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ambodia has seen sig-

nificant investment in

the restructuring of de-

velopment  assistance,
including rural development,
but this has had little effect on
poverty. Recently a major de-
centralisation process with great
ambitions with regard to pov-
erty alleviation has been
launched in Cambodia. Experi-
ence from other countries indi-
cates, however, that there is no
clear link between decentralisa-
tion and poverty reduction. This
article assesses the significance
of the commune election law;
the features of ‘pro-poor’ poli-
cies; centra-loca relations; the
impact and prevalence of socid

Poverty Reduction throu
Lessons from Elsewhere and

Dr Caroline Rusten, Programme Manager of CDRI's Policy Oriented Research Programme
on Decentralisation, and Dr Joakim Ojendal, Professor at Gothenburg University in Sweden,
assess the challenges of the recently launched decentralisation process
to address poverty reduction.*
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h Decentralisation?
hallenges for Cambodia

\

Commune Council members in Samlot district, Battambang province,

in CDRI training seminar on Conflict Management, 05 June 2002.

capital; the institutional set-up;

and particular dimensions of the overall political econ-
omy. We conclude that in spite of the major difficulties
revedled, a certain degree, and certain kind, of poverty
alleviation may be within reach.

The recently launched decentralisation reform has
explicit poverty alleviation ambitions. Its objectives are
defined by the Roya Government of Cambodia (RGC)
as. (i) promotion of pluralist participatory democracy at
the local level, (ii) promotion of the culture and practice
of participatory development at the local level, and (iii)
contribution to reduction of poverty in the country.!
Great hopes have been pinned by both the government
and the donors on its ability to meet these objectives.
Glaobally, however, there is no empirical evidence sug-
gesting there is a clear connection between decentralisa
tion and poverty reduction.? Rather, lessons learned
from other countries show that decentralisation pro-
grammes thus far have generally had little impact on

* This is a revised version of a paper presented at the
Inception Seminar of CDRI’s Policy Oriented Research
Programme on Decentralisation (PORDEC) in Phnom
Penh, March 27, 2003. The paper is based on field work
by Ojendal conducted between 1999 and 2003 and field
work carried out by the PORDEC team in 2003.

poverty reduction. Decentralisation, when managed
badly, has in fact the potential to further increase mar-
ginalisation and poverty. This is partly because those
with political and economic power may capture the
process (thisis what is known as *€elite capture’). Thisis
partly too because of local government fiscal deficits.
Both these 'dangers are the results of poor design, pro-
cedural weaknesses, political immaturity, and capacity
problems.® However, decentralisation does have the po-
tential to effectively address poverty if properly de-
signed and wisely managed. This certainly is a complex
task as decentralisation often takes place in the context
of unstable political situations, structural poverty (which
is both income poverty and poverty rooted in impedi-
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ments to achieve poverty reduction, such as distrust and
lack of local state legitimacy), fragmented donor in-
volvement, and unclear long-term government policies.

Decentralisation in Cambodia is in agreement with
the common objectives of the decentralisation reforms
sweeping the developing world, with the hypothesis that
elected representatives at sub-national and local levels
are better able than the central government to under-
stand and address the needs of the people. Drawing on
this and guided by awide range of literature,* this article
will investigate six ‘requirements’ for decentralisation to
result in poverty reduction, namely:

1 The political process is open and transparent with
equal accessfor every citizen (election law);

2 The identified priorities of the mgjority of the con-
dtituency are the chief concerns guiding council re-
source allocation (pro-poor policies);

3 The local authorities establish a certain degree of in-
dependence and integrity (central-local relations);

4 The local civil society holds a minimal degree of so-
cial capital (local-local relations);

5 The'institutional set-up’ is adequate; and,

6 The specifics of external support and influence are
conducive (external political economy).

Equal Access to Decentralisation - the Election Law
Two specific issues that have bearing on the ability of a
decentralisation reform to address poverty have fre-
guently been mentioned regarding a country's election
law. The first aspect is the level of constituency. The
concern is that higher levels of constituency create
greater space for elite capture of the development proc-
ess than when the constituency is at village level. The
argument for elite capture is based on experiences from
Ghana, India, and Thailand.® Elite grabbing in Cambo-
diamay be facilitated by two processes. one, the history
of political centralism, and two, the widespread preva-
lence of vertical and exclusive patronage. One question
is therefore to what extent priorities of the elite would
enhance commune investment benefiting (all) the poor.
CDRI’s ongoing research® shows that concern regarding
elite capture of the development process at the com-
mune level is still premature.

The second aspect of the Election Law is to what ex-
tent it makes councillors upwardly or downwardly ac-
countable. Experience shows that electora systems
based on party lists make councillors vulnerable to cen-
tral decisions within their own party and so enhance
their upward (semi-legitimate) accountability. Bangla-
desh is a case in point, where central level party poli-
ticking to some extent dashed the developmental inten-
tions of the decentralisation process. This was effectu-
ated through the establishing of chains of patronage in
which the rural elite was co-opted by central level poli-
tics, where party structures were the key vehicle. The
only possible way to avoid this seems to have been to
reinforce the degree of local self-sufficiency by reduc-
ing centrally provided state services.

The Cambodian election law enables the centra
party structures to establish the names on the local party
list, which allows a degree of central level political con-
trol over commune councils. While potentially unfortu-
nate, it works in the reverse too in that it enabled the re-
cruitment of a large number of new — locally popular —
Commune Chiefs prior to the first commune elections.
The reason was that popular people in the commune
were placed on top of the party list. This could be
viewed as an example of local democracy working.
However, CDRI’s ongoing research indicates that coun-
cillors tend to be more accountable to the party than to
the government (or the public).

The two major risks with the design of the election
law may be that: one, a loca elite-consensus emerges,
or, two, party structures re-establish a hierarchical order
where top-down policies are exercised. Does this mean
that ‘ pro-poor’ policies are unlikely to emerge?

Pro-poor Policies — What Are They?

To what extent must a policy or intervention be ‘pro-
poor’ in order to improve the situation of the poor? It
seems, no matter what the approach, poverty reduction
on any measurable scale is hard to achieve despite agen-
das that claim to be pro-poor. There seems, however, to
be a renewed globa focus on economic growth as the
best way of addressing poverty. The concern, however,
is that this renewed approach may fail to address the de-
mands of the poor, as the focus is on the supply, rather
than the demand side. Economic growth in Cambodia
has therefore had little impact on the poverty situation. ’

Thus, macroeconomic changes in isolation seem to
be questionable for poverty aleviation purposes. Also,
experience from Africa shows that attempts to address
poverty in atargeted sense in donor projects also tends
to be difficult, because projects are inclined to be fo-
cused on poor people in isolation of markets and local
government revenues. As a result, options for commune
council revenues tend to be lost.

In Cambodia, the CARERE/Seila project 1996-2001
attempted to address poverty in a structural sense and it
is generally regarded as having been successful. Even
so, tangible poverty aleviation — understood as income
poverty aleviation — on a nationa (or local) scae was
not detectable. Poverty aleviation seems to be stuck be-
tween macroeconomic growth with little effect on pov-
erty and the unsustainability of targeted interventions.

In terms of making decentralisation conducive to
poverty alleviation, therefore, legitimate commune
councils with the required capacity to effect the imple-
mentation are required to combine a ‘structural’ and a
‘targeted’ approach, and thereby to turn growth into
poverty aleviation. The chalenge here might be that
while growth in Cambodia is urban rather than rural,
poverty is rural rather than urban, hence, equalisation
grants and taxation policies are fundamental for this
change to take place. This is a central government re-
sponsibility and not within the jurisdiction of the com-
mune councils.




CAMBODIA DEVELOPMENT REVIEW

VOLUME 7, ISSUE 4, OCTOBER-DECEMBER 2003

Central-local Relations — The Challenge of Com-
mune Council Independence and Integrity

The major overall determinant for the success or fail-
ure of decentralisation in achieving poverty reduction
liesin the character and politics of central-local relations
rather than in the technical aspects of the particular sys-
tem of decentralisation adopted. Three important aspects
should be considered.

Central-local relations
The social, cultural and political context may enforce
other power relations than those stated by the law. This
is what is called the *political culture’. In Bangladesh
and Ghana, local governance has been under the watch-
ful eye of authoritarian regimes. Performance has been
controlled by the elite. Also, activities at the local level
have been dominated by considerations of higher levels
of government. Thisis exacerbated by the fact that local
leaders have been co-opted into national policy building
exercises. In Cambodia too, lower levels of government
habitually seek authorisation from higher levels of gov-
ernment athough they now have the legal power to
make decisions themselves. The decentralisation reform,
through its strong emphasis on

village chiefs are often rice farmers themselves, like
most othersin the villages.

Making local government accountable requires that a
civil society demands this. Perhaps the key issue for
successful decentralisation in Cambodia is how civil so-
ciety will be able to hold commune councils account-
able, and particularly how the poorer strata of civil so-
ciety will manage this. However, keeping authorities ac-
countable is not a regular feature of rural Cambodian
political life. Here, even the commune is viewed as
fairly distant from the people. Also, thereis a strong ten-
dency to avoid interference with the activities of the
State. There is therefore an imperative for any develop-
ment programme to create space for villagers to interact
with the local state.

Transfer of funds and revenue collection

Experiences from India and other places indicate that
achievement of poverty reduction can take place only if
adequate financial resources support the devolution of
power.® Communes in Cambodia have two sources of
funds. the central government and donors (the Com-
mune/Sangkat Fund), and their own funds from civil
registration. In contrast to most

commune independence, local de-
velopment, and bottom-up thinking,
would represent a break with Cam-
bodian political culture should the
commune councils succeed with
their task.

The future success of
decentralisation processes
lies in improving the balance
between central state
guidance and local initiative.

other countries in the world, neither
land tax nor income tax is currently
collected (in rural areas). However,
there are clear indications that a
system of informal taxation is
widespread and that greater revenue

The ineffectiveness of decen-

tralisation processes is often rooted in reluctance among
sector ministries to participate, and also in the fragmen-
tation of responsibility for different aspects of the re-
form to different agencies. The future success of decen-
tralisation processes lies in improving the balance be-
tween central state guidance and local initiative. This
applies to Cambodia as much as anywhere, where de-
spite local government autonomy to articulate their
needs within the political system, central state guidance
gives meager space for local initiative, and loca actors
are extremely worried about making mistakes. Also, the
centre does not necessarily possess greater knowledge
about what constitutes ‘good’ decentralisation processes
than does the local administration. Proper institutions
for indtituting these changes are in short supply, and
even the legal framework is, as yet, incomplete.

Power relations at the local level

Any potential positive impact of reforms has faled to
materialise in cases where elite capture takes place at
the local level such as in Kenya, Bangladesh, Ethiopia
and Nigeria. In Cambodia, local €elite capture may not be
a particularly urgent issue. Land ownership is more
equal (comparatively speaking) and the economic elite
does not necessarily overlap with the political elite, a set
of circumstances that produces a rather weak (or at least
fragmented) local elite. The general lack of a strong lo-
cal elite may thus make local elite grabbing less likely
than in other places. After all, commune councillors and

potential exists for the Commune
Council than that which has been identified thus far. At
present, market taxation by district authorities in Cam-
bodiaisirregular and lacks transparency.

