Cambodia where they can benefit from tariff and non-tariff
(especially ROO) advantages under AFTA or preferential market access schemes such as those offered by
EU, Canada, Japan, or even China. The very fast growth of bicycle assembly in Cambodia, based on
parts imported from elsewhere within 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 within the region (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 from
developed economies towards emerging markets from Asia and ASEAN.

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

Box 1.2: Changes since 2007 and Ongoing Legal and Regulatory Reforms

Cambodia Trade Integration Strategy 2007 stressed the need for Cambodia to diversify its export base.
Nineteen sectors were identified as export potentials, including not only established sectors such as
garment and tourism, but emerging ones such as footwear, various agricultural commodities, or even light
manufacturing. While garment exports and tourism have experienced robust growth since 2007, their
relative importance as a share of total exports (recorded and informal) has declined from 82 percent down
to 71 percent between 2007 and 2011 as a more diversify export basket has begun to emerge. Likewise,
export destinations have become more diversified. For goods alone (recorded or informal) the share of
the US market has declined from 55 percent to 35 percent, while exports to the EU market grew from 20
to 26 percent and to ASEAN from 17 to 21 percent. The share of the Canadian and Chinese markets has
been growing also. In sum, Cambodia is on a path towards diversification in term of both its export
basket and the destination of its exports. All evidence points to a further deepening of such
diversification provided it remains competitive.Cambodia Trade Integration Strategy 2014-2018 focuses
primarily on ten of the 19 sectors identified back in 2007 as there is evidence that further progress can be
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 business
environment so as to attract new investment and grow new businesses and jobs. Cambodia Trade
Integration Strategy 2007 took note of the ambitious legal reform agenda adopted by the Cambodian
Government in 2004, in part as a result of obligations undertaken under its accession to the WTO but also
of its own as a means to improve its business environment. The 2004 Work Program of the RGC
identified 73 legal reforms, 46 of which had been completed as of its Trade Policy Review held in Geneva
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in November 2011. More remains to be done and the RGC has adopted a follow-up 2012-2015 Work
Program to continue pushing forward. Nevertheless, the list of 46 reforms already completed includes a
very significant number of key reformsthat have had a positive impact on export and business expansion.

Many of the reforms identified in the 2012-2015 include addressing a number of non-tariff measures that
may hinder Cambodia’s competitiveness (see Chapters 2, 3, and 4 for a fuller discussion of NTM issues
pertinent to trade facilitation, trade logistics, SPS and Technical Standards.) In addition, in early 2013
ASEAN Economic Ministers endorsed the "Non-Tariff Measures Work-Program (National & Regional)"
aimed at streamlining Non-Tariff Measures (NTMSs) in order to boost intra-ASEAN trade. The work
program includes actions to classify, notify, and streamline NTMs. Cambodia has taken steps to start
implementing the national component of the Work Program, including draftingan Anukret (Sub-
Decree)under MEF’s leadership to set up a NTM Inter-Ministerial Committee mandated to classify,
review, and streamline NTMs. The draft Anukret has been reviewedthrough initialinter-ministerial
consultation. The draft should be submitted to the Council of Ministers soon for further review before it
is submitted to the Cabinet and Prime Minister for adoption. By implementing the NTM work program,
Cambodia is expected to improve its business environment and become more competitive.
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Chapter 2

TRADE FACILITATION

Developments since 2004 and Current Issues

The Royal Government of Cambodia (RGC) has made significant progress in improving the country’s
trade facilitation performance in recent years. With significant technical support from the development
community, key border management institutions, particularly the General Directorate of Customs and
Excise (GDCE), have strengthened their capacity and made progress on implementing a number of
international standards and good practices. Other government agencies associated with trade have also
made progress and, collectively, contributed to Cambodia’s ranking as the world’s 8" most impressive
reformer in the World Bank’s Trading across Borders indicators.

During its 2012 ASEAN 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
Cambodia’s integration within the ASEAN Economic Community (AEC.) Many AEC requirements
include improvementsin trade facilitation procedures and are seen as key steps in the process of
increasing intra-regional trade.

The 2004 Twelve-Point Action Plan

In 2004, the RGC recognized the need to take strong action to improve its business climate and national
competitiveness, based in part onthe findings from the 2004 Investment Climate Assessment (ICA.)"As a
result, the Prime Minister established a Special Inter-ministerial Task Force (SITF) for Investment
Climate Improvement and Trade Facilitation and committed Cambodia to the implementation of a
Twelve-Point Action Plan to Improve Cambodia’s trade facilitation performance and investment
climate.’® The Twelve-Point Action Plan was consistent with contemporary good practice and
incorporated many of Cambodia’s international and regional commitments.

Following establishment of the 2004 SITF under the leadership of the Senior Minister of Commerce
(MoC), a Reform Team for Trade Facilitation and Investment Climate was created in July 1, 2004.* The
GDCE was appointed as Lead Border Management Agency although the Ministry of Commerce retains
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 the WTO Trade Facilitation agenda. Key agencies involved in
trade facilitation include: GDCE, MoC (CamControl and selected departments under the General
Directorate for International Trade), MAFF, MIH, andMoH.

Mworld Bank, Investment Climate Assessment: Cambodia, Phnom Penh: World Bank,2004
Decision # 12-SSR/2004, March 22, 2004.
¥council for the Development of Cambodia, Prakas No1733/04.
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Given the significant number of government agencies involved in processing cross border trade, the RGC
formulated a strategy to better align the risk-management approach to ensure all key agencies employed a
risk-based approach to inspections and testing.  This process was managed by the GDCE and involved
consolidating all agency profiles in the selectivity module included in the ASYCUDA system.
Ultimately, the results have been impressive with inspection rates falling from nearly 100 percent to less
than 20 percent by the end of 2012. The Risk Management and Audit Office in the General Department
of Customs and Excise was created and staffed. A sub-decree establishing a list of goods thatare
prohibited or require licensing or other clearances and permissions was issued in December 2007.2°Risk
selectivity criteria were developed and a profiling of traders was created.

Trade agencies agreed to develop a single administrative document (SAD) to streamline documentation
requirements at the border. The number of steps in the procedure and processing of applications for a
certificate of origin and an export licence at MoC was reduced from 11 to 8 steps.

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

e Development and implementation of a risk management strategy in Customs;**

e Introduction of Customs Automation (ASYCUDA) already deployed at all major border sites and
is being rolled out to all remaining border points;

e Introduction of single-stop inspection at the border;

e Establishment of the National Single Window Steering Committee (May 2008);

o Partial implementation of WCO SAFE Framework Action Plan;

e Initial simplification of transit operation (bilateral agreements with neighboring countries);

e Development of Action Plan for Accession to the Revised Kyoto Convention; and,

e Preparatory steps to implement the draft WTO Trade Facilitation Agreement that will require
implementing several actions to achieve full compliance.

These reforms have resulted in improvements in the main trade facilitation indicators monitored by
international organizations, reflecting an overall consolidation of Cambodia as an attractive investment
destination and as a strong trading partner.However, additional efforts will be required to ensure not only
full compliance with obligations originating from the ASEAN Trade Facilitation Work Program but also
to continue strengthening of Cambodia’s competitiveness in this critical area.

D Anukret 209, December 2007
ZLAnukret 21 and associated regulations (Prakas); Anukret 209.
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Current Trade Facilitation Environment

The November 2011 WTO Trade Policy Reviewpointed out that Cambodia has made good progress in
reforming its customs regime and streamliningits customs operations for more efficient trade facilitation.
The 2007 Customs Law prepared the way for the adoption of several regulations including those intended
to fulfil commitments to ASEAN, move 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 longer had any laws or regulations on PSI.As
of January 2011, all imports complied with WTO valuation methods.

According to Doing Businessindicators, Cambodia has achieved tremendous progress in improving trade
facilitation. As noted earlier and as shown in Figure 2.1, in the 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 IFC, Doing Business2013, Washington, D.C.: 2013

However, as shown in Figures 2.2 and 2.3, there remains significant potential for further reduction in the
number of documents and time to import/export. On both indicators, Cambodia ranks above regional
average. Vietnam, Bangladesh, and Sri Lanka, some of Cambodia’s most direct competitors in garments,
rank better in terms of number of documents. Compared with the same group of competitors, Cambodia
ranks better only than Bangladesh on time to import/export.
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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 Countries, 2013
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Figure 2.4 shows that the costs to import and to export a container have increased slightly in recent years.

Transport costs from a factory (in Phnom Penh) to Sihanoukville Port are included in the figures shown in
Figure 2.4 and they appear to be an area where improvements can be made. ADB calculates that logistics
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cost were $0.20 per ton-Km (more on this in Chapter 3.)*’Compared with other countries in ASEAN,
Cambodia does better than Laos PDR (and probably Myanmar, not included the Doing Business survey),
but import/export costs are lower in all of the more developed ASEAN Member States (Figure 2.5.)

Figure 2.4: Cost of Import/Export ($ per container)

1000
900
800
700
600
500
400
300
200
100

0

2006 2007 2008 2009 2010 2011 2012 2013

H Cost to export (US$ per container)
m Cost to import (US$ per container)

Source: Doing Business 2013

Figure 2.5: Cost to Export/Import.Cambodia vs. Other Asian Countries, 2013
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22Asian Development Bank, Trade and Trade Facilitation in the GMS Sub-Region —201,Manila: ADB, 2012.
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With appropriate actions and reform, within the next five years, Cambodia could reasonably lower its
export costs per container to 120 percent of the ASEAN-6 average ($552/container) and reduce time
necessary to export a container to the ASEAN average of 16 days.

Improvements in trade facilitation performance is due largely to the customs modernization plan
implemented since 2004 which culminated in the automation of customs procedures through the
introduction of ASYCUDA at all main traffic border points. Remaining, smaller border points are to be
automated by the end of 2013. Despite the significant gains achieved, inefficiencies remain. For
instance, customs declarations can be submitted electronically for imports but hardcopies must be
submitted together with supporting documents. Moreover, a survey of traders carried out in 2012
indicated that,all too often, clearance is delayed because customs officials are unavailable for
processing.?’Further delays are caused by the time needed to obtain import licenses and permits and by
the percentage of cargos still requiring physical inspection. That percentage remains high despite the
introduction of a risk-assessment and -management process.

As reported in theTransport and Trade Facilitation Assessment-2012, the major source of delay for
exports is issuance of the certificate of origin, which is issued only after shipment and can require 5-10
days.*This delays the transfer of documents to the buyer and payments to the exporter. The cost for
reapplying for a CO is also high, about $280.

The information for clearing imported cargo is entered into the system at the customs office by the
customs officer or the broker. Delays in the clearing process are caused primarily by missing supporting
documents or errors in evaluation. Imports are cleared either at the point of entry, either an ICD or an
inland customs facility. The fees charged for clearing cargo vary with some brokers charging by
declaration and others by 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.

The Transport and Trade Facilitation Assessment-2012 further indicates that the time to obtain an import
license or a certificate of origin varies depending on the issuing agency, the firm, and the commaodity
(manufactured or agricultural products). For example, a large international forwarder is able to obtain
these documents within one day for manufactured products, but it can take up to ten days for smaller
firms. For agricultural exports it takes three and a half days. The time to clear exports depends on the
gateway. The fastest clearance time is two to six hours at the airports. At the land borders, cargo is
cleared in two to twelve hours. At seaports the time is half a day to two days while at ICDs it is between
half a day and one day. According to the firms interviewed, it often is not clear what the exact document
requirements are or what the rates for duties and taxes will be. Furthermore, there is a problem with
discretionary behavior of officials, informal payments, and inconsistent enforcement of laws and
regulations.

ZWorld Bank, Cambodia Transport and Trade Facilitation Assessment-2012, Phnom Penh: World Bank, 2012
#World Bank, Ibid.
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Current Issues

Cross Cutting Issues: From consultation with national stakeholders and based on findings from recent
analytical work together with stakeholders’ consultation, it is possible to identify a number of remaining
issues that will need attention in the coming years to strengthen further Cambodia’s competiveness.?®
These include:

1. Simplification of import, export, transit procedures and processes to decrease further clearance
costs and time

2. Full automation of border procedures covering all border agencies (National Single Window),
including automation of Certificates of Origin and Sanitary and Phytosanitary Certificates. On
November 26, 2013, the Senior Minister, Minister of Commerce, announced a series of measures
intended to achieve significant automation of COs by late 2014.%°

3. Improvement in risk-assessment and -management procedures and processes by GDCE and other
relevant agencies, including by setting up a system of Authorized Economic Operators

4. Implementation of official fees established under the Prakas issued in December 2012 and
elimination of unofficial payments

5. Establishment of service level agreements to improve predictability of clearance time

6. Improvement in Customs Valuation

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

8. Development of a mechanism to resolve custom related issues between GDCE and the private
sector

9. Improvement of cross-border procedures and processes to support full integration in the ASEAN
Economic Community and benefit from linking to regional production networks and supply
chains

10. Elimination of checkpoints, and related informal payments, along the main trade corridors

Current Issues for Main Export Products: Some issues for three of Cambodia’s priority exports are as
follows:

Milled Rice: There are no significant problems with documentation for the exports although
completing required testing can be an impediment. The times for acquiring the necessary export
documentation are:

e Certificate of Origin — about three days

e Phytosanitary certificate - seven days
e Fumigation certificate - one day

e Quantity certificate - four days

e Chemical testing—seven to twelve days

2% World Bank, Cambodia Transport and Trade Facilitation Assessment-2012 and Cambodia Trade Corridor Performance
Assessment-2012, Phnom Penh: World Bank, 2012; Asian Development Bank, Trade and Trade Facilitation in the GMS Sub-
Region —2012, Manila: Asian Development Bank, 2012

2 H_E. Sun Chanthol, Sr. Minister, Minister of Commerce, “Improving Business Environment in Cambodia’, Phnom Penh:
November 26, 2013
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Garments:Difficulties with submission of various shipping documents and with clearing the cargoes
are among the concerns mentioned by factory managers.”’Factories reported, among others, the following
issues:

e Customs declarations can be submitted electronically for imports but hard copies must be

submitted together with supporting documents

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

e Delays with issuance of the certificate of origin (CO), which can only be issued after shipment
and can require five to ten days

Footwear: The trade documents that present the greatest problem are import permits and technical
certificates that normally require three to five days to obtain instead of one day. The 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 requires three to five days to obtain and is usually issued
post shipment.

