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he decentralisation re-

form of the Royal Gov-

ernment of Cambodia

(RGC) sets out to help
reduce poverty and improve de-
mocracy in the country. Thisis |}
a chalenging and a long-term
task and not always one where
the links between the two are
easily recognisable. Cambodia
has however come a long way
in her attempt to establish the
institutions and systems that are
necessary to help achieve the
ams of the reform. However,
several pressing challenges re-
main to be addressed. The fol-
lowing will first explore the ma-
jor achievements and secondly
the current most pressing chal-
lenges faced by the RGC in its

CDRI/MEF/MOI meeting with commune councillors in Siem Reap province on 3 March 2004.

The Challenges of the Decentralisation Design

The Policy Oriented Research Programme on Decentralisation (PORDEC) at CDRI has
explored the challenges of the design of the decentralisation reform in Cambodia in achiev-
ing its aims of poverty reduction and improved democracy. Dr. Caroline Rusten,
Programme Manager of PORDEC, summarises the findings.*

decentralisation reform.

Achievements of the Decentralisation Reform

Perhaps one of the most important aspects of the decen-
tralisation reform in Cambodia is the emphasis placed
on learning by doing through participatory processes
that involve all stakeholders. In many other countries, a
chief argument amongst government institutions against
decentralisation is lack of capacity at the loca level. In
Cambodia, this is not used as an argument against the
process to decentralise, despite the fact that much is still
to be desired in terms of human resources and flow of
funds to the local level. Rather, as away of ensuring ca-
pacity building amongst stakeholders at central, provin-
cial and local level, as well as ownership to the reform,
larger aspects of the reform process have been imple-
mented as participatory processes. While this creates

*  Thisarticle is based on a presentation by the author at CDRI
seminar of The Challenges of the Decentralisation Design,
presented at Sunway Hotel January 29, 2004. A full report of
this study, which was funded by the Swedish Government’s
SIDA and the British Government’s DFID will be published
by CDRI in March 2004, co-written by Dr. Caroline Rusten,
Kim Sedara, Eng Netra and Pak Kimchoeun.

some challenges (see further below), it has nevertheless
resulted in an impressive change in governance that not
many thought was possible a few years back. Also, this
process has prepared the ground for a reform that has
many opportunities to continue to move in the right di-
rection.

Other major achievements of the reform have been
(i) the creation of ownership, (ii) the building of support
structures, and (iii) the establishment of a legal frame-
work. We will deal with each of these three issues. First,
the government has, through its Seila programme, man-
aged the very challenging task of creating ownership of
the decentralisation process, most particularly at the
commune level, and to some extent at the provincial
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level. This ownership and the demand for change also at

the central level is now so strong that it isin fact decen-

tralisation reform that is driving reform in the public
sector, not the other way around. This ownership has
come through some very distinct activities:

e An extensive national process of involving relevant
stakeholders in the design of the reform, and through
piloting of decentralisation projects by different min-
istries.

e Through implementation on the ground from which
people see real effects of their participation in com-
mune development planning and financial contribu-
tion to loca development projects financed through
the Commune/Sangkat Fund (CSF).

e Reasonable transparent and accountable usage of the
CSF has hindered elite grabbing on the ground and
provided projects that to a large extent benefit all.

A second achievement of the reform is that the RGC
has managed to ensure support structures to the com-
mune that in effect build capacity both at the provincia
level, and at the district level, albeit to a lesser extent.
These support structures have enabled the provincia
governors to fulfil his support role vis-avis the com-

dismiss a councillor s’/he will also lose the council posi-
tion. No councillor has yet been dismissed through the
party structure, but the danger is that councillors tow
party lines rather than feel accountable to the electorate.
In the near future with increasing capacity of councillors
and perhaps increased resource flow to the communes,
one might expect them to be more able than at the pre-
sent time to address the needs expressed at the local
level. Downward accountability lines will be important to
enhance the process of local government responsiveness.

A policy option to enhance downward accountability
of locally elected leaders to local people is to change
this aspect of the Election Law.