As informal taxation provides a more direct link be-
tween the ‘tax’ being paid and the benefit achieved at
the local level than the general taxation imposed by the
state, it has been argued that the informal taxation is
more acceptable.” Decentraisation may serve as a
mechanism to start to reverse this ‘collapse’ which has
its origin in public distrust vis-a-vis the state. This may
be one of the major long-term tasks of the decentralisa-
tion process.

In weak administrative systems, a transfer of re-
sources requires two things. (i) reliable and secure fi-
nancial systems, and (ii) simple systems that can be un-
derstood and accessed at the local level by people with
limited education and minimal exposure to modern man-
agement systems. Thisis a great challenge in Cambodia
as the training provided (albeit substantial) is still insuf-
ficient for the majority of councillors with low educa
tion. Also, the absence of arural banking system makes
secure and flexible transfer of resources difficult, and
this results in circumscription of commune council inde-
pendence because funds need to be kept in the provin-
cial administration treasury. Finaly, late transfers from
the central government delay implementation of com-
mune development projects. This challenges the trust
that the commune councils need to build with their con-
stituencies and investors.
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Social Capital as a Lever for Decentralisation that
Alleviates Poverty

One important requirement is that the commune/
community has a certain degree of ‘socia capital’ that
can be drawn upon. This is currently rarely the case in
Cambodia. It would, however, be worth exploring the
extent to which the local private sector, the Wats and
other local ingtitutions are drawn upon in the decentrali-
sation process. There are emerging tentative linkages
between commune councils and civil society organisa-
tions. Although the latter are extremely weak in rural
Cambodia, in communes in Battambang, Takeo and Kep
provinces, cooperation between the commune council
and local associations has been observed. Although far
from conclusive, this is taken as an interesting trend
emerging in sharp contrast to previous patterns, since in
at least two of the three cases the linkages had a direct
and positive impact on poverty reduction.

From a historical perspective, local collective organi-
sation has aways been weak. The legacy of recent
atrocities has exacerbated this weakness. Where collec-
tive organisation has existed, it has been based on lim-
ited family and kin networks rather than on any larger
units of collective rural identities.’® Although CDRI's
preliminary research indicates emerging engagement
and empowerment in some places, the pattern of weak
organisation seems to persist in most areas, despite in-
creased local participation. This weak collective organi-
sation may continue to complicate politics and the estab-
lishment of trust among policy makers. There is an up-
hill journey before decentralisation can utilise any sub-
stantial socia capital in rural Cambodia.

Institutional Set-up

It has been observed that countries that have been able
to build commune administrations on the foundations of
pre-existing well-established bodies have proven most
successful in overcoming the challenges of institutional
weakness and poor individual motivation. However,
Cambodian local leaders lack self-confidence and a-
though commune councillors are elected they tend to be
reluctant to make independent decisions.

Although to some extent avoided by the Seila struc-
ture, some donors, NGOs and political parties bypass
existing, albeit weak, government structures. Despite the
existence of the District Integration Workshop, it seems
that the line departments tend to carry out their duties
more or less as they did before the commune elections.
Thisis an increasing concern among the provincial gov-
ernors. Furthermore, the future role of the province and
the district is dtill unclear, but is being negotiated
through the establishment of the law, rather than by an
overall transparent vision and strategy to guideiit.

The Political Economy of Decentralisation-The Need
for a Conducive Environment

Decentralisation in less developed countries often takes
place in a context of unclear policies, emerging laws,
and limited strategies for implementation. A common

challenge is that reform policies often outpace the ca-
pacity to implement them. In Cambodia, however, the
Seila programme has made huge efforts in terms of
building capacity and support for the communes through
the involvement of, and support from, the provincial ad-
ministration. Although the efforts made by the facilita-
tion and support staff to assist the communes are com-
mendable, technical issues, especialy those related to
procurement processes and financial accounting, remain
problematic.

One of the major strengths of this decentralisation re-
form is that it appears to satisfy the agendas of all major
actors. For the government it represents a long awaited
reform of local governance. The centre (the dominant
party) was losing influence in rural areas. Decentralisa
tion and externally financed local development consti-
tute a legitimate means of regaining this influence. The
donors, for their part, see ahead of them major democ-
ratic and poverty alleviation achievements, triggered by
decentralisation, and they are keen to engage in public
sector reform. It seems reasonable to assume as well that
rural society can only gain from more resources being
made available at the local level and from areformed |o-
cal governance system. For the moment, financial re-
sources and political will are available, and few
‘spoilers’ are around. For these reasons alone it is possi-
ble that the reform will, at least initially, be successful.

Decentralisation in Cambodia

When designing a decentralisation reform there is a deli-
cate balance between accepting blueprints emanating
from different circumstances somewhere else and of in-
venting the wheel anew under misplaced perceptions of
uniqueness.

Neither Cambodia s political culture, nor her histori-
cal experiences make the country a malleable recipient
of democratic decentralisation. Both central and local
levels lack capacity and resources for implementation,
and they receive little help from civil society in this re-
gard. Donors have different ideas about both the poten-
tial of decentralisation to bring about poverty alleviation
and how this potential could be tapped.

The election law has a ‘weak spot’ in that it makes
councillors primarily accountable to the party. So far,
however, the process of introducing local elections has
gone smoothly and gathered wide acceptance. To launch
the commune as the level of constituency was a bold
move, which in fact was met with surprisingly little re-
sistance.

The possibility of establishing pro-poor policies may
appear dim given the extreme vulnerability of the poor-
est inhabitants of rural Cambodia. However, with 40%
of the rural population below the one-dollar-a-day pov-
erty line and the majority of the rest just a little better
off, itislikely that even if the poorest of the poor are ne-
glected considerable numbers of poor people will bene-
fit. In other words, elite capture is likely to occur to
some degree but even this may congtitute a form of pov-
erty reduction given that even the ‘elite’ in rura Cambo-
diais also poor. The very existence of a democratic de-
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centralisation reform encouraging bottom-up thinking
suggests that the denigrated Cambodian political culture
is more complex than generally assumed. It istruly ca-
pable of change given the right incentives, and it is ca
pable of acting differently at the local level.

As for establishing well-balanced central-local rela-
tions, there are two risks: there may be either too much
or too little higher-level involvement. The commune
councils are likely to continue to be dominated by
higher levels for some time to come. Over the short-
term this is hardly a problem since the commune coun-
cilswould be utterly uncomfortable being ‘ on their own’
from day one, but gradually they will need to develop
independence.

Decentralisation seems to either encourage existing,
or trigger the founding of, civil society organisations
with distinct poverty reducing effects. While this is not
yet evident in Cambodia, it isavery interesting possibil-
ity since the lack of such citizen initiatives is one of the
key development impediments at the local level. In
terms of institutional set-up, the basics of the reform
seem to be well conceived, although the obvious lack of
administrative capacity is worrying. This must, how-
ever, be considered in the context of the overall political
economy of the decentralisation reform, where the do-
nors and NGOs aike bear a huge responsihility for re-
specting the intentions and evolution of the reform,
while simultaneously not behaving with indifference.
Historically, this has been handled fairly well in Cambo-
dia, but there are distinctly diverging agendas in the aid
community and long-term commitment is a key issue.

Cambodia faces a mgjor challenge: decentralisation
is not the automatic poverty reduction mechanism it
may have appeared to be in the 1990s. Also, it isimpor-
tant that the ‘structure of poverty’ is assessed properly.
‘Real poverty’ in Cambodia may not be entirely based
on the mainstream understanding of poverty, namely
material conditions (income poverty). Instead it is likely
that legacies of the violent past, such as fear, distrust,
lack of local state legitimacy, endemic low levels of
education, and general fatigue, both impoverish the peo-
ple and impede their attempts to achieve (income-based)
poverty reduction. Decentralisation has a bearing on all
these issues, and thus has relevance for a wider poverty
concept. Rather than delivering ‘simple’ poverty alevia-
tion projects, a comprehensive approach is required in
which societal reconstruction in the broadest senseis re-
quired.

However, although this may appear daunting at a
first glance, a finer anaysis reveals that a number of
factors are working in favour of a reasonably successful
reform in Cambodia. So far, on the design level, the
RGC seems to have got it right: commune independence
is protected by law, financial resources come with po-
litical responsihility, the democratic content is real, and
the initial elections worked fairly well. Moreover, gov-
ernment — from local to central level —is largely com-
mitted to the idea of decentralisation. In fact, many of
the pitfalls of decentralisation seem to have been

avoided. And athough this reform challenges deep-
seated patterns, itstime may simply have come.

The long-term challenge for the Cambodian decen-
tralisation reform process is essentialy twofold: firstly,
it must bring about poverty reduction both via develop-
mental effectiveness and via responsiveness to local de-
mands through participation and empowerment. Sec-
ondly, it must maintain the social and political dynamics
that are able to promote the reform even in the absence
of the current massive external interventions. It is these
two factors that will eventually define the degree of suc-
cess of decentralisation as a poverty reducing mecha
nism in Cambodia.
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Envisioning a New
Paradigm of Development
Cooperation in Cambodia

In this article, Eva Mysliwiec, Director of
CDRI, reflects on development practice in
Cambodia over the last two decades and
argues for more effective development part-
nership, and change in donor behaviour
and practice.*

There are a number of compelling arguments that sug-
gest that it might be time to consider a new paradigm of
development dialogue and cooperation. At the start of
the twenty-first century the challenges to development
cooperation are unprecedented. Among the many chal-
lenges is the fact that the number of disasters which the
international community is called upon to respond to has
increased fivefold, and they are nearly al of human
creation. The relief, reconstruction and development
efforts of today must respond not only to the aleviation
of physical human misery, and restructuring of basic
institutions and infrastructure, but

ways of enhancing partnership. On the Cambodian side,
Council for the Development of Cambodia (CDC) has
proposed the formation of a Government-Donor Partner-
ship Working Group (and three sub-groups) to partici-
pate in three studies on: Analysis of the Capacity Build-
ing Practices of Cambodia's External Partners, National
Operational Guidelines for Development Cooperation,
and Practices and Lessons Learned in the Management
of Development Cooperation.® Multilateral and bilateral
donors have also recently initiated a formal dialogue
amongst themselves to enhance the effectiveness of co-
operation through improved coordination and harmoni-
sation. The following summary draws on lessons
learned from the Cambodian experience of the last two
decades and highlights a few of the elements deemed
necessary for an effective partnership.

Requirements for meaningful development
dialogue and effective partnership

In the last decade Cambodia has undergone dynamic
change and the nature of the development dialogue and
of development cooperation has changed as well. Devel-
opment organisations have become significantly better
at evaluating their work, and generating development
knowledge. Making the link between learning and inte-
grating that learning into develop-

must also attend to the healing of a
damaged humanity. What is so

that the context, circumstances,
culture, nature of the transitions,
and national and international con-

if donors do not sufficiently
appreciate the need to
challenging in such situations is change, it is unlikely that they
will be able to stimulate
change in others

ment practice, however, remains a
significant challenge to develop-
ment cooperation. Also, organisa-
tions for whatever reasons, are
slow to change; much of the expec-
tation of change in a donor-partner

siderations will affect understanding between partners
and the effectiveness of cooperation. A factor which
adds urgency to the need for change in the donor partner
relationship is the failure of development cooperation to
reverse the widening gap between rich and poor nations.