Box 2.3: Trade Facilitation from a WTO Perspective

As indicated in the November 2011Trade Policy Review, while Cambodia has put in place most of the key
regulations to implement its Customs Law, several Prakas have yet to be issued:

Prakas on Setting of Interest Rates on Debts

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

Prakas on Appeal Procedures

Prakas on Exemption for 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.

—~ooo0 o

The Transaction Value Management Unit, responsible for overseeing TV implementation, and the Customs-Private
Sector Partnership Mechanism (CPPM), to coordinate and improve mutual understanding between Customs and the
private sector, have been established. Additional capacity building is needed in the two bodies.

Cambodia needs to develop legal text on Rules of Origin to ensure compliance with the WTO Agreement on Rules
of Origin.

Box 2.4: Trade Facilitation from an ASEAN Perspective

Improvements in regional infrastructure have led to increased connectivity and deeper integration between ASEAN
Members over the past decade. ASEAN has identified Twelve Priority Integration Sectors to serve as catalysts for
further regional economic integration. To establish the ASEAN Economic Community by 2015, a comprehensive
agenda of reform has to be implemented both at regional and national level. Among other issues, ASEAN Member
States have decided to improve transparency of trade by establishing an ASEAN Trade Repository (ATR) that
should provide information on tariff nomenclature and preferential tariffs; Rules of Origin; non-tariff measures;
national trade and customs laws and rules; documentary requirements; and lists of authorized traders of Member

2T World Bank, Cambodia Transport and Trade Facilitation Assessment-2012, Phnom Penh: World Bank, 2012.
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States. The ASEAN Single Window (ASW) is also being developed with the objective of providing an integrated
partnership platform among government agencies and end-users. In the area of Rules of Origin, reforms have been
carried out to facilitate regional trade and a pilot Self-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.

Chapter 5 of ATIGA covers Trade Facilitation:

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

2) Art. 49 of ATIGA says that Member States should establish a National Single Window “in accordance with the
Provisions of the Agreement to Establish and Implement the ASEAN Single Window and the Protocol 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, practicability and efficiency; non-discrimination; consistency and
predictability; harmonization, standardization and recognition; modernization and use of new technology; due
process and co-operation.

Chapter 6 of ATIGA fixes a comprehensive list of obligations for Member States. Commitments in this area are
related to: Pre-Arrival Documentation (Article 55), Risk Management (Article 56); Customs Valuation (Article 57);
Application of Information Technology (Article 58); Authorized Economic Operators (Art. 59); Repayment,
Drawback and Security (art. 60); Post Clearance Audit (Art. 61); Advance Ruling (Art. 62); Temporary Admission
(Art. 63); Customs Co-operation (Art. 64); Transparency (Art. 65); Enquiry Points (Art. 66); Consultation (Art. 67);
Confidentiality (Art. 68); Review and Appeal (Art. 69). These obligations are complemented by those described in
the “Strategic Plan for Customs Development (SPCD) 2011-2015” and the ASEAN Customs Agreement, signed in
2012.

Additional Trade Facilitation Reforms

At present, GDCE is implementing its "Strategy and Work Plan on Reform and Modernization of the
General Department of Customs and Excise Department Strategic Objectives: 2009-2013." Several
reforms are listed in the plan including in the following areas: increasing taxpayer awareness; developing
an anti-smuggling policy; introducing an automated customs clearance system; developing and
implementing the Cambodia National Single Window; introducing risk-management and post-clearance
audit; implementing the WCO SAFE Framework of Standards; acceding to the revised Kyoto
Convention (Cambodia signed a letter of intent but has yet to become a contracting party); and,
strengthening Cambodia's enforcement capacity to combat illegal trade in arms and narcotics. Trade
Facilitation reforms and actions under the updated Trade SWAP Roadmap, 2014-2018will need to be
consistent with the Customs Modernization Plan, but also cover reforms needed in all other border
agencies, beyond customs, that play a role in facilitating trade.lIt should be noted that targets shown in the
Trade SWAP Roadmap, 2014-2018are achievable if sufficient financial and Technical Assistance
resources are deployed.
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Compliance with Obligations of the ASEAN Economic Community

Cambodia has taken on several commitments to ensure its full integration into the ASEAN Economic
Community.In the next three years, the RGC is expected to implement several reforms, including the
following:

1. Develop and implement a National Single Window and connect the National Single Window
gradually to the ASEAN Single Window.

2. Establish a process to recognize Authorized Operators (art. 56 ATIGA).

3. Ensure compliance with 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 information with all
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 decentralize current
practices.

6. Implement the new HS Classification (AHTN 2012: 9563 TL.)

7. Improve FTAS’ preferences utilization by joining the second ASEAN pilot program on self-
certification of origin.

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

Compliance with WTO Commitments®

In addition to the measures necessary to address outstanding commitments (Box 2.3 above), the RGC
needs to review carefully the WTO Agreement on Trade Facilitation adopted in December 2013 as part of
the “Bali Package.”*Cambodia largely complies with several of the provisions that were already included
in an earlier draft of the Agreement. Notwithstanding progress achieved so far, Cambodia might consider
adopting 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 are formally
published when implemented as required by Cambodian law. However, with the exception of the
GDCE, which publishes a comprehensive volume “Customs Law and Regulation” and conducts
formal training programs for the trading community and customs brokers, other border agencies
publish only via the Gazette or official journals but references are scattered and not easily

28 Reforms listed in this paragraph include also good practices.

Z\WTO Ministerial Conference held in Bali in December 2013. The agreement covers some of the following issues: Publication
and Availability of Information, Prior Publication and Consultation, Advance Rulings, Appeal (Review) Procedures, Disciplines
on Fees and Charges, Release and Clearance of Goods, Consularization, Border Agency Cooperation, Declaration of
Transshipped or in Transit Goods (Domestic Transit), Formalities 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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accessible to traders. Preliminary steps are being taken to set up a Trade Repository (following
also ASEAN commitments.)

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 telephone, face-to-
face contact, or e-mail. A similar service is provided at major Customs Houses throughout the
country. The service is publicized via the GDCE website. More detailed technical answers are
provided by relevant technical areas when they cannot be addressed by the Public relations Unit.
The consistency of general enquiry servicesprovided by other border management agencies
varies. Typically enquiries are addressed via visits to relevant officers or by telephone. These
services are not formalized, however, as is the case with services provided by the GDCE.

Consideration could be given to establishing one point of contact for all trade related information
perhaps via a single Information Point. As lead border management agency, it would be logical
for GDCE to coordinate and oversee the development of one or a series of Information Contact
Points including all 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 agencies secured. Standard operating 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 to be designated in each agency and appropriate
details publicized.

3. Opportunity for Comments on New and Amended Rules.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 law. The process for publicizing any
amendments or changes contemplated and for formal consultations with affected stakeholders
should be formalized.

4. Consultations.In 2010, GDCE established a Customs — Private Sector Partnership mechanism
which consists of a Management Board and three specific technical committees. It meets at least
twice yearly and is attended by the representatives of all relevant private sector organizations and
interests. The purpose is stated as “building trust and mutual understanding between customs and
the private sector; promoting fiscal morality in trade facilitation in order to enhance compliance;
and, ensuring all customs related issues are shared and resolved before they are brought to the
Government Private Sector Forum.”No similar formal mechanism exists for consultation between
border management agencies and the private sector outside of Customs. Either the Customs-
Private Sector Partnership could be expanded to include other agencies or one or more similar
consultative mechanisms could be established to address non-Customs border management
matters.

5. Advance Rulings.GDCE used to provide informal advice to traders on matters pertaining to
classification, valuation, origin, preferences etc. At times, thismay have resulted inuneven
treatment of taxpayers and might have beenmisleading since the informal advice was not legally
binding. To resolve this issue, GDCE issued a Prakas on Advance Ruling for Tariff
Classification, Origin, and Customs Valuation in January 2013establishing a legally-binding
Advance Ruling System. The implementing procedure for Advance Ruling for Tariff
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11.

Classification and Customs Valuation was issued by GDCE in April 2013. The implementing
procedure for Advance Ruling for Origin has yet to be issued. No exporter/importer has filed a
case since the implementing procedure for Tariff Classification and Customs Valuation was
approved. Some guidance support geared at the private sector isrequired to ensure that the system
is used in an effective manner. In addition, technical assistance is needed to develop capacity
among customs officials, establish a database, and organize information sharing amongcustoms
offices throughout the country.

Fees and Charges.Technical assistance might be required to ensure all border agencies have
introduced a WTO-compliant fee structure to cover adequately the direct border management
costs related to their activities and services, including for the future maintenance of the National
Single Window. GDCEand Camcontrol replaced their ad-valorem fees with fixed fees in 2012,
but other border agencies need to reform their fee structures.

Release and Clearance of Goods.GDCE has implemented partially the ASYCUDA World
Declaration processing system. The system provides for the advance lodgment of Customs
declarations prior to arrival of the goods and the Customs Law also provides for pre arrival
submission of declarations. In practice, however, such provisions are only employed on a very
limited basis and typically only for goods destined for the SEZs. To date, however, the
ASYCUDA World Manifest module has not been implemented. This makes automatic
reconciliation of the declaration with the cargo report impossible, thus eliminates any meaningful
benefit from early submission. Likewise, it is currently not possible for the manifest to be entered
electronically in advance of the arrival of the goods.

Publication of Average Release Times. GDCE undertook a WCO-supported Time Release
Study (TRS) in 2008 and regularly collects operational statistics on clearance times and other key
parameters including the rate of red, yellow, and 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.

Authorized Economic Operators.While GDCE employs a 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 intends to introduce such a scheme under its
2009-2013 reform and modernization plan. Technical assistance will be needed to develop an
appropriate legal framework and series of administrative procedures, including opportunities for
regional harmonization and mutual recognition.

Expedited Shipments.GDCE offers special facilities and procedures for the air express industry
and strives to assist with the release of air cargo on an expedited basis in line with the WCQO’s
immediate release guidelines.Presently, however, the capacity does not existfor submission of
manifests by electronic means. Cambodia allows immediate release of documents but does not
apply a de minimis limit under which no formal declaration is required.

Reduction/Limitation of Formalities and Documentation Requirements. In many cases
Cambodia agencies require original copies of commercial document that have already been
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submitted to another government agency. In the short term, regulations could be amended to
authorized submission of notarized copies of such documents. Ultimately this problem will be
solved by the implementation of the National Single Window.

12. National Single Window.Under ASEAN, Cambodia committed itself to the implementation of a
National Single Window by 2012. While GDCE is progressing with implementing the
ASYCUDA World system, automation of other key trade processes, including automation of
Certificates of Origin and Sanitary and Phytosanitary Certificates, hasprogressed more slowly.
However, and as noted earlier, on November 26, 2013, the Senior Minister, Minister of
Commerce, announced a series of measures intended to achieve significant automation of COs by
late 2014.1n addition, MoC is committed to working with MEF to develop a Trade Information
Repository as required under ATIGA. MAFF is studying how to automate the issuance of Phyto-
Sanitary Certificates. Many other permit issuing authorities are not currently automated and there
is no automated system for sharing information among agencies. GDCE is currently working
with line ministries and agencies to design a functional model for the National Single Window,
whose deployment should start in 2013. A revision of the current structure of the NSW Steering
Committee might be necessary to ensure strong commitment at the highest level of key agencies.

13. National Committee on Trade Facilitation. Cambodia has established several coordination
bodies associated with trade facilitation. In view of theWTQO Trade Facilitation Agreement
agreed upon under the December 2013 “Bali Package”, Cambodia mayneed either to modify the
terms of reference of an existing coordinating body or to establish a new body to oversee
implementation and serve as the focal point for national coordination on Trade Facilitation.
Sucha High-Level Steering and Coordinating Committee might need to be established under the
Deputy Prime Minister to ensure strong inter-ministerial cooperation and oversight of trade
facilitation initiatives.

A Revised Twelve-Point Action Plan for Trade Facilitation and Investment

On December 17-18, 2012, 26 officials from MoC, GDCE, CamControl, CDC, and MAFF, with support
from the World Bank Trade Facilitation Team, participated in a workshop to formulate a possible new
Twelve-Point Action Plan. RGC officials reviewed progress made in implementing the 2004 Action Plan,
recognizing that, despite important achievement in many areas, significant additional changes and reforms
are needed, including in the area of border automation and risk management.

Although cooperation across government agencies has improved considerably, inter-agency coordination
have proved the most difficult to implement.Additional efforts are needed to achieve progress in the
following areas, in particular:

a) Establishment of the National Single Window;

b) Development of a WTO-compatible flat fee;

c) Strengthening the implementation of the Risk Management strategy in non-Customs agencies;
and,

d) Establishment of an Authorized Economic Operators system.
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Participants to the workshop drafted a new Twelve-point Action Plan that encapsulates key reforms in the
area of trade facilitation to be implemented by 2017 and areas where technical assistance from
development partners might be required. The draft Action Plan covers comprehensively the multilateral
and regional commitments described above. It also addresses most of the product-specific bottlenecks
which, if reduced, would boost their competitiveness in the regional and global market. The draft Action
Plan is under further review by Government officials and subject to final endorsement by the relevant
Government committee.

Actions to implement key reforms identified in this chapter are identified under Outcome #2 of the Trade
Swap Roadmap 2013-2015
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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, logistics is a key ingredient for competitiveness. As a region, ASEAN
logistics performance is strong as measured by the World Bank’s Logistics Performance Index (LPI).
There is great potential for improvement, however, particularly with respect to intra-ASEAN
connectivity. With the AEC becoming reality, the ASEAN Single Market will present opportunities to
increase integration through regional supply networks, but increased connectivity will be fundamental to
take advantage of this opportunity. While hard infrastructure may not be the binding constraint (road-rail
basic connectivity should be significantly improved by 2015), increased attention will needto be placed
on soft infrastructure (regulations, procedures, expertise.)

