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Trade, Development and Poverty Reduction

What Does This Handbook Talk About?

% Introduction

% Defining Trade

% Defining Development

< Defining Poverty Reduction

% How is Trade Linked to Development?

% How is Development Linked to Poverty Reduction?

% Lessons Learned from Other Countries

< Implications of Trade on Cambodia

< Why Does Trade Still Have Limited Impact on Cambodia's
Development and Poverty Reduction?

% Making Trade Work for Cambodia's Development and Poverty

Reduction
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Trade, Development and Poverty Reduction

Introduction

This campaign kit was developed and published under the global
project titled “"Linkages beftween Trade, Development and Poverty
Reduction” implemented by CUTS International with Partners in 14 select-
ed countries in Africa, Asia and Europe. The Economic Institute of

Cambodia is carrying out the project in Cambodia.

The TDP project is supported by the Ministry of Foreigh Affairs of
the Netherlands and the Department for International Development
(DFID) of the United Kingdom.

The main purpose of the kit is to create and increase stakeholder
awareness and participation in encouraging pro-poor trade and development

policies through constructive advocacy and dialogue.

TDP project is carried out in 14 countries

Analyses have
been carrying out
in 14 countries

Economic Institute of Cambodia 3



Trade, Development and Poverty Reduction

Defining Trade

Trade is defined as the international exchange of goods, services,

capital and labor between countries.
Generally, trade is classified into four groups:

1- Trade of goods means the international exchange of tangible prod-
ucts. For example, Cambodia exports rice paddy to Vietham, rubber to
China, and garment products to the USA and EU. At the same time,
Cambodia imports bicycles and TVs from China, computers and mobile

phones from Singapore, and motorcycles and cars from Japan.

4 Economic Institute of Cambodia



Trade, Development and Poverty Reduction

Defining Trade ...

2- Trade in services means the international exchange of intangible
products, such as fourism, telecommunication, air and sea transportation,

insurance and banking.

3- Trade in capital means international exchange of investment
funds, including foreign direct investment (FDI) and portfolio investment.

4- Trade in labor means the international exchange of labor or

movement of workers from one country to another.

%Hg

Go to work in Korea
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Trade, Development and Poverty Reduction

Cambodia’s Export of Goods

In 2005, data compiled by the National Bank of Cambodia showed
that Cambodia exported US$2.9 billion, of which US$2.3 billion was in gar-
ments, US$460 million in agriculture (fish products, rubber, paddy rice...) and

about US$140 million in re-exports (cigarettes, electronics, motorcycles..).

Garment exports were mostly destined for the US (70%) and EU
(23%). Agricultural products were sent to Thailand and Vietnam through

informal channels and to Malaysia and Hong Kong through formal channels.

Cambodia also imported products such as cigarettes, alcohol, and

used-electronics to be re-exported to neighboring countries.

Exported Commodity, 2005

Agricultural
Products

16% Re-exports
5%

Garments
79%

Source: National Bank of Cambodia
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Trade, Development and Poverty Reduction
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Cambodia’'s Import of Goods

In 2005, data compiled by the National Bank of Cambodia also
showed that Cambodia imported goods worth US$3.9 billion: US$1.1 billion
in fabrics for garment products, US$900 million in petroleum products, and

US$200 million in construction materials (including cement and steel).

About 40 percent of total imports were subject to import tax,
while 60 percent were exempt from import tax (fabrics, project aid and

government imports).

In 2005, Cambodia’'s top five import partners were Hong Kong
(18%), China (17%), Taiwan (11%), Thailand (11%) and Vietham (7%).

Imported Commodity, 2005

Other imports
46% Fabrics for garment
27%

Petroleum
21%

Construction
materials
6%

Source: National Bank of Cambodia
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Trade, Development and Poverty Reduction

Cambodia’'s Export of Services

Cambodia exports a service when a foreigner spends money in

Cambodia to obtain services (for example foreign tourists).

Data compiled by the National Bank of Cambodia indicated that
about US$1 billion was spent by the 1.5 million foreign tourists visiting
Cambodia in 2005.

This means that Cambodia exported about US$1 billion in tourism.
Tourism is the biggest earner in Cambodia's service sector , mostly thanks
to Angkor temples.

Exported Service, 2005

Other Transportation
14% 1%

Travel
75%

Source: National Bank of Cambodia
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Trade, Development and Poverty Reduction

Cambodia’s Import of Services

Cambodia imports a service when a Cambodian spends money in a
foreign country to obtain services. For example, Cambodian traveling

abroad using foreign air transportation.