The Cambodian experience of the last two decades
offers a rich source of food for reflection on develop-
ment cooperation, having been witness to some of the
best and worst of development practice. Many factors,
both internal and external, have contributed to shaping
the relationship and partnership between Cambodians
and the aid community, requiring difficult adjustments
on both sides. The relationships and nature of the coop-
eration have changed over time with Cambodians today
assuming a more active role in defining the terms of the
relationship, which includes a broad range of interlocu-
tors and stakeholders. The imperative to reduce poverty,
and the unsatisfactory results to date of development
interventions and reforms towards this goal may be, at
least in part, behind recent and encouraging initiatives
undertaken by both the Royal Government of Cambodia
(RGC), and a number of donors in Cambodia to explore

* Thisarticle is a summary of The Case of Cambodia,
in "Dialogue in Pursuit of Development”, Jan Olson
and Lennart Wohlgemuth (eds), 2003; EDGI 2003-2.

relationship has been largely one-sided. Yet, if donors
do not sufficiently appreciate the need to change, it is
unlikely that they will be able to stimulate change in
others. One need only look at the poor record of devel-
opment cooperation in reversing the widening gap be-
tween rich and poor nations to realise that there is a need
for a new paradigm in development dialogue and coop-
eration.

Post-conflict societies, which are today making un-
precedented demands on ODA, pose complex chal-
lenges and specia opportunities in development coop-
eration. They offer rare opportunities to change past
systems and structures which may have contributed to
economic and socia inequities and conflict. In such
situations devel opment dialogue can make an invaluable
contribution to fostering positive social change. At the
same time opportunity engenders a responsibility to un-
derstand the context, the culture, the traditional forms of
social organisation and power, lest ignorance leads to
new forms of disempowerment or replicates old forms
of inequity. Making the time to build and nurture rela
tionships of trust, based on mutual respect, and making
the effort to learn about and understand the societies we
are attempting to assist are fundamental pre-requisitesto
any meaningful development dialogue and partnership.?

Where development dialogue provides an opportu-
nity to transmit values caution must be exercised. The
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level of conscientisation of indigenous groups may dif-
fer widely from that of foreign agency staff acting as
catalyst. There is always the danger that foreign agen-
cies unintentionally manipulate and impose their own
ideological frameworks and priorities on local groups by
promoting, for example, Western models of
‘empowerment’ or 'participatory development’, or West-
ern economic frameworks, especially where the process
of the local peoplée's ‘critical consciousness has not yet
had time and sufficient opportunity to ripen and mature.
In Cambodia, Western concepts of self-reliance and in-
dependence (encouraging communities to be independ-
ent) have not always been suitable and a development
strategy based on the concept of inter-dependence be-
tween villagers and their government institutions would
often have been much more appropriate, and more real-
istic in terms of long-term sustainability.

Coherence is essential for the effectiveness and
credibility of a donor country's stance on good govern-
ance and participatory development. The conflicting
signals of the donors, and inconsistency between rheto-
ric and action with respect to human rights over the last
two decades has damaged their credibility, and weak-
ened their position in the current discourse on a tribunal
for example. A largely exclusive focus on civil and po-
litical rights only, has resulted in lost opportunities to
sensitise Cambodians on other ba-

nor increasingly takes precedence over the needs of
communities, reversing this trend would go a long way
towards strengthening local ownership of development
goals and interventions. Time, which allows for reflec-
tion and internalisation of new ideas, is a critical factor
in ownership and for meaningful participation as well.
Timetables need to respond more to Cambodian needs
than donors' programming needs, and the process needs
to take precedence over getting things done. Giving
partners a say in the selection of technical assistance and
greater responsibility for the financial management of
projects will also contribute to greater ownership, par-
ticularly of grant aid.

Accountability and transparency are essential ele-
ments for partnership and should extend both ways.
Non-transparent donor requirements and procedures,
and tying aid to donor conditionalities, particularly in
relation to procurement of goods and services from do-
nor country suppliers, contribute to a lack of trust re-
garding the donor's motives and discourage national
ownership of the process. Adopting practices that en-
courage trust, such as incorporating technical coopera-
tion into the budget and the opening up of procurement
markets, would enhance the accountability and transpar-
ency of technical cooperation and contribute to national
ownership as well. On the other hand, a partner govern-

ment must be able to convince do-

sic rights. Gender awareness and

balance is another area where do-

nor example isinconsistent.
Participation is still more rheto-

Whereas accountability to
the donor increasingly takes
precedence over the needs

nors, also through transparent
mechanisms, that donor resources
will be used efficiently, for the
purposes mutually agreed upon.

ric than reality.® There is a need to
improve the rhetoric of dialogue
between donors and recipient
countries. There remain a number
of obstacles to genuine participa-

of communities, reversing
this trend would go a long
way towards strengthening
local ownership of
development goals and
interventions.

Accountability has too often been
seen by the donor as a one-way
process. Establishing mechanisms
through which donors can be held
accountable by communities or

tion. In many cases the existing

individuals, and introducing per-

focus of participation is too nar-
row. Often, donors negotiate with governments or exist-
ing non-representative ingtitutions; donors also relate
mostly to other donors and do not always share informa-
tion with civil society. Even though there is a percepti-
ble increase in workshops which engage civil society
and loca actors, there is seldom time for meaningful
participation, and too little information available in the
local language. Other prerequisites for real participation
include: interdependence and equality; mutuality - shar-
ing information and analysis (trandation of reports);
inclusion - government and civil society being involved
in design and planning, with Cambodians taking the
lead in developing their development objectives and
priorities; and respect for local capacity - aid should
complement and supplement local resources.

Ownership is a subtle concept because it is in the
minds of people. Governments or people can be said to
own an activity when they believe that it empowers
them and serves their interest. Government ownership is
not something to be awaited, however; it sometimes
needs to be nurtured. Whereas accountahility to the do-

formance indicators for technical
assistance would contribute to restoring some balance in
the relationship between the partners in development
dialogue.

Alignment and harmonisation of assistance are key to
increasing the effectiveness of external assistance and to
reducing transaction costs. The SWAP approaches im-
plemented by some donors in support of the health, edu-
cation, and decentralisation sectors in Cambodia stand
out as an emerging example of donor aignment. The
commitment of donors to aign their support strategies
with National Poverty Reduction Scheme (NPRS) pri-
orities is a logical next step in a partnership based on
shared responsibilities. This means that the Government
has to manage resources effectively, transparently, and
in line with NPRS priorities while donors should sup-
port the country by providing sufficient resources that
are predictable in their level and timing and in a form
that will yield the greatest benefit for the country.

Other types of alignment might also be considered.
For example, donors could consider basing partnership

(Continued on page 12)
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Farming and Flooding
In Takeo — Responses
to External Pressures

New research by Chamroeun Cheit Khmer
(CCK) and Oxfam GB looks at the current
agricultural situation in Takeo, and the
changes that have occurred since the
completion of the nearby dam in Vietnam.
Sophie Bown, the research leader,
summarises the main findings.

CCK is a Cambodian NGO based in Takeo, focusing on
food security and disaster preparedness in four districts,
namely Borey Chulasar, Kirivong, Angkor Borey and
Koh Andet (see Map). Although the area is subject to
flooding, the villagers usually experience a large flood
only every 5 or 10 years. However, since 1999 large
floods have occurred every year. Villagers attribute this
unusual pattern of flooding to the construction of an
irrigation dam located across the border in Vietnam.
Constructed in stages, it seems that the dam was largely
completed in 1999, and the final stages finished in 2000.
The problematic flooding hence coincides with the
completion of the dam: villagers reported that the flood
in 2000 was the worst in living memory. In addition,
the villagers assert that the type of flooding is different
from that which they usually experience, with water
rising faster than before, staying longer, and receding
slower, a pattern consistent with the restriction of water
movement by a dam.

During visits to the villages, it became apparent to
CCK workers that problems caused by this unusualy
high flooding were seriously affecting agricultural
activities in the area. Despite changing from wet to dry
season rice to adapt to the flooding, many families were
saying that they didn't have enough to eat. In order to
identify the extent and nature of the impact the flooding
was having on the population, and to recommend
appropriate policy strategies, CCK implemented a
systematic research project, supported by Oxfam GB. A
team of loca government and NGO researchers
designed and carried out a Rapid Rural Assessment-
based survey over a three week period in August 2003.
Three villages in each of the four target districts were
visited so participants could be sought for individual and
group questionnaires. A total of 214 individual and 24
group interviews were conducted over a 12-day period.
Due to the staggered nature of the dam'’s construction,
participants were asked about their situation in the years
1998 and 2000. For the individual questionnaires, both
comparatively rich and poor villagers were interviewed
about their persona livelihood activities and income,

*  The author wishes to thank Dr. Carl Middleton at
CEDAC for providing the maps and much
constructive advice.

their use of agricultural inputs, their level of debt and
their level of food security. Group interviews focused
on discussing the wider impact on the community, with
an emphasis on uncovering the influence of gender on
the experience of the floods.

This article briefly summarises the research findings;
the full report will be presented in an upcoming Oxfam
GB publication. The results indicate that responding to
the floods by changing rice varieties has atered the
amount and type of agricultural inputs purchased,
caused an increase in the level of debt in the population,
and has had negative repercussions on food and
livelihood security in the area.

Map of Cambodia Showing the Four Target
Districts in Takeo

Representation of
boundaries is intended for
illustration and placement
only and is not necessarily
authoritative

Key:

AB - Angkor Borey
BC - Borey Chulasar
KA - Koh Andet

K - Kirivong

Implications of a Change in Rice Cultivation
Takeo isamajor rice-growing region - only two to three
percent of agricultural land is used for non-rice products
(Takeo Provincia Agricultura  Office, persond
communication). Although each village is unique in its
experience, the general trend that emerged in interviews
with the villagers is that before 1998 farmers
predominantly grew wet season rice (WSR), but turned
to dry season rice (DSR) in the wake of the recent
floods. The most notable exception to this is Pak Dai
village in Angkor Borey district, where farmers have
grown only DSR since 1979. In some other villages a
few farmers grew both rice varieties.

The succession of extreme floods from 1999 to 2002
destroyed much of the WSR crop each year in the
affected districts, the amount destroyed varying between
villages. This made it unfeasible, if not impossible, to
continue to grow WSR: in many cases, farmers lost all
their seed stock in the successive floods. When the
floods receded, DSR was grown as a replacement.
However, DSR is more costly to produce than WSR,
requiring significantly higher levels of inputs (agro-
chemicals, labour, irrigation) than WSR, which grows
easily with very low levels of both labour and agro-
chemical inputs, and which also has very little need for
extra water, with only occasional introduction of
irrigation towards the end of the season. Moreover,
DSR fetches a lower price on the market as it is of a
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Table 1: The Change In Rice Cultivation, Degree of Market Participation and Relative Cost of Inputs For In-

terviewees in the Four Districts

Percentage Percentage Percentage Respon- Percentage of Income
Type of Culti- | Average Yield/ha 9 9 dents Selling a Pro- tage c
. ; Respondents Respondents Buy- . from Rice Selling Spent
vation in kg Cultivating? ing Inputst portion of on Agricultural Inputs
9 gnp Their Crop? 9 P
WSR (1998) 1661 72 39 40 21
DSR (1998) 3198 31 8 25 52
WSR (2000) 1367 18 18 6 -2
DSR (2000) 2926 82 79 71 119

(Total Number of Respondents = 214) ! Numbers participating are expressed as a percentage of the total interviewees.
Note: some interviewees grow both wet and dry season rice. 2 No satisfactory information was available, but figures up
to 92% were recorded for farmers who managed to grow some WSR. This is because flooding destroyed part of the

crop, decreasing profits.

lower quality than WSR (around 350 riels’kg compared
to 380 or 400 riels’kg for WSR). This makes higher
yields essential to recoup the costs of production.