Regional framework agreements are in place, including the ASEAN Trade in Goods Agreement
(ATIGA)and the Cross border Transport Agreement (CBTA), but implementation on the ground needs to
be strengthened. National Single Windows, Trade Portals or Trade Repositories, and increased
automation of border processes will help improve coordination and simplify interaction between officials
and traders across the region. However, national differences in logistics regulations across ASEAN
complicate the intra-regional movement of goods (e.g. axel load limits in main transport corridors.)
Quality of logistics services is mixed: capacity needs to be developed and professional accreditations
systems put in place.

Cambodian Connectivity Issues

Currently, much trade in the South East Asian region is conducted through large-scale sea shipments
among the major ports of Thailand, Vietnam, Singapore, Malaysia, China and other countries. The low
volume of traffic on overland routes is in part due to theirlimited capacity and quality, as well as the high
costsof road transport in comparison to sea transport routes. In addition, fast-growing middle income
economies are currently constrained in their trade with less-developed countries such as Cambodia that
lack capacity to handle time-sensitive goods at low risk. Trade logistics improvements will be critical to

% This chapter is based on the findings of the recent Transport and Trade Facilitation Assessment (TTFA) and Transport Corridor
Assessment (TCA) completed by the World Bank in 2012. The TCA looks at the main routes for trucked and shipped goods into
and out of Cambodia and examines them through the lens of trade efficiency and cost. The report looks at transport costs, transit
time, and the impediments to transit along each of the examined corridors. The TTFA is designed as a snapshot of a country’s
trading environment, viewed from the perspective of four key industries. In Cambodia, the industries selected were rice,
garments, footwear and silk. Additional chapter inputs are drawn from ADB’s book, Trade and Trade Facilitation in the Greater
Mekong Sub-Region, Manila: ADB, 2012, and, in particular, Chapter 3 on “Facilitating Trade along the Southern Economic
Corridor.”
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enable Cambodia to join fullysome of the regional production networks that are developing in the South
East Asia region. Trade facilitation and logistics are issues that continue to holdback Cambodia’s export
potential.

As noted in the previous chapter, Cambodia has introduced important reforms in Customs and is starting
to implement a National Single Window as part of its ASEAN commitments. Besides the broad
improvements taking place in this area, the leading export sectors of Cambodiahave specific needs that
need to be identified in turn. Garment exports are part of a supply chain that requires reliability in
delivery. Rice exports depend on reliable internal freight connections and adapted storage facilities.
Cambodia’s supply chain performance also faces the curse of size — too small to justify large investments
or improve efficiency — while its main competitors (Vietnam, China, and Bangladesh) all enjoy the
advantage of economies of scale.This implies that Cambodia’s logistics must be even more efficient than
that of its neighbors if it is to maintain international export competitiveness. Cambodia’s Logistics
Performance Index, while in line with that of country like Laos, is still below that of major competitors
such as Vietnam.*'Several of the supply chains are also controlled by external buyers rather than local
producers. Therefore, not only is it important to improve trade facilitation at a national level, it is also
critical to address the specific requirements of its key export sectors.

Cambodia’s exports of rice and manufactured goods risk outstripping shortly its logistics capacity. The
Royal Government of Cambodia has set ambitious targets for export growth in the coming years,
including for Cambodia to becomea major exporter of milled rice and to join regional supply chains using
its growing Special Economic Zones. Weak logistics will be a major constraint requiring attention. For
instance, currently, most milled rice is exported in containers through Sihanoukville Port. By 2030,
Cambodia is expected to produce about 7 million MT of paddy surplus, up from 4.3 million MT in 2012,
thanks to better irrigation and improvement of extension services. This could lead to major growth in
exported milled rice above and beyond the current 1 million MT target. Alternative routes must be
identified and developed to increase efficiency and competitiveness.

There is great potential for Cambodia to leverage its lower labor costs as a way of joining regional
production networks. New investors in Cambodian Special Economic Zones (SEZs) require more
sophisticated and integrated logistics services than are currently available in the country. Cambodia has
been promoting SEZs for the past few years. Their development is based on Anukret no. 148issued in
2005. Since then some 22SEZ licenses have been granted. For now, most SEZs are located along the
border with Vietnam and Thailand (Koh Kong, Bavet, Poipet), in Phnom Penh, and at the Port of
Sihanoukville. The location of theseSEZsis an indication of the high logistics costs that would be incurred
elsewhere in the country. In fact, the main concerns expressed by Japanese investors are the high costs of
electricity and logistics. SEZ investors seek to take advantage of the incentives offered by the zones as
well as Cambodia’s relatively low labor costs, while minimizing logistics costs. There is potential for
Cambodia to expand the economic impact of SEZs. In order to do so, however, logistics
performancemust be improved.

31 World Bank, Connecting to Compete, Trade Logistics in the Global Economy, Logistics Performance Index, Washington,
D.C.: World Bank, 2012
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While both emerging investments in regional supply chains and growing agricultural exports will
continue increasing the demand for logistics services, the demands of the two are very different: milled
rice requiresbulk handling capabilities; SEZ operators tend to need seamless, fast, and cost-efficient
logistics.

Cambodia’s 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
international corridor connects Bangkok through Cambodia to Ho Chi Minh City in Vietnam. Most traffic
originates in Bangkok and travels through the Poipet border post to Phnom Penh (734km) and/or between
PhnomPenh and Ho Chi Minh City in Vietnam (228km.) Traffic volume is higher on the latter route and
has been 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 impact on trade. 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 and informal trade with Vietnam and Thailand.

The four major trade corridors are:

Western Cambodia-Poipet-Bangkok

Central/Eastern Cambodia — Bavet-Ho Chi Minh
Phnom Penh- Sihanoukville

Central Cambodia- Mekong- Saigon Port to Cai Mep

e
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Map 3.1: Cambodia’s Four Main Trade Corridors
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The transit time is two to three days in Sihanoukville including the time for loading and unloading and

four or five days for Cai Mep. A typical container barge has a capacity of 144 TEU, length of 78 meters,
and draft of 4.8 meters.

The most important corridors are those providing connections to Vietnam’s deep-water facilities (# 2 and
4). For agricultural goods, these provide access to larger general cargo vessels. For containers 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 because of the larger traffic volumes at the Vietnamese ports. Main
constraintsare the procedures for border crossing and movement of goods in transit. Another constraint is
Dead Weight Tonnage (DWT) that can be transported on river routes based on seasons.

Table 3.1: Routes to China Sea

DWT
Sections River Km | Low Water | High Water
Phnom Penh - Vam Nao Pass | Mekong | 154 3000-4000 5000
Vam Nao Pass - South China | Mekong | 194 3000-4000 | 3000-4000
Sea Bassac 188 5000 5000

In general, the performance of these corridors is improving as shipping lines become involved in
providing feeder services to the ports. Additional improvements in performance should be prioritized
based on the impact on the cost and time for movement over the entire length of the corridor.
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Cambodian manufacturing is clustered mainly around Phnom Penh while agricultural production is
clustered near the borders with Vietnam and Thailand. A large number of garment factories can be found
on the border with Vietnam, in SEZs that serve as transfer points for goods moving through the port
facilities near Ho Chi Minh. In addition to the Bavet Dry Port, there is only one logistics hub along the
Mekong near Phnom Penh.*?However, this is more a collection of cargo-handling facilities than a full-
service hub offering a wide range of storage, transport and trade facilitation services.

Some further agglomerations of garment and footwear industries are likely to gain size at the largest
zones. It is also expected that the Phnom Penh logistics hub will grow in terms of capacity and variety of
services. Efforts to improve the existing clusters and develop additional clusters could focus on
increasing competitiveness by providing efficient connections to the trade routes and encouraging
development of domestic suppliers to serve the factories located with these clusters. This will require
stronger coordination between government and the private sector in planning the development of the
clusters. The development of new zones should be based on a value proposition that emphasizes efficient
logistics rather than taxes and other financial incentives.

Current Issues

The TTFA and TCA have identified in some detail key issues that need to be addressed to improve the
trade logistics environment in Cambodia. They include:

1. The lack or poor implementation of cross-border transport agreements is causing inefficiencies

and decreasing competitiveness of Cambodian products.

Third party insurance covering cross-border transportis lacking.

Cambodia and its neighbors use different axle load limits.

The container market lacks “liquidity” as result of import-export flow imbalances.

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

A few large trucking firms dominate the road 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
costs.

8. Foreign companies cannot compete on most Cambodian roads so prices remain high for truck
shipments.

9. Cambodia’s railway network is not connected to Thailand.

10. Port infrastructure is adequate for the current trade volume but needs strengthening to ensure
sufficient capacity to support trade expansion.

11. Use of alternative waterways — particularly along the Mekong — should be encouraged as
opportunity exists to use Vietnam’s port infrastructure.

12. Costs components making the final priceare opaque, with complex chain of brokers.

SR

$Zttp://www.songuongroup.com/dryport/index.php?page=bv
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13. There is a high level of informal payments to clear cargo, a large proportion of which seems to be
captured by shipping companies.
14. Logistics to support formal export of rice and other agricultural commoditiesis insufficient.

Cross Border Agreements

Route competitiveness is weakened by the lack of a clear cross-border agreement between Cambodia and
its neighbors, Thailand and Vietnam.As a result, trans-loading of cargo is prevalent at the Poipet and
Bavet borders with Thailand and Vietnam respectively.At present, Cambodian trucks are not allowed to
operate in Thailand and a very limited number of Cambodian trucks operate in Vietnam. Similarly, Thai
and Vietnamese trucks are generally restricted from operating in Cambodia, except to trans-load goods
within the immediate border area, as outlined in greater detail further below. The lack of a transit
agreement forces trucking companies to trans-load goods near the border leads to delays, additional costs,
restricted competition, and 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 areas. This is so despite the fact that a first step was taken to
implement the CBTA through an MOU, signed in May 2010, providing for an initial quota of 40 trucks
per country to be allowed to operate into each other’s territory. However, the Thai parliament has not
ratified the MOU. Presently, Thai trucks can only enter Cambodia up to an ICD in Poipet where the
goods are transshipped, with one exception. The 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 and Laos that allows trucks to cross the border. The
agreement limits each side to 20 permits, though, presently, demand 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 Vietnam have a bilateral agreement that provides for each side to issue up to 300
permits.However, freight transport operators on both sides prefer to operate only to the border, reportedly
because of the high cost of obtaining the necessary permits. Out of the quota of 300 permits each side is
allowed, more than two-thirds are used for passenger services. Trucks carrying goods for the SEZ at
Manhattan near Bavet, on the Vietnam border, are exempt with 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 Thai-Malaysia border on the Bangkok-Kuala Lumpur-Singapore route. The
cost of transshipment on the Cambodia — Vietnam route is about $80 per container.

Third Party Insurance

ASEAN does not have a functional regional third party liability insurance scheme. Goods and vehicles
registered in one country require third party liability insurance in case there is damage to property or
personal injury in another country. Insurance companies do not cover cargo beyond their national borders
and this represents a risk to the consigner and consignee. For instance, in case of an accident in
Cambodia, a truck and its cargo may be impounded and it may take months to be released, incurring high
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fees and charges (shipping line container fees) in the process. Presently cross border operators must
arrange independently for insurance when Thai trucks cross the border. International best practice is to
introduce a regional third party liability insurance scheme. There are several well established schemes in
Europe and Africa.

Axle Load Limits
One of the outstanding features of regional harmonization is axle load limits. Presently each of the

countries in South East Asia has a different maximum axle load limit (Table 3.2.) Suffice to say such
disparities necessitate heavy overload control infrastructure with attendant negative impacts on trade.

Table 3.2: Axle Weight Comparison among Neighboring Countries

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:

e Cost competitiveness: There is a perception 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.

e 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 suited to Cambodia’s roads. National legislation has not been updated to cover
their use.

e Demand for heavy goods: Cambodia’s relatively rapid economic development is increasing the
demand for movement of heavy construction materials and agricultural goods.

Weighbridges provide one of the major opportunities for improper practices along regional trade
corridors. Vehicle overloading imposes 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 practices unless it is properly regulated. In some
cases, the weighbridge stop is used by some operators as an opportunity to offer payments to officials so
they can let overloaded trucks through. Stricter 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 (Figure 3.1.) However, the demand for export containers is much less than for

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
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shipped abroad. This contributes to a lack of ‘liquidity” in the container market as containers are
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, reflecting a desire by
shipping lines to position empties in these markets.

Figure 3.1: Cambodia Freight Transport Market, 2010

Cambodia’s Containerized Trade

Port of Sihana e. Road border
entry/exit posts

Mode of

overland 14% 86%
transport

Source: TTFA

Shipping lines impose strict limits on the return of empty containers to the ports. Shipping companies
(owners of the containers) require empty containers to be returned within seven days.**These 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 logistics in Cambodia, trucking companies
typically do not pay container storage fees. Containers are instead stored at dry ports (often owned by
trucking companies) at no charge. In general, there is a collegial business relationship between shipping,
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 exported. The rationale for shipping empty containers is that large shipping companies have
container leasing agreements with ports in other countries (i.e. Singapore, Hong Kong) and have to re-
export the empty containers to avoid paying demurrage fees. Since containers cannot be stockpiled, the
result is that empty 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.

33Maersk estimates that empty containers account for 10% of the 400 containers sent per week to Singapore.
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Table 3.3: Number of Empty Containers Exported to Regional Countries

First Half of 2011

Country 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 road network of approximately 38,257 km including 4,757 km of national roads and
5,700 km of provincial roads that fall under the stewardship of the Ministry of Public Works and
Transport as well as 27,800 km of tertiary roads for which the Ministry of Rural Development is
responsible. Major roads link Phnom Penh and regional centers to all neighboring countries. The network
has been much improved since the mid-1990s and is generally in fair to good condition. However, road
quality in Cambodia is not always optimal, with some new roads deteriorating quickly when they have
not been built to international standards. Trucking firms perceive the condition of roads in Cambodia not
to be as wide or as well maintained as in neighboring countries. Some firms mention 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 road safety and accidents as a
major problem. According to the Climate Investment Funds, “Cambodia has one of the highest
incidences of road accidents in the world, with 10 fatalities per 10,000 vehicles in 2010. This is a 44
percent decrease from 2007, but still represents the highest accident rate in Southeast Asia. Thus, road
safety continues to be a major sector concern, especially with the growth of traffic in provincial and rural

areas.”