Another aspect of accountability is the employment
of the Village Chief and the Commune Clerk. Currently,
these are the only staff at the local level and they are
both employees of the Ministry of Interior (MOI). In the
transition to elected local governments this has probably
been important in order to ensure continuity at the local
level. However, this aspect hinders accountability of the
so-called 'bureaucracy’ at the commune level to the lo-
cally elected councillors. Experiences from other coun-
tries® show that lack of accountability of the bureauc-
racy to localy elected leaders is one example of decen-

munes. It has also enabled the provin

cial governors to coordinate between A Policy option to enhance

tralisation working 'less than well'.
A policy option to enhance ac-

some of the sectors, an opportunity downward accountability of countability of the bureaucracy to

that was not available to them some
few years back. It has aso enabled
the communes to have a clearer un-
derstanding of what their roles and
functions are. Hence, it is important

locally elected
leaders to local people
is to change this aspect of the village chief (in line with the Law
the Election Law.

the locally elected leaders would be
to look into the opportunities to elect

on the Administration and Manage-
ment of the Commune/Sangkat Coun-

to emphasise that capacity building also of the support
structures to the local government is crucia for the re-
form process, and one which is lacking in many coun-
tries, but one which Cambodia addresses reasonably well.

Third, in quite a short time, the National Committee
for Support to the Communes (NCSC) has passed two
major laws” and a number of sub-decrees regulating the
reform. This has enabled the reform to move forward
despite the fact that many gaps still remain.® Other
achievements might also be emphasised, such as the ini-
tiation of civil registration and election registration at
the commune level.

Having said this, many of the achievements also
point to challenges that the reform faces in reducing
poverty and improving democracy in Cambodia.

Major Challenges of the Decentralisation Re-
form

Four major challenges of the reform are (i) the legal
framework, (ii) the institutional design, (iii) mechanisms
to achieve the aims of the reform, and (iv) local dynam-
ics. Different policy options are available to the govern-
ment to address these challenges.

The Legal Framework

The Election Law (2001) encourages upward account-
ability by councillors to their political party rather than
to the electorate because if a political party chooses to

cil - LAMC), and ensure accountability lines to the
council rather than to the central government. Alterna-
tively, the central government could allow for a reap-
pointment of the village chief and make him/her an em-
ployee of the council. This could be done fairly soon, not
least because the salary of the village chief will be
drawn from the CSF from 2004. Likewise, the clerk also
needs to be accountable to the council. It might however
be too soon to allow the council to employ the clerk due
to the importance of continuity at the commune level,
and also due to lack of capacity of the councillors to
consider the capacity of the clerks. However, with the
anticipated and much needed amalgamation of the com-
munes, and hence larger commune entities and more ca-
pacity among councillors, it might be possible for the
councils to appoint and employ the clerk. This will not
be possible in the very near future. Meanwhile, other
options to ensure accountability of the clerk to the coun-
cil should be considered.

Another major challenge related to the legal frame-
work isthe lack of an overall policy to guide the reform.
Cambodia has laws that regulate the reform. Often poli-
cies precede the law and give guidance to the formula-
tion of the legal framework and aso to the strategic
plans to achieve the aims of the reform. However, it is
not always the case that a policy comes before the law,
and while it is possible to carry on without a policy, it is
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potentialy more difficult.

Cambodia has a policy statement® (and laws and sub
decrees) that has three main aims guiding the decentrali-
sation reform. These aims say one major thing, namely
that pluralist participatory democracy is going to lead to
poverty reduction through increased service delivery
and local investments. What is a policy statement as op-
posed to a policy? A policy statement is an indication of
intent. It tells us what the government wishes to achieve
with the reform, but it tells us little about how this will
be achieved. A policy sets out agendas. A decentralisa
tion policy would alow the policy makers to engage
more thoroughly in the decentralisation reform and pro-
vide necessary guidance such as to how the reform
should unfold, which institutions are going to take the
lead, and what links that shall join the ingtitutions.
Hence, a decentralisation policy could give clearer guid-
ance on the roles of the various institutions, collabora-
tion between the communes, the vision for the future
commune, district and province, sector collaboration
and so on.