In 2005, thousands of Cambodians visited foreign countries.
National Bank of Cambodia estimated that Cambodia spent around US$650

million in importing services, mostly in transportation.

Imported Service, 2005

Other

Transportation
56%

Travel
15%

Source: National Bank of Cambodia
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Trade, Development and Poverty Reduction

Cambodia’'s Trade in Capital
Trade in capital means international exchange of investment funds,
including foreign direct investment (FDI) and portfolio investment.

FDI means that foreign investors establish their own companies
and control all the management process. For the portfolio investment, how-
ever, investors just participate in the capital of existing companies, and do

not necessarily take full control of the management.

The stocks exchanges could be very helpful to develop portfolio

What's a nice weather
in Cambodia ll!

investment.

A nice business too lll
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Trade, Development and Poverty Reduction

Cambodia’s Trade in Capital ...

Data compiled from the National Bank of Cambodia show that
Cambodia accumulated US$2.4 billion in stock of FDI from 1996 to 2005.
The outflow of Cambodian investment capital is believed to be insignificant.

FDI in garments was the most important (36 percent), followed
by tourism (24 percent). Only 3 percent of foreign investment went to
the agriculture sector, although 70% of Cambodia’s labor force works in
this sector.

FDI by Sector, 1996-2005

Garment
36%

Other

Tourism

Agriculture
24%

3%

Source: National Bank of Cambodia
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Trade, Development and Poverty Reduction

Cambodia’'s Trade in Labor

Trade in labor means the international exchange of labor.
Cambodian legal migrants working in Thailand, Malaysia and South Korea are
considered exports in labor. Expatriates working in Cambodia are consid-

ered imports in labor.

Data by the Ministry of Labor and Vocational Training indicated
that Cambodia has sent approximately 180,000 workers to Thailand, and a
few thousand workers to Malaysia and South Korea. Many more Cambodians

work illegally in neighboring countries.

In Cambodia, the deficit in the trade of labor is very substantial,

because of a large number of foreign experts and workers in the country.

Cambodian workers abroad

“Thaland
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Trade, Development and Poverty Reduction

Overview on Cambodia’s Balance of Payments

The balance of payments describes the financial relations of a country with the
rest of the world. There are fwo main accounts in the balance of payments: current
accounts and capital accounts.

The current accounts regroup the transactions of goods and services, the
movement of incomes of workers and investors, and the transfer of money by private
individuals. The capital accounts however regroup foreign aid and foreign investment.

In general, Cambodia experienced a deficit in trade of goods and movement of
incomes, but enjoyed a surplus of trade of services and private transfer. Nevertheless,
the surplus of trade of services and current transfer could not cover the deficit of trade
of goods and incomes. Therefore, the current accounts were in deficit.

The deficits of current accounts were financed by loans from donor countries
and foreign direct investment. Overall, the balance of payments is slightly positive. This
surplus constitutes the foreign reserves of the National Bank of Cambodia. In 2005, this

surplus represented about 0.4 percent of GDP.

Balance of Payments (Million of US$), 2005

600
426 470
400 4 s
= I I
Other Capital T4
T Accounts
D . . , — .
Services & Fareign Aid FDI - Overall Balance

200 4 Incomes

Source: National Bank of Cambodia
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Trade, Development and Poverty Reduction

Defining Development

There are many definitions of development. But it is widely used as
a concept that refer to the quality of people's life, including access to edu-
cation and health care, employment opportunities, availability of clean air
and safe drinking water, and the ability to vote. This means that develop-

ment is achieved only when citizens enjoy quality of life and freedom.

Resulting from the many different dimensions to development,
there are a wide variety of indicators for measuring development. The well-
known Human Development Index (HDI) used by UNDP combines: Life
expectancy, Adult literacy rate, Income per capita. This index is published
annually in the Human Development Report and ranks countries according to

their level of development.

GDP per capita or GDP growth are also often used to measure the
level of development. However, only measuring this one aspect of the econ-
omy often leads to misunderstanding the real sense of development. If a
country gets rich, this does not automatically mean that all citizens bene-
fit from this as the wealth could be held by a small and rich minority.

It is generally accepted that increasing national income is neces-
sary in order fo fight poverty. However, income is only a means for devel-

opment; it is not an end itself.

The income that countries receive by promoting trade liberalization
and exploiting natural resources such as oil, gas, and bauxite needs to be
used for promoting sectors where the poor are active such as agriculture

and fisheries.
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Trade, Development and Poverty Reduction

Defining Development ...