Trucking Industry

A few large trucking firms dominate road haulage in Cambodia. There are many operators with some
fleets, typically operated in an informal way. The twenty largest companies have on average 20 to 30
trucks each and, together, operate more than 1,000 trucks. The largest firm has more than 200 trucks.
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 (CAMTA). As of September 2011, CAMTA had 15 members. Together, the firms owned a

Fnttp://www.climateinvestmentfunds.org/cif/sites/climateinvestmentfunds.org/files/PPCR%208%20Cambodia%20Project.pdf
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total of 800 large trucks (majority semi-trailer.) CAMTA member companies represent more than half of
the heavy vehicle fleet in the country. The membership has not changed significantly in recent years
though the government is now actively encouraging all operators to join. The distribution of the fleet of
CAMTA members compared to the general population is shown in Figure 3.2.

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

50
45
40
35
30
25
20 -
15 - EALL

10 ECAMTA
5 |
0 -

Proportion of firms

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

Number of trucks
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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 to Vietnam.

Some of the key characteristics of the trucking industry are as follows:

e The fleet is generally oldand prone to frequent breakdowns. Trucks are purchased and imported
second-hand, mainly from Korea, Taiwan, and the USA. There is presently no legislative limit
on the age of trucks when first imported, though the average is 5-7 years.

e The cost of vehicles and access to financeare challenges for trucking companies.Operators can
borrow money from the bank to purchase trucks though most prefer to finance using their own
resources due to high interest rates charged by banks. This explains the use of second-hand
trucks. This leads to higher maintenance costs (in addition to fuel costs) and affects prices
charged by truckers and the overall efficiency of the Cambodian trucking fleet.

e Cambodia’s trucks are under-utilized significantly in international terms.Trucks average 5-6 trips
per month with an average annual mileage of less than 40,000 km. This is about one-third that
reported in Southern Africa, for example. The low level of utilization is partly a function of lack
of return loads, low frequency of truck movements, and the industry’s limited geographic scope.

High Fuel Cost
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Operators considerhigh fuel cost to be the greatest negative factor, driving up total costs. One trucking
company reports that fuel accounts for up to 70 percent of the total transport costs. This proportion of
cost of fuel to other costs is consistent with reports from Lao PDR and Thailand, where fuel cost are also
reported to be a major constraint. This is a huge limitation in investment in new rather than usedtrucks by
fleet owners. In other regions of the world, fuel costs typically are less than half of total costs.

Weak Competition in the Trucking Sector

Competition among trucking companies is mostly local.Foreign trucks are restricted from operating
deeply into Cambodia, so international competition does not influence strongly pricing policy for trucking
services.**Cambodia’s WTO Schedule of Service Commitmentsplaces no restrictions on market access
and national treatment for road freight transport under all modes of supply, except for the movement of
natural persons, and places no significant limitations on horizontal commitments, except for the
movement of natural persons and ownership of land by foreign individuals. Accordingly,one might
assume that limited competition from foreign trucks results primarily fromother Non Tariff Measures
(NTMs), including several suggested in this chapter such as thelack of third party insurance, lack of
ASEAN axle load common standards, cross-border truck quotas allotted only to majority-owned
Cambodian firms, etc.

The transport logistics landscape is changing, however. Selected new international players entering the
market, as evidenced by Japanese logistics companies Nippon Express, Yusen Logistics and Sojitz
Logistics setting up office in Cambodia. These companies have potential to strengthen the logistics
environment, especially as CBTA is implemented and BRTAS between Cambodia and its neighbors are
finalized.

Several trucking companies report that more than 50 percent of their sales originate from one key client —
a finding that suggests market entry is predicated on having an anchor client rather than based on free
competition for services. A recent survey by EMC for the World Bank’s Transport Corridor Assessment
(2011) found only one logistics company reporting a large number of customers (approximately 1,000),
with only 11-25 percent of revenue coming from its most important one.In short, current operational
practices limit contestability in Cambodia’s trucking market.*

Railways

At this stage, given its limited availability, railway transport does not influence pricing and competition in
the transport service markets. But this might be changing.

Like in Thailand,Cambodia has a one-meter gauge network. The network was concessioned to a private
operator in 2009. The network consists of the Northern line linking Phnom Penh with Sisophon (338
km), the Southern Line linking Phnom Penh to Sihanoukville (264 km), and a branch line from Phnom
Penh to the petroleum storage facilities at Tonle Sap River (6 km). The railway system is only partly
operational and is undergoing rehabilitation. The branch line between Phnom Penh and Sihanoukville has

®EMC, "Transport and Logistics Corridor Assessment, Cambodia", Phnom Penh: EMC, 2011
%EMC, Ibid
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been renovated and regular scheduled service was introduced in 2013 and will be expanding. The
Northern line is under renovation. Itwill include the reconstruction of the “missing” stretch of rail from
Sisophon to Poipet (48 km) on the 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 Thailand. When it
becomes operational, the railway could help overcome some of the costs incurred in transshipping cargo
at the Cambodia-Thailand border. However, this will depend on the efficiency of wagon transfers on
crossing the border. Finally, the Government is studying options, including financing, to build a rail link
between Phnom Penh and Vietnam.

Ports and Shipping Services

Cambodia is served by two main domestic ports — one river port in Phnom Penh and a seaport in
Sihanoukville. Both ports are state-owned but autonomously operated. A third port, called the Mong
Rithy Port, is private and operates under a semi-official 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 gateways. Cargo to
Sihanoukville from Phnom Penh is transported mainly by road,but, with the recent reopening of the rail
connection between the two cities, scheduled freight rail service is gradually being expanded. Freight to
the Vietnamese 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) port. The port of Cai Mep was opened in 2006 as a joint venture between the shipping line
Maersk (49 percent) and the Vietnam-based Saigon Port and Vietnam National Shipping Lines -
Vinalines.

The HCMC port serves as a gateway either for direct service to the US West Coast or other major Asian
ports or for other international service by means of transshipment viaSingapore and Tanjung Pelepas in
Malaysia. Cai Mep port is used as a gateway for direct liner services to most hub ports in the US, the
Middle East, and Asia.

The Sihanoukville Port is the largest seaport in the country.The port was constructed in the 1950s and
became operational in 1960. It has an old berth that can accommodate four medium sized vessels on both
sides. A new quay was constructed in the 1960s which can accommodate three vessels with about seven
meters draft. A container terminal opened in 2007 to handle vessels with about 10.5m draft. Current
cargo volume is close to 2.5m tones per annum, more than two thirds of which is containerized.

The Port of Sihanoukville has limited draft — currently 10m deep — which restricts the sizes of vessels that
can call at the portto a maximum 1,000 TEU. However, the Port Authority of Sihanoukville is building a
13.5m deep multi-purpose terminal and dredging a channel with a Japanese loan which will allow much
larger ships.The small volumes of traffic and the trend in the shipping industry to rely increasingly on a
hubs and spoke system (large vessels using mega ports with feeders from smaller ports) are some of the
reasons why Sihanoukville is predominantly a feeder port linked to main world destinations by feeder
services to Singapore and Hong Kong. In short, Sihanoukville should seek to increase its competitiveness
as a feeder portthrough greater efficiency and lower costs.
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Figure 3.3: PAS Cargo Throughput, 2003- 2010
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Sihanoukville remains the main trade gateway for seaborne cargo entering or leaving
Cambodia.Sihanoukville handles approximately three-quarters of all trade traffic by volume. In 2008 the
port handled about 250,000 TEUs while the river port handled about 50,000 during the same year. Cargo
volumes transiting through Vietnam have increased in recent years, due to the perceived competitiveness
of both the overland and sea routes.

Vessels calling at Sihanoukville Port are small by international standards (maximum 1,000 TEU.)The
Port is smaller than all other seaports in neighboring countries and is characterized by much lower
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 Sihanoukville in terms of container volumes. The port is also
considerably more expensive than ports in Cai Mep and Ho Chi Minh City.*

The port is operated by a Government agency and the private sector is advocating the adoption of
measures to improve its competitiveness 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 relying on private operators for the port’s expansion and management.

S7http://data.worldbank.org/indicator/IS.SHP.GCNW.XQ
%826 times more expensive per TEU, according to Maersk Lines.
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Figure 3.4: Number of Vessels Calling at Figure 3.5: Distribution of Vessel Sizes Calling at
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Figure 3.6: Container Volumes at Cambodia’s Main 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 Sihanoukville, it is only a feeder service to Singapore. In comparison,
Ho Chi Minh and Cai Mep have many direct vessel calls to numerous overseas destinations. Shippers
typically make an assessment of the option that gives the shortest possible transit time within the
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constraints imposed by their overseas buyers. Cambodia’s ports should improve their efficiency and
competitiveness as feeder ports, in line with international trends in the shipping industry which is
increasingly using large vessels operating in mega ports such as Singapore and Tanjung Pelepas in
Malaysia. Improvements in physical capacity including adding cranes, 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 route for shipping is via the Mekong River from Phnom Penh to Cai Mep port in
Vietnam. Traffic through PPAP has been growing in recent years. This is mainly due to the connection to
Cai Mep port in Vietnam by river barge, which is an option that offers international 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 from Phnom Penh and connecting through Ho Chi Minh. The same route is also
$100 cheaper and 3 days shorter than going through Sihanoukville.

Ho Chi Minh City does not offer direct service to Europe. But it is extremely competitive for intra-Asia
container services, with tariff freight rate (excludingsurcharges) from Ho Chi Minh to Shanghai, for
example, being around $100 compared to around$250 from Sihanoukville. A new port with an adjacent
container terminal is under development in Phnom Penh, some 30km downstream from the current port,
which will ultimately have a capacity of 300,000 TEU per year. This will add to the efficiency of the river
transport option for shipments from Cambodia to Vietnam’s deep-sea ports. However, current draft in the
Mekong River is limited and only barges up to 120 TEU are allowed transit. Options to dredge the river
in Cambodia and Vietnam should be explored.

Clearing and Forwarding Services

Logistics services in Cambodia are provided by numerous brokers, each contributing one activity to the
final clearance of the goods. The multiplicity of actors makes it more difficult for traders to track
payments.This can be illustrated by the case of textile exports, where manufacturers pass shipments to
Inland Container Depot operators who work with forwarding agents and trucking companies to get a
shipment to the port. For many exports, shipping lines have typically been designated in advance by the
overseas buyer. In order to ensure smooth operations, the agents working with the 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 result, while, in theory, there is competition in
logistics services, in practice, shippers have to work with service providers linked to one or other of the
shipping lines. The lack of clarity about the roles played by various brokers presents exporters with an
opaque process and regulatory environment that is characterized by limited competition and unusually
high costs for shippers. In agriculture, the practices are similar though processors and exporting
companies have greater control over the farm-gate portions of their supply chains. Processors purchase
from middlemen who buy directly from farmers and have to work with forwarders to export their
produce. As a result, there is little in-house management of logistics services by the country’s private
sector.
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Freight forwarders are probably the most important players in organizing logistics in Cambodia. EMC
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
services and warehousing.* 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 party. The most common overlap between trucking and freight
forwarding companies is provision of customs brokering and warehousing services. In total, there are
approximately 200 freight forwarders operating in the country.

The freight forwarders in Cambodia are organized in a national association, the Cambodia Freight
Forwarder Association (CAMFFA). CAMFFA was established and recognized by the government in
2004. It has 21 members — 19 regular members and 2 associated members. CAMFFA and the Cambodian
Trucking Association (CAMTA) are active in the same Government-Private 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 underlying the logistics market in Cambodia is the opacity of the costelements
that determine the final price for shipments.This is one of the reasons manufacturing firms do not invest
in in-house logistics capability - because they wish to avoid having to deal with some of the informal
practices that are encountered along the trade corridors. Importantly, the desire to avoid informal fees —
or the desire to avoid being personally involved in making informal fee payments — enhances the power
of agents and brokers 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 one of the main contributors to Cambodia’s high logistics
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 really paid by
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 and up-to-date information as a constraint.
They perceive information regarding fees, regulations (particularly upcoming legislation changes) and
procedures to be unclear at times. Problems may also arise because of poor dissemination of information
by government agencies and lack of knowledge in the private sector about where to access the
information provided. According to operators there is little to no advance notice regarding new
regulations that have come or will come into effect. Informal fees are charged sometimes for obtaining
information. The lack of transparency proves a fertile ground for informal payments, including to various
border officials.

Informal payments are reported to take place at weighbridges, en-route checkpoints, and
customs.Trucking firms report that informal fees are collected routinely by police at checkpoints on main

¥EMC,2011, ibid.
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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 $10 have been reported. Weighbridge stations also provide an
opportunity for informal fee collection due to truck axle-weight and length issues. Many truckers elect to
pay an informal fee simply to avoid losing time from inspections.

Traffic police collect informal fees from truckers for “every perceived minor problem”, as stated by one
interviewee.**While this may well be justified, there is a perception of harassment and unclear and unfair
application of traffic laws,for purposes of extracting informal fees. Operators on the PAS route report
paying informal fees ranging from 10,000 to 50,000 riel relating to “every single mistake related to truck
safety.”*!

The informal fees are also levied at border crossing and during customs clearance. Most operators are
reluctant to even discuss informal fees. Unequal treatment by border officials, based on informal
relationships, may also skew some responses more positively than is otherwise the case.*

There are also high levels of informal payments to clear cargo. Typically agents pay $180 to $210 to
clear each twenty-foot 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 goods such as rice, cassava, or cornalso require payment of informal fees.
In sum, the cargo clearance costs at Cambodia’s ports of entry and land border crossing points are high,
even by regional standards.