At the moment, many of these decisions are left to
the bureaucracy, and without a policy, some decisions
cannot be made at al. Rightly, policy makers sit in the
NCSC and pass laws, but they are not

current separate processes at the commune level and the
district level to look for revenue sources. One project
called the Open Window Service Delivery and linked to
the Konrad Adenauer Foundation and CAR aims at im-
proving services at the district level by piloting them in
two urban areas. Financing of these services is supposed
to be drawn from new revenue sources. At the same
time, as afollow up of the LAMC which gives authority
to the commune to collect local government own reve-
nue, the Ministry of Economy and Finance is currently
engaged in a process to identify potential local govern-
ment own source of revenue, which can help them give
the commune the actual mandate through a sub-decree
to collect and manage certain taxes and levies. The idea
isto look for taxes that can be shared between the prov-
ince and the commune as well as taxes that can be reas-
signed from the province to the commune. The danger
now is that these two interventions look for revenuesin
the same market. As taxation by the commune has been
emphasised as a priority by the LAMC, many stake-
holders might have expected that the focus be placed on
revenue sources to the commune rather than the district.
Perhaps a more coherent institutional design might have
helped avoiding such parallel processes.

In order to ensure a more consoli-

engaged in the further necessary vi-
sion making in terms of the direction
of the reform. A policy would alow
the government to take a stronger
lead in the decentralisation reform. At
the moment the bureaucrats have to
deal with conflicting and differing

A policy statement is an
indication of intent. It tells
us what the government
wishes to achieve with the
reform, but it tells us little
about how this shall be
achieved.

dated reform process one option for
the government would be to consider
a reconceptualisation of the reforms
into ONE local government reform
which can capture the current decon-
centration and decentralisation re-
forms. In line with this it might also

signals from donors who, on their
part, are not aways certain of where the government
wants to take the reform.

In the Cambodian situation it was necessary to get
the reform moving and perhaps not wait for a lengthy
policy process. This far down the line, however, it is
time for the government to start to consider whether to
further develop the policy statement through a more
comprehensive policy process. This would allow the
government to make some overall decisions for example
on whether the communes should be amalgamated and
what principles shall guide this process, and whether
the decentralisation and deconcentration reforms will
be treated as one rather than two separate processes.

I nstitutional Design

The second major group of challenges can be labelled
ingtitutional design. In Cambodia, conceptualisation of
decentralisation and deconcentration as two separate
rather than interlinked processes has led to division of
roles between separate interministerial committees, i.e.
the National Committee for Support to the Communes
(NCSC) and the Council for Administrative Reform
(CAR), and donors supporting one rather than both re-
forms. This has led to difficulties within the government
and amongst its donor partners in terms of coordinating
initiatives that need coordination. Perhaps the most un-
fortunate effect of this so far can be exemplified by the

be relevant to consider placing this
reform under one institution. What type of institution
this might be would be a typical and relevant issue for a
decentralisation policy process to address.

Seila activities and structures are an integrated part of
government structure. There is, however, a challenge to
further integrate the Seila structure into existing govern-
ment structures. We anticipate that there will be a need
for the Seila Task Force (STF) and its Secretariat's sup-
port to the reform for still some years to come. This is
because it provides highly relevant support at many lev-
els of government. At the central level STF collaborates
closely with the interministerial committees, the minis-
tries involved and the donor partners. An issue here,
however, and really a question for the future, might be
on the further integration of Seila into central govern-
ment structures. At the provincial level one may antici-
pate that the support functions to the province and the
commune through ExCom will continue in substance
but that in the future it may be further integrated into the
Office of the Provincial Governor, the Salakhet.

One policy option for the further integration of the
Seila programme may be anticipated in the near term at
the provincial level by increasing the role of the gover-
nor in sector collaboration. Piloting of experiments
within more sectors may be relevant at this time and it
might be useful to use Seila structures for this. Further-
more, a nation wide change of functions and roles of the
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governor related to sector coordination and integration
must await the planned Organic Law on Deconcentra-
tion, anticipated for 2005. If the government in the fu-
ture decides to establish a separate ministry of provin-
cial and local government, a further integration of the
STF Secretariat into such a ministry might be consid-
ered. Such a ministry would however need a solid basis
to ensure it enables to coordinate potentially strong sec-
tor interests.