For Cambodia, development means using national wealth to:

- Improve the economic and social infrastructure and ensure equal
access to this infrastructure for all citizens

- Protect the environment from degradation and protect society
from inequality and disorder

- Provide opportunities for citizens to voice their concerns with the

authorities regarding their opportunities for economic progress
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Trade, Development and Poverty Reduction

Defining Poverty

Poverty has many faces. Hunger, lack of shelter, being sick and not
being able to see a doctor, not having access to school and not knowing how
to read, no job, lack of access to clean water, powerlessness, lack of rep-

resentation and freedom...are all considered as poverty.

Since there are many dimensions of poverty, there are also many
methods for measuring poverty. The most common method to measure

poverty is income or level of consumption, which is called the "poverty line."

There two types of poverty lines, the international poverty line
conceptualized by the World Bank and the national poverty line defined by

each country government.

The international poverty line is used to compare the poverty rates
of different countries in the world. The World Bank adopts one and two US
dollars earned per day at the PPP of 1990 prices as the international pover-
ty line. In 2004, one US dollar at the PPP of 1990 was equivalent to 1,382

Cambodian riel.
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Trade, Development and Poverty Reduction

Defining Poverty ...

The national poverty line is generally set as the minimum level of daily
income that is necessary for a Cambodian citizen to fulfill his or her basic
needs such as food and clothing.

In Cambodia, the poverty line is set at CR 1,826 (US$0.45).
However, the credibility of this level is very weak. Based on reality, CR 1,826
is simply not enough for a person to have sufficient nutrition, clothing and
shelter, not to mention sending children to school or hospital when needed.

According to the latest survey by the National Institute of
Statistics, 35 percent of Cambodian live below this national poverty line. A
slight increase in the poverty line would result in dramatic increase in

poverty rate.

Cumulative distributions of per Capita household consumption 2004
(Riel per day, 1993/94 Phnom Penh Prices)
100 e
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Source: World Bank /
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Trade, Development and Poverty Reduction

How is Trade Linked to Development?

Primarily, frade attracts investment, boosts economic activity and
generates employment and income.

For example, when Cambodia was granted the GSP (General System
of Preference) from the EU and MFN (Most Favorite Nation) from the US
in 1997 and 1998, prospects for exporting garment products to these two
countries were very high. Investment in the garment sector flooded in.
About 300 garment factories were established, and more than 500,000
direct and indirect jobs were created during 1998-2005.

The same story applies to the tourism sector. FDI flooded in when
the country opened up for foreign investment. However, this policy has less
positive impact for development. The national airline has collapsed, and
most of the tourism incomes went back to abroad.

Trade is considered to contribute to development
and poverty reduction, only if trade meets the
following criteria:

1- Creates jobs and provides income for households.
2- Brings about government revenue.

3- Leads to and enhances economic and social infrastruc-
ture (e.g. roads, bridges, ports, railroads, telecommuni-
cations, banking and financial systems, irrigation
systems, electricity, clean water system, schools,
healthcare centers, and so on).

4- Not cause increasing inequality.
5- Be environmentally and socially friendly.

N\
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Trade, Development and Poverty Reduction

How is Development Linked to Poverty Reduction?

Development is linked to poverty reduction if the development ben-
efits all people in society and does not leave out the poor and the margin-

alized groups.

Ideally, development should be pro-poor which means that the poor
benefit more from development in terms of income, health care, education,

jobs, the ability to participate in the decision making process, and so forth.

Pro-poor development is also good for the country's overall econom-
ic growth because it will provide the poor with access to land, jobs, educa-
tion, health care, and clean water, which transforms the currently poor into

productive members of society.
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Trade, Development and Poverty Reduction

Lessons Learned from Other Countries

Experiences from countries such as the United Kingdom, France,
Germany, Japan, Taiwan, South Korea, and Singapore indicated that trade
is a central component to the remarkable development and prosperity of

these countries.

Trade seemed to produce development and to help eradicate pover-
ty through creating jobs and incomes, increasing government revenues and
improving social and economic infrastructures. Yet, at the same time, trade

has damaged the environment and caused considerable climate change.
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Trade, Development and Poverty Reduction

Lessons Learned from Other Countries ...

Experiences from some countries in Africa, Central America, and
Asia have also shown that trade is not an automatic means to pro-poor

development.

Usually, trade led to economic growth in these countries, but could
not generate enough jobs and income to move people out of poverty. In
some cases, for example, trade in fisheries and forests endangered liveli-

hoods of local communities.