Table 1 shows the change in cultivation in the study
population and the average yields attained. The data
show a drop in the proportion of farmers cultivating
WSR from 72 percent in 1998 to 18 percent in 2000.
Over the same period, there was an increase in the
proportion of DSR growers, up from 31 percent to 82
percent. Although DSR yields were higher than for
WSR in both 1998 and 2000, the average DSR yield
actually shows a dlight decrease from over 3000 kg/ha
to just under 3000 kg/ha. Thisis most probably dueto a
large number of farmers taking up DSR out of necessity
rather than choice: being inexperienced, many were
unable to attain the higher yields that more experienced
farmers can attain. However, problems with the supply
of irrigation water were also identified: non-delivery or
late delivery of water purchased from private water
companies decreased DSR yieldsin several cases.

Looking at the percentage of respondents buying
inputs for DSR, it is notable that in 1998 a far smaller
proportion of farmers purchased inputs than in 2000.
This is borne out by the comments of villagers in these
areas who said that the need for inputs has increased
dramatically over recent years due to an increased pest
problem. A possible explanation given for this was
inappropriate or excessive use of pesticides either in
Cambodia or Vietnam, causing either resistance or
migration of insect populations.

Table 1 also shows an increase in the number of
farmers selling their rice for cash. In 1998, although 72
percent of farmers grew WSR, only 40 percent sold
some or al of their crop. Thirty-two percent therefore
did not sell any of the rice they grew, instead storing it
as food for their family. At this time, inputs were
generaly only used if the crop was being grown for
sde. Yields were low (on average 1661 kg/ha), but
farmers reportedly made a comfortable living. In
comparison, nearly all of the farmers growing DSR in
2000 found it necessary to buy inputs, and a greater
proportion were selling their output than before. The
research interviews indicated that this arose from their
need to sell the rice crop in order to pay back debts

accrued to cover the cost of inputs. One of the
implications of the change in rice cultivation is therefore
that many farmers have had to move into the cash
economy, whereas before many would more accurately
have been described as subsistence farmers. A further
implication is that the type of inputs purchased and the
amount spent on them has changed, altering the flow of
money in the community.

Increasing Inputs

To compare the difference in input spending at different
times and levels of agricultura intensification, the
amount farmers spent on inputs each year is calculated
as a percentage of their profits (final column, Table 1).
In 1998, DSR farmers spent around 50 percent of their
rice yield income on inputs, whereas WSR farmers spent
only 20 percent. The figure for DSR farmersin 2000 is
119 percent. The problem facing the farmers is clear:
they are currently spending more on inputs than they
earn in profit, making a clear loss over the season, even
before considering the impact of monthly loan
repayments. In reaity many farmers compensate for
this loss with income from other activities such as
livestock raising, but in the long-term DSR does not
seem to be a viable proposition for most farmers unless
productivity (i.e. ratio of costs to profits) improves.

The research indicates that DSR farmers in 2000
Table 2: Average spend per ha on DSR inputs, year 2000

Irrigation | Fertiliser | Pesticide | Other | Total

Cost per ha
(in US$)

45.74 51.28 19.15 64.70 |180.86

(Exchange rate: 4000r to $1)

spent on average $180 per hectare on inputs (see Table
2). Unfortunately it was not possible to obtain reliable
information on the cost of WSR inputs in 1998 as most
farmers did not use inputs, and those that did were
unable to recall costs accurately. However, it is clear
from talking with them that covering the cost of inputs
for WSR was not a problem for them. In the case of
DSR, however, synthetic pesticides and chemical
fertilisers have to be purchased, along with irrigation
water and gasoline to operate the water pumps. Most
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Table 3: Percentage of Total Input Spending Going to Each
Input Category (%)

Type of Cultivation Irrigation| Fertiliser] Pesticide Other
WSR (1998) 5 29 5 60
DSR (2000) 26 30 11 33
Wet Season Rice (1998) )
W saon) Seagpfice (20000

@ Irrigation B Irrigation

| Fertiliser | Fertiliser

® Pesticide B Pesticide

O Other

5% O Other

farmers mentioned the high cost of irrigation as a
particular problem.

Contrasting WSR in 1998 and DSR in 2000 (i.e. the
predominant type of agriculture in each of these
periods), Table 3 shows the proportion of input
spending allocated to each of four input categories -
irrigation, fertiliser, pesticide, and 'other’, representing
hire of labour and machinery for harvesting purposes.
The data show that the proportion of money being spent
on pesticides and irrigation has increased, as would be
expected, but the figures also indicate an amost 50
percent decrease in the proportion spent on labour and
machinery hire. In other words, when cultivating WSR,
at least $60 out of every $100 spent on inputs stayed in
the local area, whereas for DSR the equivalent figure is
only $33. This seems to indicate a significant opening
up of the local economy, which could be detrimental to
the local community. The situation could arise where,
even though farmers are making more money in
absolute terms, in reality the local community does not
benefit as much asiit could, since profits generated go to
external water and agrochemical companies to pay for
inputs. In thisrespect it is worth noting that a large part
of the money spent on fertiliser for WSR was paid to
local farmers for the purchase of manure, rather than to
buy chemical fertiliser from agro-chemical companies,
whereas DSR cannot grow without chemical fertiliser.

A Cycle of Debt
Since the series of severe annua floods destroyed or
damaged the assets of many families, the only way most
families could afford to buy the inputs necessary to
grow DSR was by borrowing the initial investment. The
research found that, although 65 percent of the families
interviewed had never borrowed money before, 69%
percent found it necessary to borrow a some point
between 2000-2002. The average lump sum borrowed
at first was equivalent to $1696. Many families paid
back their debt by selling their rice harvest, but then had
to borrow again to buy inputs for the next season. On
average, families who had borrowed still owed $117 at
thetime of interview.

The average interest rate on the amounts borrowed

was 15 percent per month, but interviewers observed
that richer families usually secured more favourable
terms, borrowing at a lower rate of 3.5 percent per
month, while poorer families had to accept higher rates
of 10-25 percent. On a loan of $169 this represents a
difference in monthly repayments of $42.25 (25 percent
rate) against $5.92 (3.5 percent rate). Over the standard
three month season, that adds up to $126.75 for the
higher rate compared to only $17.76 for the lower rate.
If the money is borrowed for longer, monthly
repayments continue to be paid. To clear the debt the
full amount originally borrowed also has to be repaid, so
total repayments of over 200 percent of the amount
borrowed are easily accrued. In this way even farmers
who are managing to keep their input spending below
their profit levels can be making aloss if repaying high-
interest loans.

Impact on Health and Nutrition

The food security of the interviewees has been
jeopardised by the current situation. In particular,
selling al their rice yield to repay loans meant that
many families were then put in the position of having to
buy rice. The research found that the average number of
months per year in which families experience a food
shortage has increased from just over one month per
year in 1998, to four and a haf months in 2000.
Villages visited in Borey Chulasar district have been
particularly badly hit, with an increase of nearly five
months per year (see Table 4). The lack of food has hit
women the hardest; practicaly al the women
interviewed said they frequently ate lessin order to give
more to their husbands and children.

In times of want, villagers increasingly turn to ‘free
sources of food and income such as fishing, catching
crabs and snails, and collecting wild vegetables.
Increased harvesting of these items could explain why
many villagers reported a decrease in their availability.
However the scarcity may in fact be due to the increased
use of pesticides in the area, or, in the case of fish,
caused by the use of illegal fishing methods, which
farmers aleged are frequently employed by Vietnamese
fishermen in the area.

Decreased nutrition has had predictable effects on
health. many men mentioned that co-workers
increasingly looked pale and weak and mothers said
their children got sick more often. Another source of
illness, especially diarrhoea, was the lack of clean water
when villages were flooded and the village ponds and
wells were filled with flood water. Additionaly, the
increased use of pesticides by relatively untrained and

Table 4. Average Food Shortage (Months / Year)

District Pre 1998 | Post 1998 [ Increase
BC Total 0.9 5.8 4.8
K Total 1.2 4.0 3.3
AB Total 1.2 3.9 2.9
KA Total 1.2 4.2 3.0
Overall Average 1.1 4.5 3.5
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ill-equipped farmers appears to be having some serious
immediate and long-term health impacts. The majority
of farmers using pesticides cited effects such as
dizziness, nausea, headaches and stomach aches, which
they experienced during or after their use of the
chemicals.  Other more serious effects included
vomiting, fatigue coupled with an inability to eat, and
permanent or long-lasting changes in vision and speech.
Health problems such as these can be expensive to deal
with, and represent an extra financial burden and source
of worry for many families.

Living with the Flood

As well as having to cope with the economic problems
caused by the agricultural changes, villagers have had to
cope with the physical difficulties that result from
flooding. In some cases water levels were reported to
rise to over half a metre inside the villagers' houses and
remain there for amonth. Loss of possessions including
houses, death of animals through disease and even loss
of human life have been recorded. This may be
expected to some extent in extreme flood years but, as
mentioned earlier, such flooding used to occur
comparatively rarely and not on an annual basis as has
happened in recent years.

Children's education often suffers extensively during
times of flood, with schools closing for up to 5 months.
Transport is a major problem when the area is flooded
as roads are often cut off and the only way to travel is
by boat, which villagers said was a very expensive way
for those who do not have boats of their own. This
problem of transport applies to everyday travel
requirements, such as going to the market, finding
animal fodder or even going to the toilet (for women),
but it also increases the difficulty of reaching the
hospital or health centre when medica attention is
required. Participation in traditional cultura activitiesis
also affected: lack of money and transport prohibited
many villagers from visiting the pagoda on ceremony
days. When they could go, villagers found it
impractical to wear their traditional ceremonial clothes
because of the weather and the need to travel by boat.

At the height of the flood season, fierce winds make
it dangerous, and on occasion impossible to go outside.
Villagers in Sangke Cheau and Anchanh, Borey
Chulasar district, were confined to their houses for up to
two weeks at a time each season. Restriction to a small
area for a long period of time has caused some serious
leg problems due to a lack of exercise. In a few cases,
villagers could no longer walk normally. The danger of
leaving the house makes it difficult to go outside to find
food for the family or for the animals, and villagers
often cannot venture out to share food with vulnerable
neighbours. This can have tragic consequences; in
Andong Samrith village two families were said to have
died from alack of food. In other cases, villagers have
drowned in the stormy waters whilst out trying to gather
food for the family.

The Result: Community Disintegration and

Lack of Livelihood Security

The problems faced by the villagers over the last few
years have adready started to affect community
solidarity. The widespread lack of money and food has
raised tensions between husbands and wives and
between neighbours as the necessity to borrow becomes
ever more frequent. More long-term problems are the
issues of decreasing food and livelihood security. As
families slide into debt they are forced to sell their land,
or give it up as payment to a moneylender; they then
have no aternative but to work as labourers to earn
money to buy rice, rather than growing their own. Inthe
12 villages surveyed, 151 families had aready moved
away to look for work elsewhere as migrant labourers.
Many more villagers sought out seasonal work in other
provinces. Husbands would often be away for months
a atime, leaving their wives at home to care for the
children. It was also becoming common for girls to be
taken out of school and sent to work in Phnom Penh to
find income as garment workers or domestic help.