Another key issue is enhancing regulation for fund-
ing of local government. A very urgent challenge is that
the CSF is regulated by a sub-decree in effect through-
out 2004 only. Beyond this, these transfers, which cur-
rently secure some level of development on the ground,
might meet an insecure future.

One policy option would be to give this fund a higher
legal status, preferably regulated by Law.

Mechanismsto Achieve the Aims of the Reform

The third major group of chalenges are related to
mechanisms to achieve the aims of the reform. A com-
prehensive challenge is capacity building of councillors.

of funds to support it. According to stakeholders at all
levels of government that were interviewed during the
study®, a steady and increased flow of funds will be nec-
essary aready in 2004 and 2005. The shortfall of gov-
ernment funds in 2003 due to the Thai riots, effects of
SARS and the costs of the election, seriously affected
disbursement of the government share of the CSF. The
burden of this therefore falls on the communes and the
local private sector that largely have been at loss as to
why funds are not flowing. The serious long-term effect
of this might be that the building of trust in the local
government among local people and the local private
sector, which the government has spent so much effort
in building, is under threat because funds do not flow
properly.

The government faces serious challenges at the mo-
ment due to the fact that the new government has not yet
been established. This might also have financial impli-
cations for implementation. It would however be impor-
tant that the government give first priority to the CSF to
ensure that the momentum is kept up and that the trust
that has been built so far is not eroded. This will be cru-

A lot of effort has been put into en
hancing the capacity of the council-

One option for improving

cial in 2004. Another, more long
term issue, is to start identifying lo-

lors, and it has largely made them POth capacity and not least ¢4 government own source revenue

aware of how processes are being run,
what is required to move these proc-
esses ahead, and which forms to com-
plete in the planning and budgeting
cycle. The knowledge gaps lie in the
details, such as how to fill in these
forms, and whether they can prioritise

confidence is to
increasingly focus on
horizontal peer learning to suring a closer link between taxation
improve inter communal
collaboration and sharing
of experiences.

as a way of further increasing pre-
dictability of commune funds and en-

and service charges and provision of
services.

Linked to both the above issues is
the question of commune amalgama-

one thing before another. Hitherto, the communes have
depended largely on advice from *higher levels' of gov-
ernment.

One option for improving both capacity and not least
confidence is to increasingly focus on horizontal peer
learning to improve inter communal collaboration and
sharing of experiences. This would also help increase
the demand from and identification by the commune on
what capacity they need. Some argue that this may
await the formation of a local government association,
but as such formation is a long-term process, peer
learning and horizontal sharing of information might be
a niche for capacity building focus for the government
as well as for actors who are looking for a relevant role
to play in the decentralisation reform.

A crucial aspect of improving local democracy has
been reflected in the reform through the comprehensive
planning processes for the Commune Development Plan
(CDP). The logic for this is to change the mentality of
councillors towards participatory processes. While on
the one hand thisisacrucia part of building democratic
procedures on the ground, it nevertheless creates expec-
tations that the council has difficulties meeting, and it
also appears very comprehensive compared to what is
being received at the commune level in return. The solu-
tion is not, however, to simplify the process, as it is an
important building block for the development of the lo-
cal democracy, but rather to enhance the necessary flow

tion, which means that the number of communes is re-
duced by enlarging the commune boundaries. There are
provisions in the law for this. Commune amalgamation
has been mentioned by Blunt (2003) as one important
aspect to speed up the capacity building of the com-
munes. Four challenges related to such amalgamation
can be emphasised. These are: (i) Will the district, as we
know it survive the amalgamation? This question is re-
lated to what might happen to staff at the district level.
For instance, will we see deployment of staff from the
district to the commune? Even without amalgamation,
deployment of staff for example from the district agri-
cultural office in average sized districts to the com-
munes can take place without further employment of
staff. With amalgamation, this might be possible also in
other sectors. (ii) What criteria would be used for the
amalgamation? If one assumes that some important cri-
teria might be economic potential of the communes, and
availability of natural resources, then the question is:
(iii) Does Cambodia have data to assist in the selection
of the criteria? And finaly (iv) this would need coordi-
nation with the Organic Law on Deconcentration, setting
out the roles and functions of the province and the didtrict,
which is anticipated for 2005.