The informal costs are passed on to shippers, but without supporting receipts, leading to opacity about the
real rate of informal payments that are truly required for clearance of each shipment and exacerbating the
distrust between agents and shippers. In any event, agents add a premium on each informal payment that
they make. The practices are similar at 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 different situations to varying
amounts.

Logistics Issues Related to Specific Products

Milled Rice:Milled rice is transported to Phnom Penh by road then shipped through Sihanoukville or Ho
Chi Minh City. The typical size of export shipments varies from three to 15 TEU. However, small traders
will ship a single TEU, especially for fragrant rice. The minimum shipment size for large traders is
usually five TEU and they accept orders with multiple shipments. The time from confirmation of the
order to loading on the ship is 5-14 days. The order cycle from order confirmation to delivery to the
buyer’s warehouse is 35-42 days for Europe but can be as little as 14 days for East Asia and less for
Southeast Asia. The percentage of delayed shipments varies by trader but is generally 10 percent or less.
Most delays are the result of problems in the outbound supply chain including:

“EMC, 2011, Ibid

*LEMC, 2011, Ibid

42For 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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e lack of reliability in terms of domestic transport;

o lack of available 20’ containers suitable for carrying food;
e inefficient handling at the loading port; and,

e lack of available customs officials.

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 while for larger orders
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 is three-to-eight weeks and the value of shipments is
in the range of $50,000 to $75,000 per TEU. Factories receive consignments on a weekly basis with most
shipments organized by the supplier on a C&F basis. Payments for imports are made a specified time
after receipt of goods, typically a week or two, using an electronic transfer. For vendor 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 the buyer’s letter of credit.

Finished garments are packed and labeled for delivery to retail outlets. The garments are then shipped in
ocean containers to the retailer’s distribution center. Ocean transport is arranged by the buyer’s
designated forwarder. Containers are loaded at the factory for transport to Sihanoukville. Time for
overseas shipment adds 15-35 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 basis. Airfreight is
used only for time-sensitive or delayed shipments, which account for 1 percent and 5 percent of
shipments, respectively.

The cost for moving the container from Sihanoukville to the factory’s warehouse is $700-$900 per FEU,
which includes the terminal handling charge. For transport from the factory to the port, the range is from
$450-$1000. Most firms give five-to-seven day advance notice when arranging truck transport to the
port. The garments produced have an average value of $3-$4 per 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, usually 7-30 days after loading on the vessel. International
freight rates vary by destination but are currently about $800 per FEU for East Asia, $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 forwarders or shipping lines.

The smallest shipments are one or two TEU per week with 3000-5000 pairs per TEU. A typical shipment
however is three to 15 TEU with a value between $110,000 and $550,000. Airfreight is used for less than
10 percent of shipments. The principal trade corridors used for footwear exports link 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.

Possible Reforms to Improve the Competitiveness of Cambodian Logistics
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The issues described above are critical to sustain Cambodia’s trade expansion. There is a need for fruitful
inter-ministerial cooperation in designing and implementing reforms in the area of trade logistics. A High
Level National Task Force with the mandate of formulating a National Logistics Blueprint (NLB) could
be set up with responsibility foridentifying clear tasks, objectives, and timeframes. The NLB should be
developed and implemented in synergy with initiatives in support of specific supply chains and aiming at
improving trade facilitation. The NLB should adopt a multi-modal logistics approach, identifying and
prioritizing solutions that ensure maximum benefits. Accordingly, the Task Force and the NLB should
operate within the existing Trade SWAp structure to ensure maximum coordination among ministries and
agencies involved and between RGC and private sector organizations.

Box 3.1: National Logistics Plan

International best practice suggests that a National Logistics Plan should be developed through
consultation among Government officials, private sector operators, and academics aiming at
identifying key short- and long-term priorities and actions. It is critical to set up an effective
mechanism for the various public and private sector stakeholders to co-produce a shared logistics
vision and strategy for the country. Also in this area, high level Government engagement to lead and
monitor implementation has proved a fundamental ingredient for success: for instance, the Prime
Minister’s office in Thailand or the Vice-President office in Indonesia. Experience suggests
developing sector plans (air/land/water) into multi-modal, integrated plans, ideally sharing practices
with ASEAN neighbors. A strong governance structure is needed with a clear delineation of
responsibilities. National Logistics Plans need to be comprehensive, addressing issues related to
infrastructure, regulations, competition, partnerships, etc.

When formulating the NLB, the relevant stakeholders should take a “whole-of-corridor” approach to
dealing with shipping liner connectivity at the regional hub ports of Ho Chi Minh, Singapore, or Hong
Kong. They should also focus on problems 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 contributes to increased 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 actionsthat would need to be considered under the NLB can be broadly categorized
in cross-cutting reforms and sector-specific reforms that are presented in the non-prioritized list that
follows. Additional discussion will be necessary, possibly in the NLB Task Force, to develop a
prioritized, sequenced, and resourced plan of action. It should be noted that targets identified in the
attached Trade SWAp Roadmap under Outcome #3 have been identified based on what would be feasible
to achieve if sufficient resources are deployed to support implementation.

Cross-cutting Logistics Reform Actions
The interventions that would benefit the overall trading competitiveness are the following:

e Negotiate with Thailand and Vietnam improved agreements for an integrated road transport
market. Those agreements should include the extension of specific permission provided to large
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companies operating in SEZs (i.e. Minibea) and ensuring regulatory support for cross-border
shipments along the Mekong.

e Link the National Logistics Plan to existing ASEAN frameworks such as the "Roadmap for the
Integration of Logistics Services".

e Draw the attention of other ASEAN Member States to the need to ratify and implement existing
agreements (see details in ASEAN box).

e Improve transport regulations (liabilities, axle loads limits, drivers' qualifications and conditions,
safety standards, contracts, etc) including by adopting international standards to attract
investment.

e Establish a regional third party liability insurance scheme and harmonizing axle load limits in
main transport corridors.

e Introduce a road fleet modernizing scheme with appropriate financing and quality enforcement
mechanisms.

e Remove impediments to FDI in logistics, in order to improve sector’s competitiveness and lower
cost of services to traders.

e In cooperation with private sector associations, developcapacity among: a) Clearing and
forwarding agents, based on FIATA courses; b) Trucking firm operators on fleet management and
modernization; and, c) Transport sector regulatory authorities on port, road and railway regulation
and rate setting principles.

e Reconnect the Thai and Cambodian railway network prioritizing freight operations.

e Study options and financing for new rail link between Phnom Penh and Vietnam

e Liberalize port fees in order to encourage cost competition between ports and improve
competitiveness of Cambodian ports compared to those of neighboring countries.

e Review the ongoing port operating model and consider giving operating licenses to international
port operatorsin order to reduce needs for public investment and increase efficiency.

e Review the value added provided by KAMSAB and consider streamlining its operations.

e Consider dredging the Mekong between Phnom Penh and Ho Chi Minh City to enable access to
barges larger than 120 TEU.

e Carry out a security review to identify measures to bring Sihanoukville and Phnom Penh Ports in
line with international security standards and prevent recurrent problems of pilferage of
containers.

e ldentify options for increasing the use of out-bound empty containers, possibly through export of
semi-processed and processed agricultural products (cassava, rice, corn, rubber, etc.).

Reform Actions to Improve Milled Rice Logistics

Inbound supply chains will be strengthened by the current trend towards increasing the size and efficiency
of rice mills. Larger capacity mills require a more efficient system for collecting paddy to achieve
economies of scale. This begins with a more efficient mechanism for aggregating paddy 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 third parties. The mills could purchase the paddy
either from the farm or from these new storage facilities, maintaining inventoryin those and removing it
just before for milling. These facilities could allow greater flexibility in locating new mills, especially at
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locations that provide direct access to inland waterways. Existing mills located close to the areas of
production could use these facilities to supplement their own storage.

Improvements in performance on the outbound supply chains require upgrading the trade corridors
connecting the rice growing areas to the loading points for international shipments. These corridors
include those used for:

e Aromatic rice transport by road from the Northwest through Poipet to Laem Chabang for
container shipments and through Khlong Toey for general cargo shipments;

e Aromatic, traditional, and high yield varieties transported by barge to Saigon port for loading
general cargo ships;

e Aromatic, traditional, and high yield varieties transported by truck to Sihanoukville for loading
on general cargo vessels; and,

e Aromatic, traditional, and high yield varieties transported by road to Phnom Penh for transfer into
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 border. The second requires simplified transit procedures based on the 2009 Agreement
between Vietnam and Cambodia on Waterway Transportation.”* Improvements in all four corridors
would provide economies of scale for general cargo shipments and improve connectivity for container
shipments. They would also provide shorter transit times, more competitive services, and lower freight
rates for both container and general cargo shipments.

Although there has been considerable improvement in documentation and transport services in recent
years, further improvements are required 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 duty-free inputs and delays in
exports related to licensing requirements and inspections. To improve logistics specific to garment,
resolving inefficiencies in trade facilitation and border procedures are critical. Margins are low in this
sector and any improvement in logistics that reduce costs and increase reliability of delivery will lead to a
larger benefit.

The private sector has been effective in organizing production of simple garments and expanding the
volume of exports. It is quite likely that the sector will diversify in part by moving into production of
higher-value garments. Depending on products, those have slightly different requirement in terms of
supply chain performance.

“3 The purpose of the current Agreement is to establish a legal framework for effective implementation of freedom of navigation
in the Mekong river system and to create favorable conditions for transit and cross-border trade.
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Table 3.4: Selected Markets for Higher-Value Garments

Product Market - Cycle time Capabilities
characteristics
Higher quality Quality of inputs Moderate Procurement, Quality control throughout
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 higher-value markets would require a reduction in the order cycle times. Current cycle times vary.
The time for ordering fabric varies between three and eight weeks depending on availability. The
production runs are typically four weeks but depends on the size of the order. The time for delivery
ranges from two to five weeks depending on the destination. The result is a total order cycle of two and a
half to four months. A movement into high value products implies an increase in the order time for
higher quality fabric. Any reduction in order sizes would have relatively little impact on production time
because of the fixed time for setting up a new production line. The delivery time is determined by
destination, which may change with the diversification into new markets.

Efforts to reduce the order cycle to two to three months would require a tightening of the inbound supply
chain, primarily though improvements in the trade corridor linking Phnom Penh with the international
container terminals near Ho Chi Minh City. This would include both the road linkage via Bavet and
container barge connection from Phnom Penh port. Current 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 services. This 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 attract the anticipated traffic. The shipping lines have been cautious
about expanding services following the global financial crisis. While these ports already offer better
connectivity, it is anticipated that the time savings will increase over the next five years. For Asian trade
the savings in the transit time to Asian sources of fabric and to customers in Japan, Korea, and Taiwan
should be one to two weeks while for the European trade it would be two to three weeks.Additional
savings in transit time should be achieved through improvements in trade facilitation that are needed to
reduce the clearance time for both the imported fabrics and the exported garments (see chapter 2.)
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Outcome #3 in the Trade SWAp Roadmap identifies a number of possible Actions to bring about some of
the improvements and reforms identified in this chapter.

Box 3.2: ASEAN and Trade Logistics

The ASEAN Framework Agreement for the Facilitation of Goods in Transit
(AFAFGIT)identifies a package of measures pertaining to the regulation of frontier posts,
harmonization and simplification of customs procedures, traffic, transit transport services, road
transport permits, technical requirements of vehicles, mutual recognition of inspection certificates,
mutual recognition of driving licenses, and motor vehicle third-party insurance.

The AFAFGT offers great potential for Cambodia.lt recognizes also that the benefits of improved
infrastructure across South East Asia will remain unrealized unless the regulatory environment is
modernized to remove regulatory bottlenecks.A main bottleneck is in the granting of transit and traffic
rights. Common practices at most border posts is for trans-loading cargo from a vehicle registered in
one country to another registered in the other country and for the transit procedure to be initiated at
each land border crossing.

Under itsConnectivity Master Plan, ASEAN has identifiedsix key strategies:

1. Fully operationalize three Framework Agreements on transport facilitation:

e ASEAN Framework Agreements on the Facilitation of Goods in Transit (AFAFGIT);

e ASEAN Framework Agreements on Inter-state Transport (AFAIT);

e ASEAN Framework Agreements on Multimodal Transport (AFAMT).

2. Establish integrated ASEAN Highway Network:

e Upgrade below-Class 3 sections of Transit Transport Routes (TTR), as agreed under
Protocol 1 of AFAFGIT, with the highest priority to Class 3 or above*

e Upgrade other “below Class 3” sections of the ASEAN Highway Network to Class 3
or above.

e Install road signs to all designated routes, with a specific priority on TTR.

e Upgrade “Class 2 or 3” sections with high traffic volume to Class 1 (by 2020).

3. Implementan efficient and competitive maritime transport system:

o Accelerate the formulation of the strategy for ASEAN Single Shipping Market.

e Enhance the capacity of 47 designated ports, with the priority set in the studies done
and being done under the cooperation with Japan and Korea (under MTWG).

e Establish efficient and reliable shipping routes (including RORO) in consistence with
the related subregional initiatives such as BIMP-EAGA and IMT-GT.

e Develop emerging and/or potentially important international routes: Penang —
Belawan, Malacca — Dumai, Davao — Bitung, Zamboanga - Sandakan, Muara —
nearby ports.

e Linkages with global and regional trunk routes and domestic shipping routes.

4. Establish ASEAN Single Aviation Market:

“ For the classification of Asian Highway Standards see table 1 (page 17) and table 4(page 21) of the Intergovernmental
Agreement on Asian Highway Network: http://treaties.un.org/doc/source/RecentTexts/XI_B_34_E.pdf
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Operationalize the Multilateral Agreement on the Full Liberalization of Air Freight
Services (MAFLAFS) by 2011.

Operationalize the Multilateral Agreement on the Full Liberalization of Passenger Air
Services (MAFLPAS) by 2013.