IMPORT - EXPORT
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Trade, Development and Poverty Reduction

Implications of Trade on the Cambodia’s Economy and
Poverty

Trade helps to create job and generate incomes. But, the benefits
from trade to Cambodian people remain very limited and uneven. Trade has
directly absorbed just about 2 or 3 percent of the 2.5 million new labor

entrants during the last ten years.

Garments and tourism are susceptible to external shocks such as
fierce competition, communicable diseases and terrorism.
Increasing imports of consumer goods have killed local consumer goods
manufacturers such as tire manufacturers, glass producers, fish sauce pro-

ducers, and vegetable growers.

As a result, the poverty rate moderately reduced (from 47 to 35

percent in 11 years), despite dramatic increase of trade.

e

What are we™em—__
geing to do
~\after graduatio

University graduates
are hard to find jobs too.
Net only us

—
n> My brother graduated 2
‘Y Years ago, but he can't
P find a jop yet.
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Trade, Development and Poverty Reduction

Implications of Trade on the Cambodia's Human
Capital

Trade has yielded very limited results on social sector develop-

ment, such as education and public health.

Half a million adults remained illiterate and 620,000 children are
still unable to access education in 2005. Despite some progress, the death

rate of infants, children and women remained high.

At the same ftime, the country’s human development rank still
remained 130 out of 177 countries in 2005, although the human develop-
ment index has improved between 1995 and 2005.

Poverty Rate Human Development Index
0.571

Source: Ministry of Planning, A Poverty Source: UNDP, Human Development
Profile of Cambodia 2004 Report 1997 & 2005
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Trade, Development and Poverty Reduction

Implications of Trade on Cambodian Social Values

In addition to the weak link to development and poverty reduction,
trade has harmed the environment and distorted society.

Trade in forestry and fishery have created minimal employment and
minimal income for households. More seriously, it has had an adverse effect
on the environment and limited the community's access to common proper-

ty natural resources.

This forest used to be
the source of our living
but now it's gone.

How kind you are!
Gift for

flood victims

24 Economic Institute of Cambodia



Trade, Development and Poverty Reduction

Implications of Trade on Cambodian Cultural Values

Trade has also created problems within society. Trade has made
the poor become poorer as they have no means to seize opportunities.

Inequality rose in the country as a whole.

Trade in labor, for instance to Thailand, Malaysia and Taiwan, has

now been overrun by trafficking of human beings and children.

Cambodian

social and cultural
value is fading
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Trade, Development and Poverty Reduction

Why Does Trade Still Have Limited Impact on
Development and Poverty Reduction?

Major External Impediments

On the International Arena:

1. Rich countries have yet o remove agricultural subsidies
which made Cambodian agricultural commodities unable to
compete fairly at the international markets;

2. Rich countries continued to use a substantial amount of
their development assistance fund to buy their own prod-
ucts and services;

3. Importing countries imposed plenty of barriers- high tar-
iffs and several non-tariff measures which made Cambo-
dian products difficult to access their markets;

On the Domestic Arena:

4. Cambodia has yet to diversify its exports of goods beyond
garment exports.

5.The agriculture sector faces supply capacity and demand
constraints as well as a lack of an effective market mecha-
nism.

6.Due to a lack of investment in processing, agricultural com-
modities export in raw form with low value added.

7. Exports face several impediments such as unofficial pay-
ments, high transportation costs and high lead time. This
keeps the country in a low competitiveness position,

8. Imports largely went through informal channels which
hamper the Government revenue and local producers.
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Trade, Development and Poverty Reduction

Making Trade Work for Cambodia’'s Development and
Poverty Reduction

International Trade Policy

1. WTO talks to end agricultural subsidies must
achieve as soon as possible;

2. Rich countries must be willing to offer more in
terms of reducing tariff and non-tariff barriers;

3. Aid for Trade Practice must be gradually reduced:;

4. Giant agricultural producers must be generous fo
give opportunities for smaller producers;
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Trade, Development and Poverty Reduction

Making Trade Work for Development and Poverty
Reduction ...

Domestic Trade Policy

5. Diversifying export commodities and indus-
trial goods need immediate actions;

6. Improving supply capacity and market demand
as well as market mechanism has to be done;

7. Public and private investment has to be taken
place to speed up agricultural sector growth
and;

8. Reducing costs of doing business need to be
addressed;

9. Smuggling activities has to be gradually re-
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Trade, Development and Poverty Reduction

\
Yesl... but that requires stronger

institution. Thus reforms in public
administration, financial sector,
judiciary and natural resource
management... are needed.

o7
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