When asked how they intended to cope with their
problems of debt, most interviewees replied that they
would try to sell enough labour (at $1.25/day) to pay
back their debts. Many of them requested agricultural
assistance in terms of irrigation or subsidies on inputs,
and were keen to grow dry season rice if it were made
financialy viable. However, there was a small number
of respondents who said they did not know how they
would ever pay back the amount they currently owed.

Policy Recommendations

Provide support, particularly affordable irrigation, if
villagersareto grow DSR

Current government policy isto grow more DSR as it is
less vulnerable to flooding. District governors in Takeo
have been encouraging this in areas that have the
capability to grow dry rice. However, to do this
villagers need more support in terms of irrigation and
education on effective input use.

Look for lower cost methods of growing DSR

Levels of input spending could be reduced if agro-
chemicals were replaced to a certain extent by labour.
Organic rice-growing techniques such as SRI (System of
Rice Intensification) are more labour intensive, use
fewer inputs, and produce a high quality, high value rice
yield. This fits in with current government policy of
promoting 'pro-poor' or labour intensive production of
goods for market.

I ncrease availability of low-interest credit
Money-lenders are exacerbating the problems faced by
poor villagers by providing loans at high interest rates.
Lower interest sources are available, such as from the
European Commission funded PRASAC project, but the
accessibility of this type of loan should be increased to
support long-term growth of farmers' livelihoods.
Research ways to improve market access
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Many villagers said they would like to sell their produce
in a local market rather than taking it to Vietham. A
local market could be an effective mechanism for
strengthening the local economy, and aso help restore
community cohesion.  Cruciadly, improved market
access should ensure farmers get a better deal when
buying or selling goods.

I mplement effective regulation of fishing methods

The issue of the use of illega fishing techniques was
particularly frustrating for law-abiding fishermen. Their
natural resource base should be given effective
protection to support the growth of the local economy.

Consider high level negotiations with respect

to thedam

If the flooding problems continue and the dam in
Vietnam is responsible, the issues should be discussed at
governmental level as an infringement of sovereign
rights. The Mekong River Commission has a mandate
to arbitrate in these cases, athough other organisations
could potentially be involved, such as the UN.

Provide a safe area for people and animals

Until the issue is resolved, the villagers requested the
urgent provision of safe areas for the people and their
livestock to be used in times of flood.

(Continued from page 7)

Envisioning a New Paradigm of Development...

arrangements on the comparative advantage of a donor,
including expertise and track record in the sector, as
well as flexibility in timing and use of resources. Trans-
lated into concrete terms, the donor community as a
whole could assign roles based on each donor's capacity,
so that a lead donor could be effective in each of the
critical sectors. A strong leadership role on the part of
the RGC in this area would greatly facilitate the process.

Harmonisation is thus far the least explored area of
partnership. Harmonisation of donor operational poli-
cies, including financia management and procurement,
and of procedures and practices related to the aid cycle,
would go a long way towards increasing efficiency and
reducing transaction costs related to parallel manage-
ment systems, inflexible procurement and inappropriate
technical assistance, excessive demands of multiple mis-
sions on the time of key Cambodian officials, disburse-
ment delays related to conditionality, and bureaucratic
procedures, among others. On the benefit side, harmoni-
sation leads to enhanced efficiency, strengthened local
capacity and local systems, and facilitates stronger
alignment and effectiveness. Ideally, the RGC must lead
the harmonisation effort as well.

Conclusion

There is no shortage of knowledge on what is needed to
transform the development partnership into a meaning-
ful process of dialogue and effective cooperation. To-
day's development discourse reflects many of the princi-
pal elements of an effective partnership, genuine partici-
pation, and local ownership of the development process.
While a number of recent initiatives of donor alignment
of assistance and donor-donor coordination in Cambo-
dia’* are encouraging, evidence until now suggests a
huge gap between rhetoric and actual practice. Changing
donor behaviour, and implementing effective partner-

shipsis hard work. The real question is whether there is
within the donor community the commitment and capac-
ity to change, and to envision in Cambodia a new para-
digm of development cooperation.
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ECONOMY WATCH — EXTERNAL ENVIRONMENT

The quick end to the US-Iraq war removed some of the
uncertainties facing the world economy in the second
quarter of 2003. In Asia, however, the SARS outbreak
led to weaker economic growth in the same period.

World Economic Growth

The US economy expanded by an annual growth rate of
2.5 percent in the second quarter of 2003, faster than the
first quarter growth rate of 2.1 percent. A 52-year record
surge in defence spending, strong consumer spending,
an extremely active housing market and recovery in
business investment accelerated overall GDP growth,
according to the Business Times online edition. Govern-
ment defence spending increased by 44.1 percent, the
strongest growth since a jump of 110 percent in the third
quarter of 1951, as President George Bush's administra-
tion opened up the coffers for the Irag war and anti-
terrorism efforts. Real persona consumption expendi-
ture in the US rose by 3.3 percent in the second quarter
of 2003 on an annualised basis. According to the Busi-
ness Times, business investment showed definite signs
of revival in the second quarter of 2003 as non-
residential spending - the largest category of investment
in the US - climbed at an annual rate of 6.9 percent after
decreasing by 4.4 percent in the first quarter of 2003.
This was mainly due to lower long-term interest rates
and the rally in US equity prices in recent months,
which led to lower financing costs for business.

The Euro region's economy experienced a slower
growth at 0.2 percent year-on-year in the second quarter
of 2003, from 0.8 percent in the first quarter. The Ger-
man economy - the region's largest economy, which
accounts for more than half the economy of the Euro
zone - shrank by 0.1 percent in the second quarter, com-
pared to the first quarter, according to the Federal Statis-
tics Office. France - the second largest economy in the
region - also shrank by 0.3 percent in the same period.
The Italian economy fell into the first recession in more
than a decade in the second quarter of 2003. The Euro-
pean economy may have to rely on exports, as unem-
ployment across the region puts pressure on consumer
spending, according to Bloomberg News. However, the
Euro continued to appreciate by 5.37 percent against the
US dollar in the second quarter, compared to the preced-
ing quarter, peaking at 0.88 Euro/USS, hurting sales and
profits of exporters in the region. According to Buhr-
mann NV (the world largest distributor of office sup-
plies), a 10 percent increase in the Euro against the US
dollar reduces the Amsterdam-based company's profits
by 5 percent.

Japan's economy grew at an annual rate of 3.0 per-
cent in the second quarter of 2003, faster than the first
quarter growth rate of 2.6 percent. Despite slower
growth in industrial production of 2.6 percent year-on-
year in the second quarter 2003 (compared to 5.5 per-
cent in the first quarter), improved consumer confidence
led to an increase in persona spending of 0.3 percent
between the first and second quarters of 2003. Accord-
ing to “The Economist”, machinery orders jumped by

17.5 percent year-on-year in June 2003, a positive sign
for capital investment. Also, Japan’s current account
experienced a larger surplus of US$ 112.6 hillion in
June compared to US$ 109.9 hillion in March 2003,
Thisincrease is likely to be related to the weaker Yen in
the second quarter.

Most Asian economies were affected by the SARS
outbreak in the second quarter, which began to have an
impact from mid-May onwards. Singapore, Hong Kong
and Taiwan were particularly heavily hit by SARS. Sin-
gapore's economy contracted by 4.2 percent year-on-
year, compared to a positive growth of 1.6 percent in the
first quarter of 2003. With the exception of the financia
services and the construction sectors, the performance of
al industries deteriorated from the previous quarter,
according to the Singapore Ministry of Trade and Indus-
try. Hong Kong's economy also contracted by 0.5 per-
cent in the second quarter over a year earlier. In Hong
Kong, inbound tourism and the travel-related sectors
were most severely hit. Taiwan's economic growth rate
slowed to just 0.4 percent year-on-year as consumer
spending and exports contracted during the SARS out-
break, according to the China Post. Other East Asian
and ASEAN countries also experienced slower growth
in their economies.

World Inflation and Exchange Rates in the Interna-
tional Markets

Consumer prices in the US grew at a slower pace of 2.1
percent in the second quarter, compared to 2.9 percent in
the first quarter. Excluding food and energy, the core
inflation rate declined to 1.5 percent, down from 1.8
percent in the previous quarter, which led to deflationary
concerns. The inflation rate in the Euro area fell to 2.0
percent in the second quarter of 2003, down from 2.4
percent in the previous quarter. The slower rise in con-
sumer prices partly reflected declining energy prices in
recent months in the Euro area. Japan continued to ex-
perience deflationary pressures. However, the drop in
prices was smaller, just 0.2 percent in the second quar-
ter, compared to 0.3 percent in the first quarter. Thisis
associated with higher persona spending in the second
quarter.

The vaue of the US dollar against the Euro contin-
ued to fall, to 0.88 Euro/US$ - a 4-year low — in the sec-
ond quarter 2003. In contrast, the US dollar strength-
ened to 119.1 Yen/US$ against the Japanese yen, an
appreciation of 0.93 percent from the previous quarter.

Commaodity Prices in World Markets

After rising for the sixth consecutive month, the price of
crude oil dropped by 16.3 percent to US$ 24.5/barrel in
the second quarter of 2003. An additional supply of
Iragi oil in the world market reduced prices. The price of
first quality rice in the Bangkok international market
declined to US$ 197.5/tonne, from US$ 198.3/tonne in
the first quarter of 2003. In contrast, the price of rubber
in the Malaysian international market surged to US$
975.8/tonne, a 3.2 percent increase from the previous
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Table 1. Real GDP Growth of Selected Trading Partners, 2000—2003 (percentage increase over the previous year)

2000 2001 2002 2003 2001 2002
Q4 Q1 Q2 Qs Q4 Q1 Q2
Selected ASEAN countries
Cambodia - - - - - - - 4.18
Indonesia 4.4 4.1 25 35 3.9 3.8 3.4 3.8 3.8 3.8
Malaysia 8.7 -0.5 11 3.8 5.6 5.4 4.0 4.4 0.5 5.6
Singapore 9.5 -7.0 -1.7 3.9 3.7 3.0 1.6 -4.2 -2.3 2.6
Thailand 4.4 2.1 3.9 5.1 5.8 5.6 6.7 5.8 1.9 6.1
Vietnam - - - - - - 6.9 6.0 6.7
Selected other Asian countries
China 8.0 6.6 7.6 8.0 8.1 8.1 9.9 6.7 75 8.1
Hong Kong 10.6 -1.6 -0.9 0.5 3.3 5.0 45 -0.5 0.3 5.0
South Korea 9.1 3.7 5.7 6.3 5.8 6.8 3.7 1.9 3.0 6.1
Taiwan 6.0 -2.7 0.9 3.0 4.8 4.2 3.2 -0.4 2.1 4.2
Selected industrial countries
Euro-11 35 0.6 0.1 0.7 0.8 13 0.8 0.2 1.4 0.7
Japan 1.6 -1.9 -1.6 -0.7 13 2.8 2.6 3.0 -1.3 0.45
United States 5.0 0.4 1.5 2.1 3.2 2.9 2.1 25 1.2 2.4

Sources: The Economist and Country’s National Statistics offices and Central Banks