The policy option available to the government would
be to first have a process where the future role of the
districts be discussed. This is linked to decisions on
what services can be delivered by the commune, and by
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other agencies. The process to start identifying this is
likely to start in late 2004, with pilots perhaps in late
2005. Furthermore, data are needed on natural re-
sources and economic potentials of the communes be-
fore the demarcation process can start. It is hence not
likely that the results of these activities will be available
in time to carry out the demarcation before the next
mandate of the commune (i.e. the next commune elec-
tions in 2007). Perhaps the government should target
the third mandate and then give itself time to carry out
these processes. Meanwhile, during the second man-
date, and in line with the tradition within the decentrali-
sation reform, amalgamation could be piloted in some
selected areas. This will provide information on what
major challenges commune amalgamation might face,
and hence help the government be prepared to meet
these challenges.

Local Dynamics

The fourth group of challengesis related to the situation
at the commune level and the many activities going on
to try to enhance their role, not al of which are well co-
ordinated. Councillors feel that the workload is heavy
and difficult. This is particularly so for women who in
many cases feel that their influence is minima com-
pared to the workload and most of those we spoke with
doubted they would have the capacity to run for elec-
tions next time. Their capacity, it seems, is not less than
men, as most of them have NGO experience and have
attended school at least as long as their male colleagues.
The issue is not lack of capacity but rather lack of ac-
cess to decision making. Along with this, female coun-
cillors are by law given the responsibility of women's
and children's affairs, which further limits their influ-
ence as currently there are hardly any funds allocated
for such activities.

Another issue at the local level is party funding of lo-
cal development projects. In many places, businessmen
have been asked to contribute to party funded projects
that later on have been presented as a party gift. Thisre-
duces the feeling of ownership among people who con-
tribute and may not be very helpful to the process that
will be initiated in the future, namely local taxation.
There are al'so many cases of NGOs who bypass the lo-
cal council for project development as permission for
such activities often are requested and given by district
or provincial authorities.

There are initial and so far anecdotal indications also
of a strong politicisation at the local level, where one of
the indications seem to be that it is difficult to secure sup-
port and local contributions from people whose politica
convictions differ from those of the commune council

chief. This might indicate that the level of distrust at the
local level till runs high, and that it will be necessary to
increasingly focus on the development of so-called ‘weak
ties. Weak ties are developed through networks and as-
sociations. Cambodia is an example of a country with
solid ‘strong ties' such as family and political party af-
filiation, and that individual decision making to a large
extent isinfluenced by ‘strong tie' structures. What Cam-
bodia does not have, or has to a very meagre extent, is
‘wesk ties' such as associations and networks, which are
typically such ingtitutions that one would label as agen-
cies for social capital. Wesk tie ingtitutions work across
strong tie ingtitutions and help create loose networks and
relations that in turn might reduce suspicion and be con-
ducive to community action. Thisis very much needed in
the current political culture of Cambodia.

The political parties might take the opportunity to en-
sure quotas of more women in top positions in the party
to ensure further influence by women. Increased use of
the commune council for channelling of resources would
help build local ownership, which in turn is crucial for
the development of the local democracy. Finally, there is
a need to support the development of weak tie institu-
tions to help enhance community involvement and action
in support of council work.
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Challenges of Fiscal
Decentralisation Reform in
Cambodia: Identifying Own
Revenue Sources for the
Commune/Sangkat

PORDEC research activities in 2003 and 2004
address the fiscal decentralisation reform.
Eng Netra, researcher, summarises some of
the findings so far.*

Progress and Challenges So Far
Commune/Sangkat councils are now taking on severd
new responsibilities. One of their most important tasks
has been to provide services both in administrative and
development activities. Typical service delivery by the
Commune Councils thus far has been small basic infra-
structure projects such as wells, water pumps, cement
ring bridges, and minor construction projects like class-
rooms, roads, water channels, and public toilets.

the commune does not collect any tax except for loca
contributions for development projects. The local contri-
bution to the projects funded over the CSF can be seen
asthefirst stagein alocal taxation system.