Formulate a strategy for further 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 build the missing link
sections:

Cambodia: (1) Poipet — Sisophon (48km), (2) Phnom Penh — Loc Ninh (254km)
Vietnam: (3) Loc Ninh — Ho Chi Minh (129km), (4) Mu Dia — Tan Ap — VVung Anh
(119km)

Myanmar: (5) Thanbyuzayat — Three Pagoda Pass (110km)

Thailand: (6) Three Pagoda Pass to Nam Tok (153km)

Lao PDR: (7) Vientiane — Thakek — Mu Dia (466km)

Formulate a strategy for a seamless operation of SKRL.

6. Establish harmonized, integrated, and seamless multimodal transport system:

Conduct a study on potential multimodal transport corridors to empower parts of
ASEAN to function as land bridges in global supply routes.

Complete the East West Economic Corridor (EWEC): Construct the missing link in
Myanmar.

Develop/upgrade terminal ports: Yangon, Da Nang.

Promote the Mekong — India Economic Corridor (MIEC) as a land bridge.

Mekong bridge in Neak Loung (National road No.1 in Cambodia).

Dawei deep sea port (by 2013).

Highway between Kanchanaburi and Dawei (by 2013)
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Chapter 4

SANITARY AND PHYTOSANITARY MEASURES AND
TECHNICAL STANDARDS

Introduction

The Royal Government of Cambodia has identified ten priority export sectors for further strengthening
and diversification of the country’s export basket. The challenge in the years ahead will be to consolidate
existing markets, open up new ones — including deepening penetration of fast growing Asian markets, and
move up value chains by focusing on new opportunities for more in-country processing 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.

This chapter analyzes constraints in Cambodia’s ability to meet SPS measures and Technical Standards
that must be resolved in order to facilitate the Government’s targets forexport growth.It is organized in
two thematic sections — one on SPS measures and the other on technical standards — followed by a
conclusion and three summary boxes. The three summary boxesfocus on (1) the implications of ASEAN
and Regional Integration for SPS Measures and Technical Standards; (2) human resources constraints in
the two areas of SPS and Technical Standards; and, (3) a stock-taking of progress since 2007.

Sanitary and Phytosanitary(SPS)Measures

This thematic section is organized into three subsections. The first sub-section reviews the nature and
scope of SPS measures in the context of international trade. The second sub-section looks at the growing
importance of agriculture, food, and forestry (AFF) exports for Cambodia and the SPS challenges they
must meet. The third section takes stock of the current state of the SPS system in Cambodia, including
how it is able to address the needs of the fast growing AFF export sectors.

WTO and Protection against Trade-Related Health Hazards

The WTO agreements provide members with binding disciplines aimed at promoting global trade. 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
principlesand, in particular, the Subsidiary Agreement on the Application of Sanitary and Phytosanitary
Measures, generally referred to as the SPS Agreement®.

*>The SPS Agreement is included in the Final Act of the Uruguay Round of Multilateral Trade Negotiations, signed in Marrakesh
on 15 April 1994, and is available from 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 and plants against pests, diseases, additives, contaminants, toxins and
disease causing organisms in food and feed(see Box 4.1.)

Box 4.1: Definition of SPS Measures
SPS measures include:

e protecting human or animal life from risks arising from additives, contaminants, toxins or
disease-causing organisms in their food;

e protecting human life from plant- or animal-carried diseases;

e protecting animal or plant life from pests, diseases, or disease-causing organisms;

e preventing or limiting other damage to a country from the entry, establishment or spread of pests.

These measures include sanitary and phytosanitary measures taken to protect the health of fish and wild
fauna, as well as of forests and wild flora.

Source:Understanding the WTO Agreement on Sanitary and Phytosanitary Measures, Geneva: WTO
1998. http://www.wto.org/english/tratop e/sps_e/spsund_e.htm

The SPS Agreement contains (i)principles to 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 allowed to apply stricter requirements as long as these
measures are based on scientific justification. Countries 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 producers. All
trading partners are subject to the same requirements.

2. Transparency. Information on SPS measures is easily accessible. There are set procedures for
notification of new or amended measures to the WTO. Each country must establish an SPS Enquiry
Point.

3. Minimal trade disruption.Measures are not more trade-disruptive than required to achieve their
appropriate level of sanitary or phytosanitary protection.

4. Equivalence.There is mutual recognition among trading partners of different measures that achieve
the same level of protection.

5. Use of science-based measures.Measures to protect plant, animal, and human health are based on
scientific principles with sufficient scientific evidence. 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 disease- or pest-
affected countries having disease- or pest-free areas or regions and allowing exports from such
disease- or pest-free areas or regions.
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These principles are intended to avoid that SPS measures are used for protectionist purposes and to ensure
they are not unnecessarily restricting trade. In particular the principle on “minimal trade disruption” gives
a legal foundation for trade facilitation measures under the SPS WTO framework.

These and other WTO principles are used by ASEAN and GMS (Greater Mekong Sub-Region) countries
as the basis for harmonization and economic integration with the stated objective that countries in the
region are progressively implementing similar SPS measures. The WTO SPS Agreement provides
disciplines for measures that apply to imports. Implementation of those disciplines by trading partners
should lead to less disguised protection and greater opportunities for trade.

Designing and implementing SPS measures are technically complicated and expensive processes. Many
countries tend to give higher priority to promoting exports than to protection of health. Since their exports
face SPS import requirements in other countries the preoccupation often is with SPS management
capacity that can be used for gaining and maintaining market access for specific products in specific
countries, so-called product-market combinations. While there is scope for targeting SPS measures
linked to market access for specific product-market combinations, it is important to outline a number of
critical limitations. Many resources needed for SPS import controls and for obtaining export market
access are the same. Without such basic resources, imports cannot be controlled effectivelyand market
access cannot be promoted. Capacity for different products, pests, and diseases has much in
common,while SPS import requirements differ much between countries and products. Importantly,
requirements are evolving all the time.

AFF Exports from Cambodia

The Growing Importance of AFF Exports for Cambodia:As discussed in Chapter 1, Cambodia’s 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. Chapter 1 provides 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 data are used often to compensate for more limited data at the country level. However,
experts suggest that the boom inunrecorded exports of rice, cassava, rubber, corn, or other AFF
commoditiesthat has taken place over the past five years may not be well reflected in the Thai or
Vietnamese mirror trade dataas of yet.

The data shown in tables 4.1 and 4.2 are based on available mirror data for Cambodia, Lao PDR, and
Myanmar. Like data available from national government bodies, mirror data have their own limitations
leading possibly to either under- or over-estimation. 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 suggests that Cambodia’s AFF sector is strongly interwoven with GMS countries.In 2011
nearly 70 percent of AFF export from Cambodia ($549 million out of $796 million) was destined to three
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GMS countries — Thailand, Vietnam, and China — and approximately 85 percent of Cambodia’s AFF
imports ($840 million out of $979 million) came from three GMS countries — Thailand, Vietnam and

China.

In 2011, about half of all AFF exports to other GMS countries ($ 10.2 billion) were from Thailand, nearly
$ 4.5 billion from Viet Nam, and $ 3.6 billion from China.

Table 4.1: Estimates of GMS Exports and Imports of AFF Products, $millions, 2011

A. Exports of Agriculture, Food, and Forestry Products (AFF) 2011

To| Cambodia China| Lao PDR| Myanmar| Thailand| Vietham| GMS| OECD| Others Total
From
Cambodia - 103 - - 52 393 549 157 90 796
China 18 - 3 59 1,586 1,936/ 3,602| 29,899| 19,654| 53,155
Lao PDR - 285 - - 110 343 739 101 4 843
Myanmar - 539 - - 139 80 757 244 1,759 2,760
Thailand 637 8,071 394 390 - 714| 10,206| 19,902| 13,972| 44,080
Vietnam 185 4,025 20 3 259 -| 4,492| 9,188| 7,705 21,385
Total
GMS 840| 13,024 416 452 2,147| 3,466] 20,345 59,491| 43,184| 123,019
B. Imports of Agriculture, Food, and Forestry Products (AFF) 2011

From| Cambodia China| Lao PDR| Myanmar| Thailand| Vietham| GMS| OECD| Others Total
By
Cambodia - 18 - - 637 185 840 81 58 979
China 103 285 539 7,947 2,387| 11,261| 35,748| 37,896 84,905
Lao PDR - 3 - - 394 20 416 9 2 427
Myanmar - 59 - - 390 3 452 97 273 822
Thailand 52 1,019 110 139 - 298| 1,617, 4,108| 4,700 10,425
Vietnam 393 493 343 80 589 -l 1,898] 3,192| 4,060 9,150
Total 549
GMS 1,591 739 757 9,957| 2,892| 16,485| 43,234| 46,988| 106,707

Source:ADB, GMS SPS Project Preparation, 2009; Project Preparatory Technical Assistance Update, 2011
Note: For Cambodia, Lao PDR, and Myanmar, data based on mirror export and import statistics from trading

partners obtained through World Integrated Trade Solution (WITS) from Comtrade.

Table 4.2, also based on mirror statistics, suggests that Cambodia’s AFF imports and exports have been
growing rapidly.On the basis of mirror statistics, total AFF exports grew nearly ten-folded from $ 77
million in 2001 to $ 796 million in 2011. Main growth was in cereals, vegetables and fruit (includes dried
cassava and cashew), oil seeds, rubber and wood and wood products. Total recorded AFF imports grew
from $135 million in 2001 to $ 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 Mirror Data,

$ thousand, 2001-2011

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 animals 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/cereal preparation 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/cocoal/spices 1,358 11,488 32,757 21 598 1,501
Animal feed ex 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 etc 143 26 20 583 516 714
Source: ADB,GMS Action Plan, 2001; ADB,GMS SPS Project Preparation, 2009; Project Preparatory Technical
Assistance Update, 2011
Note: Based on mirror export and import data of Cambodia’s trading partners obtained through World Integrated Trade
Solution (WITS) from Comtrade.
* fresh and dried cassava are classified in SITC as vegetables and fruit

Information provided elsewhere in this report suggests that, while Cambodia is making progress in
exporting semi-processed and processed AFF products through official channels, much of its AFF exports
continue to leave the country unprocessed and informally. The two main destinations are Thailand and
Vietnam. Acceptance of informal imports in those two countries is based in part on the facts that (i)
phytosanitary risks of imports from Cambodia are considered limited because of similarity in ecosystem,
(ii) food safety and quality requirements for imports from Cambodia are low, (iii) processing, storage, and
logistics systems are better developed, and, (iv) handling costs are generally significantly lower than in
Cambodia.

Priority AFF Export Sectors:As part of its diversification efforts, RGC is seeking to promote AFF
exports, especially in milled rice, semi-processed cassava, natural rubber, processed fish, and processed
food.

Milled Rice: Milled rice is a much differentiated product characterized by different kinds of rice

(white rice, aromatic rice, others), varieties, and qualities, by many markets with different tariffs,
preferences for quality, and SPS requirements. Profitability of the many product-market combinations
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varies greatly with requirements and market conditions. At present, Cambodia produces a combination of
fragrant rice and non-aromatic rice with exportable surplus in both.

SPS requirements for export of aromatic rice to Thailand and white rice to Vietnam are limited. In
principle, regulatory requirements, if any, can be taken care of by means of the phytosanitary certificates
issued by the General Directorate for Agriculture of the Ministry of Agriculture (MAFF/GDA) and Thai
and Vietnamese traders. However, requirements may differ much between low and high quality market
segments within these countries.

SPS requirements for the EUare more stringent and include testing for pesticide residues, aflatoxin, and
salmonella, assurance of absence of genetically modified organisms (GMO), fumigation (absence of
storage pests,) and phytosanitary certificates. Requirements of private buyers tend to give different weight
to particular parameters and GMP or HACCP* certification 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 certification. The
intensity of testing (and related cost) will depend on the risk of non-compliance. In particular testing for
GMO is expensive. The cost of testing could be reduced by effective (public sector) surveillance of GMO
and quality of pesticides, which reduces risk on non-compliance. Typically, testing is done in accredited
laboratories in Thailand, Vietnam, or other country of choice of the private inspection company.

SPS requirements for China are even more demanding since they include traceability.* This involves
indication of the rice variety, the place of production, the packing house, and storage house. Similar to
the EU, China requires phytosanitary certificates, fumigation, and based on general food safety
requirements testing will be necessary for pesticide residues, aflatoxin, and possibly GMO. This 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 requires services of the private China Certification and Inspection Company (CCIC), which is
related to the General Administration of Quality Supervision, Inspection, and Quarantine (AQSIQ), the
Chinese public quarantine and inspection service. CCIC provides services comparable to other private
inspection services but it has an exclusive gate keeper role for import into China. CCIC sends samples for
testing to Bangkok, Ho Chi Minh City, Hong Kong, or China.

SPS requirements for other countries will generally range between those for Thailand and Vietnam, and
the EU. The tasks for Government services are (i) registration and surveillanceand (ii) compliance with
agreed protocols. Registration and surveillance are technically not very complicated but require good
organization. Surveillance can be costly due to the need for field surveys, testing and diagnostics.
Opportunities for charging farmers for surveillance seem quite limited. If anything, they might
undermine the financial sustainability of the export supply chain. Export inspections and certification of
milled rice are conducted by Camcontrol. They are not required by importing countries but an internal

46 HACCP is a quality and safety management system

47 Traceability is a general requirement of market access agreements between China and its GMS neighbors. Registration of
production and storage establishments usually includes GHP/GMP thresholds. The (draft) protocol for milled rice exports
between China and Cambodia dated October 2010 has no explicit requirements on food safety testing MRLs for pesticides and
heavy metals as is the case for the protocol for cassava dated 13 December 2010.

m Cambodia CTIS 2014-2018 Full Report



requirement in MOC to obtain a certificate of origin. Since they are unlikely to have value added, they
erode profitability of formal exports.

As of December 2012 reported exports of milled rice to China have been very limited (approximately 20
tons per month) whereas exports to other countries have been growing significantly. It is not clear yet
whether complexity of the requirements or profitability is the main constraint for export to China.