Table 2. Inflation Rate of Selected Trading Partners, 2000—2003 (percentage increase over the previous year—period average)

2000 2001 2002 2003 2001 2002
Q4 Q1 Q2 Q3 Q4 Q1 Q2
Selected ASEAN countries
Cambodia -0.3 -0.6 34 33 35 3.0 1.8 1.6 -0.4 3.3
Indonesia 3.7 12.7 14.5 12.6 10.2 10.3 7.7 6.5 11.3 11.9
Malaysia 15 1.2 15 1.9 21 1.9 13 0.9 1.4 1.9
Singapore 1.4 -0.2 -0.9 -0.4 -0.4 0.1 0.7 0.1 1.0 -0.4
Thailand 1.6 11 0.6 0.2 0.3 1.4 2.0 1.7 1.8 0.6
Vietnam -1.7 0.1 23 2.7 2.9 3.7 2.2 23 0.0 2.8
Selected other Asian countries
China 0.3 -0.1 -0.5 -0.7 -0.8 -0.6 0.5 0.6 1.0 -0.7
Hong Kong -3.7 -1.3 -2.7 -3.1 -35 -2.9 -2.0 -0.25 -1.5 -3.1
South Korea 2.3 3.4 25 2.7 25 3.2 4.1 33 4.3 2.7
Taiwan 1.4 -0.6 -0.1 -0.1 -0.3 -0.5 0.3 -0.1 0.5 -0.3
Selected industrial countries
Euro-11 23 22 25 2.0 2.0 23 2.4 2.0 2.6 2.2
Japan -0.6 -1.0 -1.4 -0.9 -0.8 -0.5 -0.3 -0.2 -0.5 -0.9
United States 34 1.9 1.2 13 1.6 2.2 2.9 21 2.9 1.6
Sources: The International Monetary Fund and the Economist
Table 3. Exchange Rates of Selected Trading Partners Against the US Dollar, 2000—2003 (period averages)
2000 2001 2002 2003 2001 2002
Q4 Q1 Q2 Qs Q4 Q1 Q2
Selected ASEAN countries
Cambodia (riel) 3,871 3,932 3,910 3916 3935 3948 3948 4,008 3,935 3927
Indonesia (rupiah) 8,421 10,365 10,078 9076.6 8,940 9027 8884 8,428 10,236 9,280
Malaysia (ringgit) 3.80 3.80 3.80 3.80 3.8 3.8 3.8 3.8 3.80 3.80
Singapore (S$) 1.72 1.83 1.83 1.81 1.76 1.77 1.74 1.75 1.79 1.79
Thailand (baht) 40.1 44.3 43.77 42.78 42.09 43.4 42.7 42.2 44.4 43.0
Vietnam (dong) 14,083 15,084 15,142 15231 15,314 15297 15427 15,470 14,827 15,246
Selected other Asian countries
China (yuan) 8.28 8.28 8.28 8.28 8.28 8.28 8.27 8.28 8.28 8.28
Hong Kong (HK$) 7.80 7.80 7.80 7.80 7.80 7.80 7.80 7.80 7.80 7.80
South Korea (won) 1,131 1,290 1,319 1273 1,197 1,214 1199 1,206 1,291 1,251
Taiwan (NT$) 318 34.7 35.1 33.8 33.8 34.8 34.7 35.0 34.1 34.4
Selected industrial countries
Euro-11 (euro) 1.08 1.12 1.15 1.09 1.02 1.00 0.93 0.88 1.12 1.07
Japan (yen) 108 125.5 133.3 127.6 119.6 123.0 118 119.1 122 126
sources: The International Monetary Fund and The Economist and National Bank of Cambodia
Table 4. Selected Commodity Prices on the World Market, 2000—2003 (period averages)
2000 2001 2002 2003 2001 2002
Q4 Q1 Q2 Q3 Q4 Q1 Q2
Hardwood (logs) - Malaysia ($/m3) 190.1 146.2 137.6 153.0 178.7 181.2 186.3 182.1 160.1 162.5
Hardwood (sawn) -Malaysia ($/m3) 599.2 471.8 479.7 493.0 536 565.4 550.4 552.4 488.3 518.5
Rubber - Malaysia ($/ton) 720.8 549.4 622.3 754.0 863 834.1 945.5 975.8 602.0 768.4
Rice - Bangkok ($/ton) 203.7 173.3 193.7 196.6 192.6 189.6 198.3 1975 172.6 193.1
Soybeans - USA ($/ton) 211.3 188.0 179.9 189.8 219.3 220.0 2245 237.6 195.6 202.3
Crude oil - Dubai ($/barrel) 26.1 18.2 19.9 24.3 25.4 26.2 29.3 24.5 22.8 24.0
Gold - London ($/fine ounce) 279.0 278.4 281.0 280.9 313.7 317.8 352.1 346.7 279.0 298.3

Sources: The International Monetary Fund and The Economist
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Economic Activity

After falling at the end of 2002 and in the first quarter of
2003, the value of Cambodia’s exports grew by 23 per-
cent to US$ 408.5 million in the second quarter of 2003,
from US$ 331.5 million in the first quarter, according to
the Ministry of Commerce. The main contributor was
increasing exports of garment products (by 24 percent),
reaching US$ 389.9 million in the second quarter, com-
pared to US$ 314.7 million in the first quarter. Of US$
389.9 million, US$ 267.8 million (69 percent) was ac-
counted for by the US market, and the remaining US$
122.1 million (31 percent) by the rest of the world.
Cambodia's garment exports to the US rose by 16 per-
cent compared to the first quarter of 2003, and by 32
percent compared to the same quarter last year. Past
trends suggest that garment exports are lowest in the
first quarter and peak in the third quarter of the year. An
increase in garment exports therefore could be expected
in the third quarter of thisyear.

The tourism sector, which plays an important role in
Cambodia's economic growth, was adversely affected
by SARS, the anti-Thai riots in January 2003, and the
national elections of July 2003. In the second quarter of
2003, the total number of international arrivals dropped
sharply to 103,000, 51 percent less than in the first quar-
ter, or 37 percent less than in the same period last year.
International arrivals by air totalled 59,600 in the second
quarter, 41 percent less than that of a year ago, while
international arrivals by land and boat reached 43,500,
31 percent less than the previous year. In terms of the
purpose of visit, the number of visitors with tourist visas
rose to 83,800 in the second quarter of 2003, from
24,900 in the same period last year. However, the num-
ber of visitors with official visas dropped dramatically
to 4,600 from 57,400 a year ago. Also, the number of
visitors with business visas declined to 14,700 in the
second quarter of 2003, from 19,500 a year ago. Ac-
cording to the Ministry of Economy and Finance, both
tourism income and visa fees fell by 7.4 percent and
37.3 percent, respectively, in the second quarter of 2003,
compared to the same quarter last year.

The construction sector began to recover in the sec-
ond quarter. According to the Department of Cadastre
and Geography of the Municipality of Phnom Penh, the
value of construction projects approved rose to US$
59.6 million in the second quarter of 2003, up from US$
39.1 million in the first quarter. Apartment construction,
which accounts for the largest share of total construction
activities, reached US$ 34.3 million, 23.4 percent more
than in the first quarter of 2003, athough the number of
projects approved declined from 125 in the first quarter
to 104 in the second quarter. Other construction activi-
ties such as commercial buildings expanded to US$ 17.4
million (23 projects) in the second quarter of 2003, from
US$ 7.6 million (21 projects) in the first quarter. De-
spite the recovery in the second quarter of 2003, the
performance of the construction sector during the first
half of 2003 was poorer than in the first half of 2002.
During January to July 2003, the value of construction

projects approved declined by 8 percent to US$ 98.7
million, or the number of projects by 10 percent to 341,
compared to the same period last year.

Inflation and Foreign Exchange Rates

In the second quarter of 2003, the inflation rate in
Phnom Penh declined marginally to 1.6 percent, from
1.8 percent in the first quarter. Thisis largely due to the
movement of prices in the segment of "food, beverage
and tobacco”, which has the largest share of the house-
hold budget, where prices fell by 0.9 percentage points
between the first and second quarters of 2003. In con-
trast, the price of energy in Phnom Penh increased by
5.2 percent, from a 4.8 percent increase in the first quar-
ter. Prices of petroleum products declined dightly be-
tween the first and second quarters of 2003: the gasoline
price by 2 percent, and the diesel price by 0.8 percent.
Compared to the second quarter of 2002, however, the
price of gasoline in Phnom Penh jumped by 10 percent
in the second quarter of 2003, resulting in the costs of
transport and communication rising at an annualised rate
of 5.4 percent.

After stabilising for the second consecutive quarter,
the Cambodian riel began to lose its value against the
US dollar in the second quarter of 2003, trading at 4,008
riels/dollar — a depreciation of 1.5 percent compared to
the first quarter. The rate of 4,008 rielUS dollar was
the lowest recorded rate (quarterly average) for 10
years. Against the Thai baht and Vietnamese dong, the
riel also depreciated by 2.7 percent and 1.2 percent, re-
spectively, in the second quarter, compared to the first
quarter 2003. The depreciation of the riel is likely to
relate to a lower inflow of dollars into Cambodia and
increasing demand for foreign exchange, mainly the
dollar, which are associated with a declining number of
tourists, a slowdown of foreign direct investment,
slower growth of exports, and the national elections in
July 2003.

Monetary Development

According to the National Bank of Cambodia (NBC),
liquidity (M2) by the end of the second quarter 2003
amounted to 2,953 hillion riels (or US$ 737 million), a
decrease of 1.7 percent from the end of the preceding
quarter. Foreign currency deposits, which account for
the largest share of total money supply, fell notably by
5.7 percent to US$ 502.9 million by the end of June
2003, from US$ 533.2 million by the end of March
2003. In riel terms, the value of foreign currency depos-
its also declined by 4.6 percent, overcompensating for
the increase in the riel component of 45 billion riels dur-
ing March to June 2003. The withdrawal of foreign cur-
rency deposits may reflect fears relating to the elections
in July 2003. A contracting supply of dollars reduces the
financial resources available for investment and con-
sumption, hampering growth of the dollarised Cambo-
dian economy. The consequent increase in demand for
the dollar islikely to result in devaluation of the Cambo-
dianriel, causing higher inflation (in riel terms).
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Public Finance

According to the Ministry of Economy and Finance, the
national budget deficit continued to rise for the second
consecutive quarter to 280 billion riels in the second
guarter 2003, from 252 hillion riels in the first quarter.
In the first six months of 2003, the national budget oper-
ated with a deficit of 532 billion riels (or US$ 134 mil-
lion), 19 percent higher than in the same period last
year. While total revenues increased by 2 percent, total
expenditure (including expenditure adjustments) rose by
12 percent. The large increase in budget expenditure is
attributed to higher expenditure on public investments.
Capital expenditure amounted to 576 billion riels (or
US$145 million) between January-June 2003, 14.5 per-
cent more than a year ago, although the sum reached
just 55 percent of the target set by the Budget Law for
2003. Of this capital, 395 hillion riels (69 percent) was
raised from foreign sources, and 181 hillion riels (31
percent) from domestic sources. Foreign assistance of
395 billion riels (or US$ 99 million) consisted of grants
of 180 billion riels (or US$ 45 million), and loans of 215
billion riels (or US$ 44 million). Of loans of 215 billion
riels, the Asian Development Bank’s share was 55 per-
cent, the World Bank’s 33 percent, and the remaining 12
percent was derived from bilateral assistance. Current
expenditure, which usually accounts for the largest share
in total expenditure, rose by 5.5 percent to 772 billion
riels during the first six months of 2003, compared to
the same period last year. During the same period, there
was little change in total budget revenue compared to
the previous year.