Other than the above discussion on revenue sources
of the commune/sangkat, two years after the election of
the Commune/Sangkat councils there have been few de-
cisions and little progress on the establishment of guide-
lines and regulations to alow the communes to collect
their own sources of revenue.

Several issues have slowed down this process, the
most important being lack of available data and informa-
tion to help identify potential local government own
source revenue, to identify candidates for reassignment
from the province to the communes, and candidates for
sharing between the province and the communes. For
example, the LAMC gives the communes permissive au-
thority to collect land taxes, taxes on immovable proper-
ties, rental taxes and user charges, but issuing of actua
mandates through sub-decrees remains. Discussion
within the MEF has identified some potential taxes the
communes can collect including taxes on unused land,
taxes on means of transportation, taxes for business li-
censes, saughtering taxes, a betterment levy, entertain-
ment taxes, and shared taxes on turnover and VAT.

On the revenue side, commune/
Sangkat councils currently have three
major sources of funds. First, Article
75 of the Law on Administration and
Management of the Commune
(LAMC) specifies the rights of the
Commune/Sangkat to receive grants
from the national revenue for its

Today, the only fees and
revenues received by the
commune for performing
agency functions are civil
registration fees. This
amount is minimal.

There are other potential sources of
fundsincluding fees for services.
Concerns have been voiced re-
garding the types of taxes because of
the potential conflicts of interest it
may cause among the different insti-
tutions. Taxes that are likely to face
resistance from the national level are

budget. Also, the national government is obliged to cre-
ate a Commune/Sangkat Fund (CSF), which can be used
to both receive deposits and function as a source of
transfers for the commune/sangkat. The CSF includes
both national transfers and donor funds for the Com-
mune/Sangkat level earmarked for development and ad-
ministration. A second source of funds is fees from civil
registration and other appropriate fees and payments
that are made for the commune’ s performance of agency
functions, delegated by ministries and other institutions.
Today, the only fees and revenues received by the com-
mune for performing agency functions are civil registra-
tion fees. This amount is minimal. Pending the issuance
of necessary regulations to back the LAMC, the com-
munes are entitled to a third category of funds, namely
that from own-sources of revenue, through the collec-
tion of taxes, non-taxes and service charges. Currently

* This article is based on a presentation by the author at the
CDRI seminar 'The Chalenges of the Decentralisation
Design', presented at Sunway Hotel January 29, 2004. The
article appears in full in Rusten et al. (2004). Information to
this article is drawn also from the ongoing efforts by the
Ministry of Economy and Finance, United Nations Capital
Development Fund and CDRI to identify the existing tax
structure, as well as potential tax candidates for sharing
between the province and the commune.

property and land taxes, which will affect the policy of
not taxing farmland and agricultural properties.

A second aspect that has slowed down the process of
identifying local government own source revenue is the
current practice of informal taxation. Hence, establish-
ment of formal taxes and levies may to some extent lead
to a degree of 'double’ taxation, which in turn may be
another burden on the poor. The challenge therefore isto
identify potential taxes and levies that in the current cli-
mate can be collected while avoiding 'double’ taxation.
A further expansion of taxation and service levying may
then await a greater general compliance with the rule of
law. Thisin turn depends on the establishment of greater
accountability at thelocal level. Thisis agreat challenge
which cannot easily be addressed, and which is certainly
beyond the fiscal decentralisation reform to handle.