Cassava:Cassava is easy to grow on sandy uplands. It requires little or no fertilizer and
pesticides. Cassava became a major crop in Northeast Thailand from the 1960s 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 rapidly to Cambodia, Laos, and Vietnam in response to
relatively high prices for cassava starch and the use of cassava to produce ethanol (to be mixed partly with
gasoline), animal feed, or alcoholic beverage. After harvesting, roots are chipped and spread on pads for
drying in the sun. After light processing, the product is ready to be sold as pellets, chips, or flour. If the
product is dried on dirt pads it will get mixed with soil and create opportunities for mold contamination.

SPS requirements for export to Thailand and Vietnam hardly exist. In case of storage or export, traders
in these countries will probably fumigate the product. SPS requirements for China are much more
demanding and include traceability.“® This involves registration of production areas, producers,
surveillance of cassava pests and pesticides used in production areas, registration of cassava 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 December 2012 CCIC had approved 20 companies for exports. Export volumes
to China are increasing steadily, which suggests that export to China is commercially attractive and
requirements not too difficult. However, the Cambodian Government services will need to spend
resources to put in place the required surveillance and registration systems. SPS requirements of other
countries are likely to be limited as in the case of Thailand and Vietnam, but fumigation and perhaps
phytosanitary certificates may be required. As for milled rice, mandatory inspection and certification of
exports has no added value from an SPS/TBT perspective. It only increases transaction costs and should
be done away with.

Fisheries Products:Most inland fisheries products are consumed in the domestic markets. Some are
exported to Thai and Vietnamese markets 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 catch of marine fisheries products is probably landed in Thailand orVietnam or sold at sea to
large vessels from Taiwan, Hong Kong, and a few other countries. A few large-scale Cambodian fish
traders and processors export to Japan, Korea, Australia, and the USA. However, such exports remain
limited and fluctuating because of the lack of a regular catch supply of suitable quality. Buyers in those
countries require that exporting plants meet standards of hygiene and GMP. Market access in those
countries appears to be much dependent on guidance from the importing companies. Only one company
in Cambodia has HACCP in place at present. A few of the other companies reportedly come close to
HACCP standards but do not want to invest in upgrading and benchmarking because the markets do not
require those. If there would be interesting export opportunities they could quickly adopt HACCP.

“8protocol on Phytosanitary Requirements for the Export of Tapioca from Cambodia to China, signed 13 December 2010.
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The EU requirements for market access are more demanding than for other countries. They include not
only HACCP approvals of processing plants prior to export but also recognition of the country’s
competent authority (CA). The Fisheries Administration (FiA) is the designated CA. However,
recognition as CA for export to the EU can only be obtained if the FiA has the capacity to control
traceability throughout the supply chain from catch or cultivation to export. In 2002 a team of EU
inspectors assessed the capacities of the FiA and identified gaps to be addressed. Laboratory capacity in
the FiA and other laboratories (CamControl, ILCC, and Pasteur) includes testing microbiology, but,
except for Camcontrol,does not include the expensive testing equipment for MRLs of heavy metals and
antibiotics that will most likely be required by the EU.**FiA uses testing by Pasteur to issue health
certificates because it is trusted abroad more than other laboratories.

Technically the EU requirements are clear. They are the same as for other fish exporting countries in the
region, and systems, equipment, and service providers are readily available. The two main challenges for
the Government are (i) to upgrade the organization and skills of the FiA and (ii) and to sustain
organization and skills in part through appropriate funding to cover 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 from catch and aquaculture. A successful export strategy will depend in part on the
ability of exporters to generate sufficient supply of quality product through improved supply chain
organization. High regulatory costs may make supply to low demanding informal markets more
competitive.

Apart from the question of access to the EU market, there will be a need to upgrade sanitary standards in
Cambodian fisheries in response to increased demand for quality and safety in all market segments
domestically or overseas.

Processed Food:Requirements for food processing in demanding markets are straight forward:
application of HACCP-based quality management systems. Systems, equipment, and service providers
are readily available in the region. Most difficulty for 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 farming. The role of Government is more to mitigate bottlenecks in the investment
climate than direct intervention. It 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 in the market. 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 wooden cratesused to export natural rubber.)Important for profitability of rubber export
is product quality which will be discussed in the next main thematic sectionfocusing on Technical
Standards. Yet, there is a role for the public sector in controlling the risk of entry and spread of pests and
diseases on rubber trees. This risk management requires control on imports of planting material and pest
surveillance in the field.

49 Camcontrol hasthe appropriateequipment for testing MRLs but lacks experience. Thus far, it has not received samples for using
HPLC, Graphite Furnace AAS, and GCMS.
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Other AFF Export Products:Other AFF exports that could lead to significant export might include corn,
soybean, fruits, vegetables, and cashew.

Corn:In recent years, corn production for grain has increased significantly in Laos and Cambodia
in response to relatively high international prices and growing demand in the GMS region, mainly for
animal feed production. This has happened largely through expansion of cultivated areas. Corn
cultivation generally requires fertilizer and pesticides. Aflatoxin contamination can be a problem for
product harvested under humid conditions, which should be mitigated by proper post-harvest practice and
use of dryers. On-farm shelling can result in soil and other foreign material contamination with the
product. Exports can go to neighboring Thailand or Vietnam as well as to China and other overseas
markets. As in the case of milled rice and cassava, current capacity for milling, storage and production in
Cambodia is limited and logistics and handling costs relatively high compared to Thailand and Vietnam.

SPS requirements for export to Thailand and Vietnamare limited, or moderate at most, and may include
phytosanitary-certificates and, occasionally, testing of pesticides residues and aflatoxin.”’SPS
requirements of export of corn to China have not been included in a bilateral protocol as of yet. They
will include most likely traceability requirements similar to those for milled rice and cassava, as
evidenced from a comparable market access agreement for corn between China and Lao PDR.
Traceability requires registration of production areas, producers, and seed 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, fumigation, and probably regular
testing of pesticide residues, aflatoxin, and possible 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 cassava. Cambodian Government services will be required to do the relevant
surveillance of pests and diseases and quality of pesticides and will bear the cost for this, including testing
of pesticides quality. SPS requirements to other overseas markets will range likely somewhere between
those for Thailand and Vietnam and those for China.

Other Crops:For crops that are currently exported, priority for Government should be on
collecting information on pests and diseases through conducting pest surveillanceas well as ensuring
safety and quality of pesticides in the market and as used by growers through market surveillance.
Compliance with food safety requirements should primarily be left to the exporters.

The SPS System in Cambodia

Since both capacity and costs of SPS management contribute to the competitiveness of formal and
informal supply chains, an important question is what type of efficient SPS system could contribute to
enhancing production and formal exportsin sectors targeted by RGC. RGC is also committed to comply
with its WTO commitments and similar commitments under ASEAN.

% In years of surplus and low prices there may be political resentment to imports by farming communities in these countries as
was the case with corn exports from Lao PDR to Thailand a few years ago and import constraints may be tightened. So it will be
important to diversify export markets.
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The scope and sophistication of an SPS system differ with the size of a country, its level of economic
development, product mix, product-market combinations, and geopolitical location. Yet, crucial elements
of an effective SPS system are basically the same for all countries as described in Box 4.2.

Box 4.2: An Effective SPS System
At a minimum, an effective SPS system includes the following elements:

1. A legal and regulatory framework in place, implemented, and compliant with WTO principles

2. A suitable number of SPS standards and technical regulations in place, compliant with international
principles, and usable for conformity assessment and enforcement

3. Information on food safety, plant health (pest) and animal health (diseases), available to international
bodies and trading partners and allows risk analysis

4, Capacity to respond to emergencies and outbreaks

5. Risk-based import controls in place

6. Systems of quality assurance and risk management adopted that can be implemented by the private
sector, such as Good Agricultural Practice (GAP), Good Hygiene Practice (GHP), Good
Manufacturing Practice (GMP), Hazard Analysis and Critical Control Points (HACCP)

7. Systems of conformity assessment and certification in place

8. Access to conformity testing and diagnostics that meets international requirements for recognition

9. Effective coordination across stakeholders with SPS mandates

10. Capacity to engage effectively in market access negotiations with trading partners

Notes:

a. Phytosanitary and veterinary certification can only be done by government. Most other tasks can be
left to service providers. Service providers for inspection, conformity assessment, diagnostics, and
certification need not be in the country, but there is a need for legal recognition of such work.
Accordingly, Government should provide some oversight, which implies that its staff needs to have basic
skills in performing these functions.

b. Items 2, 6, 7, and 8 include SPS and TBT issues.

Legal Framework:A robustlegal framework is the most important factor for compliance with
international commitments, cost-effective implementation of SPS measures and good governance.
Cambodia has made progress in developing a legal framework for guiding animal and plant health SPS
management.
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The main pieces of legislation are:

e Law on the Management of Pesticides and Fertilizers promulgated in 2012

e Law on Fisheries promulgated in 2006

e Draft Law on Animal Health and Production submitted for Council of Ministers considerationin 2012

e Sub-Decree on Phytosanitary Inspection promulgated in 2003

e Draft Law on Phytosanitary Measures under preparation and targeted for submission to the National
Assembly in 2013.

e Draft Law on Agricultural Product Quality and Safetytargeted for 2013.

MAFF has primary mandate for implementing these laws. A remaining challenge is to prepare the many
Anukret (sub-decrees) and Prakas (Regulations) needed for implementation.

The responsibility for food safety is shared among six ministries (MEF, MoC, MoH, MAFF, MIH, and
MoT) and still lacks a modern legislation comparable to those adopted by other ASEAN countries. Some
progress has been made by clarifying existing mandates of the respective Ministries through the Inter-
Ministerial Prakas (No. UATH.BRK 868, 22 October 2010) on The Implementation and Institutional
Arrangements of Food Safety Based on the Farm to Table Approach.”*However, the Prakas simply
clarifies the mandates of the Ministries but does not change the body of existing food safety
legislation.Since its adoption, little further action has been taken to start modifying the existing legal
framework and adding missing mandates. In comparison to other countries in the region, especially MOH
has missing legal mandates in food safety.

With support from ADB, MoH is formulating a national food safety policy and prepared Prakas 1202
(October 24, 2012)On Modalities and Requirements for the Issuance of Mandatory Hygiene Certificate
for Restaurants and Catering Establishments as well as Prakas 1309 On 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 deserves attention. Thus far, legislation has often been
developed in an ad-hocmanner and there is a lack of a comprehensive assessment of gaps, consistency
across legislations, terminology used, and compliance with WTO principles and ASEAN
recommendations. Because the preparation of laws is difficult and requires much time, the tendency is to
manage at the ministerial level through regulations (Prakas) that should be governed by or, at least
defined in primary (law) or secondary level (sub-decree) legal texts. Conversely, whenever a law has
been adopted, sub-decrees and regulations are often lacking to implementlaws.**The November

*"The use of the farm-to-table approach as the basis for institutional delineation was proposed in 2006 by the MUTRAP and
FAO/NZ food safety projects. See, Digby Gascoigne, Efficient and Effective Food Safety Arrangements for Cambodia, Phnom
Penh: MUTRAP, 2006a; Digby Gascoigne, Revitalizing and Strengthening Import and Domestic Food Inspection Programs in
Cambodia, Phnom Penh: MUTRAP, 2006b; Bourgeois, Improving Food Safety and Management in Cambodia, Lao PDR, and
Vietnam, Phnom Penh: FAO, 2006.

52 Missing mandates are listed in Table 1 of FAO, An Action Plan to Improve SPS Capacity in Cambodia. STDF Report 246,
Geneva: 2010.

58 For illustration: Developed countries may have 6-12 major 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 implementation. Altogether there may be hundreds. For
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2011Trade Policy Review (TPR) organized by the WTO points to many outstanding issues of compliance
and legal quality.>In response to the TPR, the Council of Minister adopted in 2012 an updated work
program on complying with WTO requirements and related issues for the period 2012-2015.*This is a
follow up to a much larger work program adopted in 2004. The 2012-2015 program contains a list of 84
actions including several in the SPS TBT area.

Standard Setting: There is a backlog in standard setting for SPS measures (see also the discussion under
Technical Standards further below). There are virtually no national standards for safety of food and feed.
In particular national maximum residue limits (MRLs) for pesticides, veterinary drugs, and other
contaminants in food are missing. This means that inspectorates and testing laboratories are operating
without a proper regulatory framework for conformity assessment. Although Cambodia has 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 pesticides in an Appendix to the
Ministerial Proclamation On Good Agricultural Practices for Fresh Fruit and Vegetables(MAFF
Ministerial Declaration #099 dated 10 March 2010) and MoH included Codex Standards in the Annex to
the aforementioned Prakas 1309 governing voluntary GHP/GMP certification grading of restaurants. The
MAFF draft Law on Agricultural Product Quality and Safety is also an attempt to fill the gap of missing
legislation on food safety at the primary and primary processing level. This scattered adoption of
standards at ministerial level is not best legal practice. The National Codex Committee is now considering
a sub-decree for establishing national MRLs on food.

Information for Market Access:Under the WTO-SPS Agreement, trading partners have the right, to ask
for information on animal diseases, plant pests, and the food safety situation based on international
standards to support decisions on market access. The country does not have sufficient surveillance as of
yet to provide such information. This also means that sanitary and phytosanitary certificates for export
may be based on insufficient information. The establishment of surveillance systems is being planned.
However, the scope and quality of this work will need to be strengthened by operational funding as well
as adoption 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 months of 2012. This reflects rapid production growth and the need for
certificates to export to neighboring countries. The issuance of phytosanitary certificates in Cambodia is
highly centralized compared to other countries in the region. Until recently, phytosanitary certificates
were issued only in Phnom Penh. A limited step has been taken to issue certificates for some products to
Vietnam at the border, but a decision to start issuance of certificates in the Northwest is still pending.
Still large quantities of AFF products are exported to neighboring countries without phytosanitary
certificates, though this could suddenly change. For example, in 2012, imports of AFF products into

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.