Private Investment and Employment

The national assembly passed the New Investment Law
on February 3rd 2003, simplifying administrative proce-
dures. In the second quarter of 2003, fixed assets ap-
proved by the Council for the Development of Cambo-
dia (CDC) declined by 55.5 percent to US$ 48.3 million,
from US$ 108.5 million in the first quarter, despite a
rise in investment projects in the garment sector from
USS$ 6.5 million to US$ 10.5 million. Of the US$ 48.3
million, the service sector absorbed 70 percent (US$
33.7 million), and the industrial sector the remaining 30
percent (US$ 14.6 million). Nonetheless, only 711 addi-
tional workers were hired in the service sector during
the second quarter of 2003, whereas the industrial sector
employed 8,998 additional workers during the same
period. In the second quarter of this year, the United
States was the top foreign investor in Cambodia, fol-
lowed by Malaysia and Taiwan.

Poverty Situation — Earnings of Vulnerable
Workers

A CDRI survey of 10 groups of vulnerable workers over
the period 4-22 August, 2003, reveadled that seven
groups have improved their daily nomina earnings,
while the other three groups earned less, compared to

the same period last year. Average nomina earnings
were found to be around 2 dollars per day, close to the
moderate poverty line set by the World Bank.

Despite a 2 percent decline compared to May 2003,
the nominal daily earnings of cyclo-drivers rose by 5.4
percent over a year ago, to 9,380 riels. Some of the
cyclo-drivers claimed that their experience contributed a
lot to their earnings.

Moto-taxi drivers nomina daily earnings fell by 5
percent in August 2003 over the previous year. The de-
cline was mainly due to the fact that most people trav-
elled less than usual after the national election on 27
July 2003. Sixty-six percent of moto-taxi drivers re-
ported that daily nominal earnings were not enough to
support their families. They added that after spending on
food, accommodation and repairing their motorcycle,
there was little left to save. The survey also indicated
that 73 percent of moto-taxi drivers were from the prov-
inces, and 50 percent had agricultural land of less than
one hectare.

The average nominal daily earnings of a porter de-
creased by 9 percent compared to the last survey in May
2003. This reflects increasing migration from the prov-
inces. Nonetheless, 42 percent of porters claimed that
their nominal daily earnings remained unchanged, while
44 percent of porters said their earnings declined com-
pared to the same period last year.

In August 2003, 58 percent of small vegetable traders
said that their nominal daily earnings declined, while 34
percent reported that earnings remained unchanged,
compared to the same period last year. The decline was
due to an increase in some vegetable prices and a large
influx of "teenager traders" who, mostly, were pupils on
vacation between the months of July-September.

The nominal daily earnings of scavengers in August
2003 increased by 36 percent compared to May 2003--
the largest gain among all groups. In August 2003, the
houses of scavengers living at the Stung Meanchey rub-
bish site were burned down by the local authorities,
making it more difficult to live there. Eighty-four per-
cent of scavengers are from the provinces, in particular
from Prey Veng, Svay Rieng, Takeo and Kandal prov-
inces.

Garment workers earnings rose by 5 percent in Au-
gust 2003, compared to the same period last year. An
increase in daily nomina earnings reflects their over-
time work, not an increase in salary. In general, garment
workers spent about US$ 26 (33 percent of their
monthly income) on food, accommodation, transporta-
tion and personal care. The survey aso indicates that 83
percent of garment workers support their families.
Eighty-two percent reported that monthly savings were
not enough to run a small business after quitting work at
the garment factory.

Skilled construction workers--the highest paid group-
-experienced afall in nominal daily earnings of 4.7 per-
cent from May 2003. Seventy percent of skilled con-
struction workers reported that there is more work avail-
able than in recent months. By Dr. Kang Chandararot,
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1995 1996 1997 1998 1999 2000 2001 2002 2003
Q2 Q3 Q4 Q1 Q2
Number of investment projects
Total 204 300 136 140 96 96 188 9 11 8 20 14
Garment 120 144 48 84 44 52 76 4 5 2 6 7
Registered capital (millions of dollars)
Total 356.0 391.2 278 416.4 2468 102.4 129.2 4.5 12.1 20.3 41.6 10.4
Garment 112.0 156.8 34.4 91.6 55.6 25.6 60 1.0 5 1 5 4.1
Fixed assets (millions of dollars)
Total 304.8 746.8 761.6 849.2 474 266.4 217.2 23.3 127.6 60.9 108.5 48.3
Garment 101.6 158.4 38.8 120.8 79.6 76.8 100 24 55 1.7 6.5 10.5
Sources: Cambodian Investment Board (1995-2003) * Including existing investment expansion projects
Table 2. Projects Approved of Construction in Phnom Penh (1995-2003)
1995 1996 1997 1998 1999 2000 2001 2002 2003
Q2 Qs Q4 Q1 Q2
Mansion 201 205 179 143 136 111 108 38 36 40 29 39
Apartment 542 537 528 678 864 520 499 126 154 123 125 104
Other 91 116 117 132 74 64 57 20 22 14 21 23
Total 834 858 824 953 1074 695 664 184 212 177 175 166
Source: Department of Cadastre and Geography of the Municipality of Phnom Penh
Table 3. Exports and Imports, 1995-2003
1995 1996 1997 1998 1999 2000 2001 2002 2003
Q2 Q3 Q4 Q1 Q2
Millions of dollars
Total exports 379.2 387.1 4934 7844 9411 1055.5 1267.0 3141 4517 4129 3315 408.5
Of which:- Garment 26.4 78.8 227.2 378 554 962.1 1201.0 289.5 431.7 385.4 314.7 389.9
. ToUS 0.08 0.4 107.2 74.1 486 714.1 840.9 203.5 295.2 269.2 230.6 267.8
. To Rest of the world 26.4 78.4 120 82 68 248.0 360.1 86.0 136.5 116.2 84.1 122.1
- Agriculture - - - - - 90.5 66.0 24.7 20.1 27.4 16.8 18.7
. Rubber - - - - - 29.6 25.9 5.5 9.2 9.1 6.3 6.7
. Wood - - - - - 325 22.3 53 4.1 3.3 28 28
. Fisheries - - - - - 5.4 6.0 1.6 1.0 0.5 0.8 0.7
. Other - - - - - 26.0 11.8 123 5.8 14.5 6.9 85
Total Imports 1100.8 1114.4 10945 11122 1237.4 1417.7 1501.4 4704 4844 4387 3938 507.3
Trade Balance 7217 -727.3 -601.2 -327.8 -296.3 -362.2 -234.0 -156.3 -32.7 -25.8 -62.3 -98.8
Percentage change over previous year
Total Exports Garment 560 198 188 66 47 74 24.8 2.8 275 33.2 26.3 347
Total Exports - 2.1 275 58.9 12.4 19.7 20 55 28.0 35.3 20.7 30.0
Total Imports - 1.2 -1.8 1.6 11.3 14.5 59 29 59 27 22 7.8
Sources: Ministry of Commerce, Department of Trade Preferences Systems and Customs and Excise Department including tax exemption
Table 4. Passenger Arrivals in Cambodia
1995 1996 1997 1998 1999 2000 2001 2002 2003
Q2 Q3 Q4 Q1 Q2
Thousands of passengers
Tourist visas 162.3 194.4 163.0 141.9 199.6 209.6 335.4 249 46.9 58.7 183.7 83.8
by air 162.3 194.4 163.0 141.9 199.6 209.6 335.4 24.9 46.9 58.7 124.6 44.4
land and boat - - - - - - - - - - 59.1 39.4
Business visas 43.9 58.4 48.6 37.6 55.4 46.9 62.4 19.5 15.6 16.1 20.4 14.7
by air 43.9
land and boat - - - - - - - - - - 3.2 35
Official visas 13.5 7.6 7.2 6.8 7.9 95.2 10.6 57.4 52.0 92.9 4.7 4.6
by air 13.5 7.6 7.2 6.8 7.9 95.2 10.6 57.4 52.0 92.9 4.0 4.0
land and boat - - - - - - - - - - 0.7 0.6
Total by air 219.7 260.4 218.8 186.3 262.9 351.7 408.4 101.8 1145 167.7 145.8 59.6
Total Land and boat - - - 100.2 104.8 114.7 196.5 62.8 59.3 69.6 63.0 435
Total of passenger 219.7 260.4 218.8 286.5 367.7 466.4 6049 1646 1738 237.3 208.8 103.1
Percentage change over previous year
Total of passenger - 185 -15.9 30.9 28.3 26.8 29.7 26.9 24.7 413 -0.9 -37.4

Sources: Ministry of Tourism
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Table 5. Consumer Price Index (CPI), Exchange Rates and Gold Prices, 1995-2003 (period averages)