A third challenge is how these own source revenues
will be handled. This is both a logistical issue (as the
communes lack safety deposit boxes, and there is an ab-
sence of a commune banking system) and a capacity is-
sue (as commune accountants are not available). Some
pilot experimentation on two options for increased fiscal
accountability isin progress. The UNCDF will assist the
MEF in 2004/2005 to pilot commune banking as one op-
tion, and district treasury offices (rather than the current
provincia treasury deposits) as another option.
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A fourth challenge has to do with the capacity and
willingness of the national government to address the lo-
cal government own source revenue issue, and options
for revenue sharing and reassignment between the prov-
ince and the commune. This process is to some extent
made difficult by the Open Window Service Delivery
project asit is now unclear whether the government will
allow for a reassignment and sharing of revenues be-
tween (i) the province and the district or (ii) between the
province and the commune.

In addition, a common challenge within such a proc-
ess is coordination between institutions at the national
level. The decision to go ahead with a proposed plan on
commune own-sources of revenue rests at the national
level, dependent upon the agreement of the National
Committee for Support to the Commune (NCSC) and
the relevant line ministries. The task of strengthening lo-
cal government finance will need to be led and regul ated
by a strong central government.

Current Tax Collection
A large number of taxes, licences, fees and charges are
currently levied at the commune level. The distinction
between taxes, fees/charges, and licences is unclear. A
number of levies are referred to as charges athough in
reality they are taxes, since no service is rendered di-
rectly or indirectly to those paying

sion of assignments between the different levels of gov-
ernments provides a challenge. This is because each
level of sub-national government is involved in tax col-
lection. It is clear neither to the tax collectors themselves
nor to the taxpayers which ingtitutions actually hold re-
sponsibility for the different types of tax collection.
This extensive involvement creates space for rent seek-
ing. Civil servants who get involved in the tax collection
seek to find benefit for themselves as a payment for their
“responsibilities’; often responsihilities that they have
maneuvred themselves into (often through payment) in
order to benefit.

The amount of tax collected varies from business to
business and between places. Bargaining or negotiation
is possible. The negotiations can be done collectively
(i.e. groups of rice millers, al sellers at a market) or in-
dividualy. There might be established regulations in a
system for assessment of taxes that are in place but not
in use. Interviews with other small businesses in al
provinces show that no fixed assessment system for
levying taxes on businesses is used. This issue might
also be aresult of the structure of the markets and busi-
nesses. Some well-structured markets have regular taxa-
tion* while other markets rarely or never pay, and when
they do, the enforcement of tax collection is hampered
by nepotism and lack of transparency.® Hence, the rate
and amount of tax levied varies be-

the levies. In addition, a wide variety Potential revenues for the tween the different tax authorities

of fees for forms and permits exist.

Commune/Sangkat

across time and space.

There are six different formal types councils are user-fees for

of tax currently collected for the

services provided by the

Potential Revenue Sources

province budget, the salakhet. These councils, and tax collection Potential revenues for the Com-
taxes are patent tax, tax on means of from simple tax bases and Mmune/Sangkat councils are user-

transportation, tax on unused land,
tax on animal dSaughtering, tax on
transfers and tax for public lighting.

small businesses.

fees for services provided by the
councils, and tax collection from
simple tax bases and small busi-

Revenues from these tax sources are 213 million Riel
for Takeo, 2299 million Riel for Siem Reap, and 7668
million Riel for Phnom Penh in fiscal year 2003.°

Management and Structure of Existing Tax
Collection

The Provincial and Municipal Tax Department is the
only responsible agent for tax collection with actual col-
lection being assisted by district tax offices at the dis-
trict. All the collected income is transferred into the pro-
vincia treasury. Other line departments collect some
fees and charges at the commune level. Depending on
the types of taxes some are to be shared among stake-
holders such as the centre, province, and commune.
Most of the tax collection is the responsibility of the Tax
Department.