%*See the Secretariat and Government reports prepared for the November 2011 Trade Policy Review at
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=ENGL ISH& Context=FomerScriptedSearch&languageUlChanged=tru
e#

% Office of the Council of Ministers, Work Program of the Royal Government of Cambodia on WTO Requirements and Related
Issues, 2012-201,Phnom Penh: CoM, 2012.
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Vietnam through one main border post were suspended suddenly until a Government to Government
agreement stipulated that those should be accompanied by phytosanitary certificates. Availability of
services and cost for obtaining certificates could be much improved by introduction of e-based systems,
first for requesting certificates and later also by issuance of certificates.

Emergency and Outbreak Response:Several development partners are helping MAF and MoH develop
capacity for emergency response in case of outbreaks of plant pests and diseases, animal diseases, and
food poisoning. Stronger capacity is needed to protect the country against the introduction and spread of
plant and animal pests and diseases that could damage production and cause problems of market access
for exports. In order to mitigate the risk of entry of pests and diseases through seed and propagation
material, post-entry quarantine (PEQ) is being planned.

Risk-Based Import Handling and Controls: There are agreements between MEF and other ministries
about implementing risk-based import management systems for border release procedures, but it will take
much effort to develop the necessary capacity and systems. The current organization of the inspectorates
based on paper-based workflows will thwart implementation of risk-based systems in the immediate
future. Since risk-based inspections are largely public goods and cannot depend solely on fees, also
funding issues have to be resolved.

Cambodia needs a food safety policy and strategy to protect consumers against sub-grade and unsafe
food. The strategy should be implemented through risk-based annual national programs for promoting
hygiene, surveillance and inspection, supported by food testing.

Testing and Diagnostic Capacity: Although gradual improvement has been made, building testing and
diagnostic capacity comparable to those in most other ASEAN countries and adequate to facilitate
protection of health, will take sustained efforts over a long period of time.

There are five laboratories with foodtestingcapacity: Camcontrol (MoC), ILCC (MIH), MoH laboratory
for drug and food, MAFF Fisheries Administration (FiA), and Pasteur (independent). None of the food
laboratories, except ILCC and Camcontrol, has adequate capacity for testing residues of pesticides,
veterinary drugs and growth enhancers, heavy metals and other contaminants.**Camcontrol has a
relatively new, well-equipped chemical testing laboratory with sophisticated equipment, young staff, and
increased remunerations.>” Most likely, MAFF will also obtain laboratories for testing quality and safety
of primary plant and animal products, financed through a planned $7 million Chinese
support. > MAFF/GDA has a well-equipped laboratory for testing quality and safety of pesticides,
laboratories with basic capacity for diagnostics ofplant and animal pests and diseases, but does not
have laboratory capacity for testing veterinary drugs and growth enhancersas of yet.

In general, most existing laboratory capacity is still weak, despite significant donor support received in
the past. One point of view is that the lack of modern equipment is the main bottleneck for upgrading

% |LCC and Camcontrol have begun developing capacity in pesticides.

"Funded through 30% of anti-fraud income.

%8 The support reportedly includes a building, equipment, and operational costs for three years. It will be built in 2013 at the Prek
Leap University located 12km from Phnom Penh. The institutional arrangement for the laboratory and the funding after
termination of the external support has to be decided.
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laboratories. Experience from other countries suggests otherwise. Management, organization, work
programs, and recurring operating funding are equally important bottlenecks that have to be solved.
Likewise, the small number of samples collected for testing and diagnostics causes underutilization of
equipment and staff and stifles building of expertise in testing. In addition, weak incentives for laboratory
specialists and the consequent high turn-over to positions in inspectorates where incentives are betterare a
serious hindrance to proper development of experienced staff.

The number of tests of food and water conducted by Camcontrol, the main inspectorate for food safety,
has increased from 1240 in 2008 to 1950 in 2011. ILCC carried out about 3,500 tests in 2012, whereas the
numbers of food tests by other food laboratories are much lower. Although increasing, these numbers are
still nearly insignificant for a country of the size of Cambodia and given the range of equipment available.

Present Government procurement procedures for laboratory supplies and spare parts lead to great
inefficiency. Supply and spare part lists must be submitted for central procurement more than a year
ahead. Robust estimation of needs so far ahead is impossible which leads to either excess of supplies, or
supplies running beyond expiration dates, or critical shortages that block the ability to test.

Because of their weakness, most laboratories have no international accreditation and opportunities for
obtaining it seem remote. ILCC is the only food laboratory with ISO 17025 accreditation (for 11 test
parameters).> It is generating its volume of samples for testing and major part of its funding through fees
from regulatory powers. It should be noted that this is not based on private sector demand and because it
is not risk-based it is not international good practice.

Private sector demand for conformity testing of product quality and safety within the country is small and
should not be expected to increase dramatically in the medium term. As in many other countries, major
exporters use accredited testing facilities in other countries. Cambodian exporters generally use testing
facilities in Thailand, Vietnam, or the country of destination of goods. Also importers can request their
suppliers to provide conformity testing certificates from other countries. Preference of many regular
international traders is to use private laboratories rather than public regulatory laboratories since they
work 24/7 and provide quick results. Moreover, in some market segments, foreign buyers allow only third
party independent laboratories.

Cambodia, like other countries, needs a minimum number of regulatory laboratories with basic capacities
for testing food, pesticides and veterinary drugs, and diagnosis of animal and plant pests and diseases.*
Priority for all regulatory laboratories in Cambodia should be:

e Annual work programs with much larger numbers of testing samples both to make use of available
capacity and to maintain technical skills of personnel;

e Gradual improvement in the quality of basic testing and diagnostic services and broadening of
technical capacity;

e Improved management and adoption of Good Laboratory Practice (GLP);

%9|LCC has received support since 2004 from UNIDO and in recent years also from ADB.
80 views expressed on laboratory upgrading in this report are largely in line with the laboratory section in FAO, An Action Plan
to Improve SPS Capacity in Cambodia. STDF Report 246, Geneva: 2010.
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e A gradual shift towards some financial autonomy, sufficient to help retain trained personnel and to
cover the cost of laboratory supplies;

e A MEF-approved fee structure for tests carried out by Government laboratories, based on
transparency and proper use of public resources; and,

e Output-based public funding based on work programs and number of regulatory tests.

Present duplication in food testing capacities is not a serious problem and not causing high inefficiency
because the equipment is relatively simple.**With adequate operational funding for regulatory testing
there should be enough basic testing work for all. Beyond that, there are no guidelines yet for making
good use of advanced expensive equipment for testing, for example for pesticide residues and veterinary
drugs with detection levels required in demanding markets. Duplication of such equipment should be
avoided. Any procurement should be based on a clear understanding that appropriate operational funding
will be available and on some agreement among agencies about joint fee-based use by all.

Quality Assurance and Conformity Assessment: GAP, GHP, GMP, HACCP and other hazard
preventive systems have been adopted in Prakas and I1SC standards and can be implemented by private
enterprises. However, the country needs a national legal framework for conformity assessment and
certification of such systems that meets international recognition. For international recognition
certification by accredited service providers from other countries is the only option. Fortunately, such
services are readily available in neighboring countries.

Coordination: Unlike more advanced GMS and ASEAN countries, Cambodia has no effective inter-
ministerial SPS coordination mechanism as of yet for discussion of cross-cutting issues, joint planning
and implementation, mitigation of possible inter-agency jurisdiction overlaps, and alignment of activities.
The Inter-Ministerial Committee for Coordinating Inspection of Quality and Safety of Products and
Services, chaired by the Minister of Commerce, is mandated to coordinate work and activities of line
ministries concerned with food safety management, but from its establishment in 2002 till mid 2010 it
never met. The National Codex Committee, established in 2001 and also chaired the Minister of
Commerce has been inactive as well. There have been recent efforts to activate both committees. The
SPS Enquiry Point and the Notification Authority are not functioning well. Contact points and
information should be available on the WTO and MoC web sites and notifications should be made.
Contacts with IPPC and OIE appear to be more frequent than with Codex Alimentarius.

Cross-Cutting SPS Issues: Two cross-cutting issues deserve special attention: Funding SPS Operations
and SPS Governance.

Funding Operations: Building and operating an effective public SPS system requires annual
public operating funding. To date there is very limited operational funding available for surveillance,
inspection, testing, and diagnostics. Legal provisions for funding generally stipulate that fees for
activities will be established through joint Prakas between MEF and line ministries. This is good practice
for firm- or user-specific services. However, many activities and controls for food safety, plant, and
animal health have a “public goods” character for which possibilities for recovering costs through fees are

81 Some consolidation of laboratory capacity remains an option to consider.
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limited or absent. Funding options are analyzed in Table 3 below. The table covers both SPS and
Technical Standards tasks (Technical standards are discussed in the next major heading of this chapter).

In the current Cambodian context, the tendency is to use regulatory powers as para-fiscal instruments and
for rent-seeking. Common examples are:

e More inspections are carried out than necessary. For example 100 percent inspection is applied, when
a risk-based system, with differentiated inspection rates, would be good international practice;

e Many superficial inspections are carried out that do not significantly contribute to safety, such as
routine document controls at the border and routine visits to establishments and market traders;

e Requirements for import licenses, permits, and certificates, and additional inspections are introduced
whereas such documents or controls may not be justified by risk assessment;

e Mandatory inspections and certification for exports are introduced even though they are not required
by foreign buyers or importing countries;

e Agencies set high fee rates for restricted supply of services, such as fumigation; and,

e Agencies demand the use of mandatory standards and public inspections, whereas good international
practice would only require voluntary standards.

Unnecessary controls and informal payments add to the cost of doing business for the private sector,
which is high when compared to Thailand and Vietnam. Since the regulatory and tax burden targets
primarily the formal sector there is a high incentive for enterprises, traders, and exporters to remain
informal. This has two main undesirable consequences.First, informal trade and smuggling cause higher
risks to health protection. Traders of sub-grade and unsafe consumer goods, pesticides, and veterinary
drugs will try to escape controls and seek to enter the country through informal channels. Effective
control of transboundary animal diseases requires high control rates that are difficult to achieve on an
informal trade basis. Second, by escaping most of the regulatory burden, the informal sector undermines
the competitive edge of the formal sector. For example the formal rice milling sector faces a high
regulatory burden and has to compete for paddy with informal traders who export paddy to millers in
neighboring countries that have a lower regulatory burden.®” In short, public funding for “public goods” is
important to remove distortive and negative impacts on business competitiveness.

Governance.Quality and cost-effectiveness of SPS management require good governance.
Because of their complex technical, managerial, institutional, and human-resource requirements, and their
significant financial costs, SPS systems in many developing countries are often weak. This is the case
forCambodia. Mandates of SPS agencies need to be strong, but combined with insufficient governance,
they tend to lead to rent-seeking behavior that impacts negatively on the quality and cost-effectiveness of
operations. Low public funding strengthens institutional bias toward activities that can generate fees and
these activities may not be highest priority areas from a perspective of health protection.

Moreover, in a rent-seeking culture there is limited interest in reform necessary for trade facilitation.
Therefore, strengthening governance is a priority for most SPS agencies. Increasing salaries as the

82 The deleterious impact of regulatory burden on rice trade is well documented bySok Siphana and Associates, Operationalizing
the Rectangular Strategy for Growth: Towards Better Business Processes, Presentation of Findings to the Supreme National
Economic Council, Phnom Penh: SNEC, February 24, 2011and Tom Slayton and Sok Muniroth, Turning Rice into Gold, Phnom
Penh: World Bank, unpublished study, 2012
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Government has started to do is one aspect of improving governance. Other aspects include improving
the regulatory framework, strengthening the rule of law and accountability, and improving transparency.

Market Access Negotiations: Capacity for market access negotiations with trading partners needs to be
strengthened. This involves technical skills of staff, back-up research capacity, and provision of data
required by the trading partners. Without sufficient capacity, Cambodia could be subject to unnecessary
precautionary measures by trading partners.

Progress and Current Limitation: Progress has been made in capacity building for SPS, in particular in
the formulation of legislation, in the development of technical capacity for pest and disease surveillance
and diagnostics, and in testing of food and pesticides. However, a number of weaknesses in the
Cambodian SPS system remainthat constrain access to more demanding and better paying markets and
more effective protection against the risks of trade related health hazards. Weaknesses include:

o Limitations in providing adequate information about pests, diseases, and use of agrochemicals as
required by importing countries due to weak surveillance systems

o Very limited adoption, thus far, of hazard prevention systems such as GAP, GHP, GMP, and HACCP
in exporting firms

e Remaining gaps and deficiencies in the SPS legal framework including: (i) absence of decrees and
regulations needed for implementation of laws, (ii) non-compliance to the WTO Agreements, and (iii)
lack of key laws including a modern food law comparable to that of neighboring countries

e Backlog in adoption of international SPS standards at the national level, including standards and
MRL recommended by ASEAN

e Weak SPS coordination including inter-ministerial cooperation and management of enquiry point and
notification body

e Weaknesses in the management, organization, funding, and technical competency of regulatory SPS

laboratories

Insufficient funding for “public goods” constraining surveillance and risk-based inspection

Possible directions for resolving and mitigating weaknesses might include:

e Enhance market access of export products by implementing regular surveillance programs for pests
and diseases and for the use of agrochemicals as required by importing countries

e Strengthen market access through implementation of GHP, GMP, or HACCP by exporting firms and,
selectively, implementation of GAP at farm and aquaculture level

e Continue efforts to develop further a consistent and WTO compliant body of SPS legislation

o Strengthen coordination in SPS management, including, in particular,food safety management and
coordination for adoption of national MRL standards

e Pursue development of further capacity in SPS laboratories

e Better define “public goods” in the areas of surveillance, inspection, diagnostics, and testing, and to
improve funding modalities. This needs to be done in consultation with MEF.
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Technical Standards

This second thematic section is divided into three sub-sections. The first sub-sectionsummarizes the
principles of the WTO-TBT Agreement. The second sub-section discusses the role of quality management
as well as and standards and technical regulations with special attention to the selected priority export
sectors. It is followed by a third sub-section focusing on the TBT system in Cambodia and capacity
needed to support Govern