1995 1996 1997 1998 1999 2000 2001 2002 2003
Q2 Q3 Q4 Q1 Q2
Consumer price index (percentage change over previous year)
Provinces - - 6.1 16.3 6.2 54 0.9 0.0 2.0 -0.3 7.4 5.9
Phnom Penh - All Items 7.8 7.1 8.0 14.8 4.0 -0.8 -0.6 3.3 35 3.04 1.8 1.6
- Food 4.9 7.6 6.7 141 7.6 -3.3 -2.8 1.02 2.0 2.00 3.20 2.3
- Energy 194 20.7 20.0 15.1 35 6.6 -11 -0.02 0.9 2.25 4.75 5.2
Exchange rates, Gold and Oil prices (Phnom Penh market rates)
Riel per US dollar 2,479 2,666 3,029 3824 3832 3,879 3,935 3,913 3,935 3,948 3948 4008
Riel per Thai baht 99 105 98 88 101 96.3 88 91.4 935 90.9 924 94.9
Riel per 100 Vietnamese dong 22.3 24.0 25.6 28.6 27.8 274 26.6 25.7 25.7 25.8 25.6 25.9
Gold prices (US dollar per chi) 45.9 46.3 40.4 36.0 34.0 33.3 32.7 36.2 38.0 38.5 39.8 40.0
Price of Diesel (Riels/litre) 716 779 883 1,065 1,105 1,329 1,521 1,450 1,550 1550 1697 1683
Price of Gasoline (Riels/litre) 847 1,118 1,378 1,613 1,760 2,113 2,084 2,167 2,200 2200 2433 2383
Sources: CDRI, IMF, NIS, Ministry of Planning, Ministry of Economy and Finance
Table 6. Monetary Survey, 1995—2003 (end of period)
1995 1996 1997 1998 1999 2000 2001 2002 2003
Q2 Q3 Q4 Q1 Q2
Billions of riels
Net foreign assets 550 881 1,177 1,726 2,019 2,589 3,080 3,614 3,693 3,737 3,741 3,588
Net domestic assets 99 31 -114 -496 -576 -759 -876 -965 -943 -849 =737 -635
Net claims on government 148 128 54 178 103 3 -75 -165 -106 -119 -72 -19
Credit to private sector 293 435 637 655 763 898 936 928 971 1,059 1,125 1,224
Total liquidity 650 912 1,063 1,230 1,443 1,831 2204 2,648 2,751 2,888 3,004 2,953
Money 278 329 385 543 531 540 609 748 771 813 829 871
Quasi-money 371 583 678 687 911 1,291 1,594 1,901 1,979 2,075 2,175 2,082
Percentage change from previous year
Total liquidity 44.4 40.3 16.6 15.7 17.3 26.9 20.4 334 295 24.1 24.6 115
Money 39.0 18.3 17.0 41.0 -2.2 1.7 12.8 375 355 334 22.6 16.4
Quasi-money 48.4 57.1 16.3 1.3 32.6 41.7 235 32.0 27.3 30.2 25.7 9.5
Sources: National Bank of Cambodia.
Table 7. National Budget Operations on Cash Basis, 1995—2003 (billion riels)
1995 1996 1997 1998 1999 2000 2001 2002 2003
Q2 Q3 Q4 Q1 Q2
Total revenue 644 748 880 920 1326 1528 1529 369 457 481 428 379
Current revenue - - - - - - 1521 369 456 481 399 377
Tax revenue 444 536 596 676 956 1096 1096 302 323 339 273 287
Customs duties 320 344 348 376 432 376 376 104 116 122 92 94
Non-tax revenue 188 176 272 204 348 424 424 66 133 142 127 90
Forest exploitation 52 28 36 20 36 28 29 1 9 5 1 1
Post & Telecommunications 56 64 84 88 108 124 122 13 30.7 44 19 18
Capital revenue 8 40 12 36 12 8 9 0 1 0 0 2
Total expenditure 1200 1440 1260 1296 1792 2332 2332 714 704 668 680 659
Capital expenditure 512 628 452 368 624 976 977 272 303 343 305 271
Current expenditure 172 812 808 980 1164 1356 1355 442 401 325 384 388
Education and Health 100 124 128 132 280 344 343 108 85 96 36 88
Defense and Security 424 408 420 448 464 404 405 117 105 110 70 119
Other Ministries 164 284 260 332 412 636 637 217 212 120 269 181
Overall deficit -556 -692 -380 -380 -476 -804 -803 -346 -248 -187 -252 -280
Foreign financing 560 680 444 268 416 768 766 237 273 287 178 200
Domestic financing -4 12 -64 112 60 36 37 110 -25 -100 74 80
Source: Ministry of Economy and Finance: Quarterly average [1995-2001 (Q1-Q4), quarterly average]
Table 8. Average Daily Earnings of Vulnerable Workers, 1997-2003
Daily earnings (riels) Change from last year (%)
1997 2001 2002 2003 2003
Pre-Jul Nov Feb May Aug Nov Feb May Aug Feb May Aug
Cyclo drivers 12,250 6,262 9,450 9,375 8,900 8878 9200 9572 9380 -2.65 2.10 5.4
Porters 9,675 5,000 8,137 6,675 7,600 6312 7600 7955 7240 -6.60 19.18 -4.7
Small vegetable sellers 7,050 5096 6,062 6,712 6,862 7158 7250 6674 6860 19.60 -0.57 -0.3
Scavengers 4,155 3,393 3,350 4,231 3,440 4012 3875 3605 4900 15.67 -14.80 42.7
Waitresses* - 2,358 3,543 3,652 4,225 4000 4600 4341 4520 29.83 18.87 7.0
Rice-field workers - 3618 3916 5167 3,833 4219 4180 3712 4600 6.74  -28.15 20.0
Garment workers - 8,968 7,772 8,775 9,800 10000 10127 9123 10300 30.30 3.97 5.1
Motorcycle-taxi drivers - 9,791 14,327 11,978 11,300 12075 11400 7137 7600 | -20.43 3.26 16.7
Unskilled construction workers - 4841 7,025 6,912 6,525 5850 6162 9883 10900 | -12.28  -17.49 35
Skilled construction workers - 9,866 11530 13,850 12,695 13350 12500 13335 12700 8.41 -3.72 0.0

Notes: The Surveys on the revenue of waitresses, rice-field workers, garment workers, unskilled workers, motorcycle taxi drivers and construction

workers began in February 2000; * Waitresses earnings do not include meals and accommodation provided by shop owners. Source: CDRI.
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GLOSSARY — TERMS USED IN THIS ISSUE

Elite capture/grabbing (MISMUMUGTERI{HHILN:8a)
'Elite capture’ means that people with political or eco-
nomic influence 'capture’ or take charge of the develop-
ment process. Elite capture would take place if, for in-
stance, commune councillors or businessmen made sure
that they received more benefit than average from devel-
opment projects. An example would be if most wells or
waterways were placed near their houses.

Political culture ({tjj&BSINMD

The political culture is a more or less harmonious mix-
ture of values, beliefs and emotions dominant in a soci-
ety. This political culture influences support for author-
ity and compliance with its laws. These are not a fixed
set of values, and they will not be consistent. The politi-
cal culture changes over time and among groups of peo-
ple within the society.

Patronage (MIgUHYAMD

'Patronage’ is the act of providing approval and support.
The term is often used in politics to describe the rela
tionship between levels of government. For instance,
'vertical patronage’ would mean the consent that the
commune would seek from the district. Although a com-
mune is autonomous by law, it might be patronised by
the district. A 'patron’ would often be a powerful person

(politically and/or economically).
Structural poverty CMO{RTRWIKAN ﬁiE’]ﬁj‘HS)
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When we talk about poverty, we often mean ‘income'
poverty: the resources we have available to invest in
service delivery, schools and so on. 'Structural poverty’
is more deep-rooted. In Cambodia, structural poverty is
related to fear, distrust, alack of legitimacy of the local
state, and low levels of education. All these aspects im-
pede the opportunities to address income poverty.

Social capital (G8HH)

Social capital is to be understood as the degree to which
local communities are able to utilise available resources
justly and efficiently without exploiting certain groups
or using violence in order to favour any particular group
(cf. Dasgupta & Serageldin 2000; cf. Coleman 1988).

Harmonisation (ﬁga‘ﬁﬁtﬁﬁﬁ)

A reduction in the proliferation of donors operational
policies, procedures and practices with the aim of reduc-
ing transaction costs and strengthen local systems and
procedures.

Alignment (FIRTEHID

A process to increase coherence, synergy and comple-
mentarities of external assistance with country-owned
strategies and procedures.
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CDRI UPDATE

CDRI

On September 9, 2003, the CDRI conducted a media
workshop for its research and programme staff in or-
der to enhance understanding of the role of mediainin-
fluencing policy and debate, and to strengthen staff
skills for managing media relations. The workshop was
facilitated by Ms. Alison Mee, Media Consultant for the
Asia Foundation in Cambodia. CDRI’s Manager for In-
formation Technology completed a three-day study tour
to the Thailand Development Research Institute in
Bangkok. The main purpose of the study visit was to ex-
change experiences in contemporary information tech-
nology and learn about the various uses of IT in support
of research, publications, and library management.

Staff changes. CDRI bade farewell to Ms. Henny
Andersen, Senior Economist in the Poverty Monitoring
and Analysis Programme, on completion of her mission.
At the same time CDRI welcomed new staff member
and Fulbright scholar, Mr Pak Kimchoeun who joined
the decentralisation research team in August. CDRI
also welcomed two new student volunteers for six-
month internships. Ms Khat Laykim, will assist the pub-
lications section while Mr Hin Meatophum will work as
library assistant.

Research

Members of the Development Analysis Network (DAN)
representing research institutes from Vietnam, Thailand,
Laos and Cambodia met at CDRI on September 5, 2003
in order to discuss their research concept papers and to
identify the next topic of research collaboration. The
group agreed to conduct joint research on the ‘cross
border economy’.

CDRI aso completed a short study on the competi-
tiveness of the Cambodian Economy, which will be pre-
sented at a CIEM facilitated workshop in Hanoi in Oc-
tober. Two additional studies have been launched,
namely, a study on Small and Medium Enterprises and
another regional study on agricultural competitiveness
of cash crops. CDRI held a workshop on September 29

for the participating research institutes from Thailand,
Vietnam and Cambodia to work out conceptual and
methodological issues relating to the agricultural com-
petitiveness study. The NRE program of CDRI has
finalised two working papers during this period — one on
fish exports and the other on the resin trade. PORDEC
(Policy Oriented Research Programme on Decentralisa-
tion) completed al fieldwork for the study on Decen-
tralisation Design. Important collaborative links were
established with the University of Gothenburg, New
Y ork University, the Norwegian Institute for Urban and
Regional Research and the Ministry of Interior.

In July, CDRI also launched a comparative study of
Cambodian election processes, with financial support
from AUSAID. The study is expected to be completed
in November 2003.

A member of CDRI’s research staff, Mr Tong Kim-
sun, attended a three-week course on microeconomics at
the University of Ankarain Turkey.

Centre for Peace and Development

On July 24, 2003, the CPD team met with colleagues
from other agencies involved in peacebuilding work in
order to review the status of peace work in Cambodia,
and to identify gaps and priorities for the future. The
workshop contributed to help CPD develop its next
three-year plan. The last three COPCEL roundtable
meetings addressed issues relating to the voting, count-
ing and complaints processes of the Nationa Election.
The participants assessed the process of elections and
offered practical recommendations for further improv-
ing future elections. The CPD training team conducted a
needs assessment mission in the reconciliation area of
Phnom Vor, Kampot, and will commence a series of
training programmes there on Managing Change, in Oc-
tober. A Working Group to develop a peacebuilding and
conflict management lexicon has completed its first
draft, which has been circulated for review. The Lexicon
will be published in December 2003.

srjignRigdngth nnsmengipwmmantigisuit
Cambodia Development Review is also available in Khmer

Volume 7, Issue 4 (October-December 2003)

AMBODIA cuiavenomen reaceinsiie
DEVELOPMENT REVIEW

CAMBODIA DEVELOPMENT RESOURCE INSTITUTE
PO Box 622, Phnom Penh, Cambodia

Tel: (+855-23) 881-701/ 881-916 / 883-603; Fax: (+855-23) 880-734
e-mail: cdri@camnet.com.kh / pubs@cdri.forum.org.kh
website: http://www.cdri.org.kh

Cambodia Development Review is published four times a year in
simultaneous English- and Khmer-language editions by the Cambodia
Development Resource Institute in Phnom Penh.

Cambodia Development Review provides a forum for the discussion of
development issues affecting Cambodia. Economy Watch offers an
independent assessment of Cambodia’s economic performance.

Cambodia Development Review welcomes correspondence and
submissions. Letters must be signed and verifiable and must include a
return address and telephone number. Prospective authors are
advised to contact CDRI before submitting articles, though unsolicited
material will be considered. All submissions are subject to editing. CDRI
reserves the right to refuse publication without explanation.

Publisher: Cambodia Development Resource Institute
Acting Managing Editor: EM Sorany,

Editor: Andrea Struik

Production Editor: OUM Chantha

Cover Photograph: CPD Training Team

Printing: Japan Printing House, Phnom Penh

Copyright © 2003 Cambodia Development Resource Institute

All rights reserved. No part of this publication may be reproduced,
stored in a retrieval system or transmitted in any form or by any means,
electronic, mechanical, photocopying, recording, or otherwise, with-

out written permission from the Cambodia Development Resource Insti-

tute.

Responsibility for the ideas, facts and opinions presented in the Cambodia Development Review rests solely with the authors.
Their opinions and interpretations do not necessarily reflect the views of the Cambodia Development Resource Institute.