In practice, tax collection organisation varies accord-
ing to the types of taxes and the places of collection.
Some taxes and areas delegate staff at the district level
to levy tax; some taxes and areas have mixed central and
provincial staff to collect tax. Also some fee and charge
collection is delegated to private companies (‘pheasi€
collection from markets and slaughterhouses). The divi-

nesses. Well-designed user-fees could potentialy im-
prove the benefit incidence of public services, par-
ticularly in health and education spending, but this
decision must be taken with great care to ensure that
the poorest groups do benefit and have better access
to quality services. The second potential source of
commune own-revenue is from tax collection. There
are a number of activities and businesses within the
communes and villages (in the provinces under this
study) that have high potential as revenue sources
(excluding big industries and companies). Tax collec-
tion from markets may be one of the biggest sources
of own-revenues for the Commune Councils. Com-
mune markets operate during the morning only, and
may have as many as 200 stands and dozens of other
houses around. The markets are commonly managed
and run by the provincial agents. Agents who are as-
signed as government fiscal agents collect market
fees (the Pheasi). Anybody wishing to become a state
agent must submit their bids to the government speci-
fying how much they are willing to pay for the privi-
lege of market tax collection. In principle, the highest
bidder will win the contract for a one-year period.




CAMBODIA DEVELOPMENT REVIEW

VOLUME 8, ISSUE 2, APRIL-JUNE 2004

In addition to tax collection from markets, there are
several other sources for tax collection from some of the
most commonly found taxable businesses at the com-
mune level” including rice millers, winemakers, brick
makers, icemakers, catering service providers, grocery
stores, firewood and forest products sellers, businesses
related to natural resources, and battery chargers. These
businesses in general pay patent taxes where the amount
of tax collected varies from 5,000 Riel to 35,000 Riel
per year. Rice millers, for example, usualy only pay
patent taxes in an amount ranging from 5,000 to 15,000
Riel per year.

Average numbers of businesses per commune can in-
clude ten rice millers, three battery chargers, several ser-
vice providers, couples of small scale industrial busi-
nesses, severa crafting businesses, and a few other
types of businesses in addition to markets (if any).

Prospects and Challenges in the process of
establishing commune taxation

The debate on taxation by the commune often pro-
duces arguments that the local level cannot sustain
taxes. It is often portrayed as a poverty issue. However,
studies conducted by CDRI on resin trade and fish prod-
ucts show that an "informal” tax and fee system is com-
mon. The different individuals in

process is further exacerbated by the fact that the Com-
mune/Sangkat lack institutional capacity and formal re-
cords to keep and account for collected revenues. Thisis
a great challenge at this stage of the decentralisation re-
form, as the commune does not have its own account-
ants, bank account, proper records for public control, or
astrong financial structure in place. These are important
transparency and accountability challenges in the proc-
ess of establishing commune taxation. Another aspect is
that the commune/sangkat needs to equip itself with an
administrative capacity that is experienced and compe-
tent in tax collection. Another equally important factor
is the political will of relevant ministries at the national
level. Despite the fact that there is legal authority and
some degree of political will to move forward with the
fiscal decentralisation reform, a consultative process to
reach consensus among the relevant stakeholders is
needed in order to establish mechanisms and strategies
for how this process should proceed.

Endnotes

1. The example of the market in Pouk commune is dis-
cussed in the following pages.

2. Interview with district governors and councillors in
the provinces visited during this research study.

these businesses have to pay fees

Despite the fact that there is

3. Interview with brick maker in
Siem Reap on June 17, 2003 (see

to the many different officials for legal authority and some degree Rusten et al. 2004).

all types of required permissions
for transporting their products to
the markets
McKenney 2003). The presenta-
tion above indicates that there is
no need in the near future to im-
pose new types of taxes and fees
since many activities at the com-
mune level are being taxed al-

of political will to move forward 4. Market survey in Battambang
with the fiscal decentralisation
(Prom and reform, a consultative process to tenetal. 2004).
reach consensus among the
relevant stakeholders is needed
in order to establish mechanisms "esearch study.
and strategies for how this
process should proceed.

province in May 2003 (see Rus-

5. Interviews with Province De-
partments of Treasury during this

6. Market survey in Kep munici-
paity (August 2003) and Kom-
pong Speu province (June 2003)

ready; what is needed is a sharing and reassignment of
these revenues.

There are several challenges that might potentially
arise in the process of identifying and establishing com-
mune/sangkat own sources of revenue. Among them,
the chief challenge will be what taxes and revenue bases
are sensible to be reassigned or shared among the salak-
het and the commune. Given extensive involvement of
many different levels of government in tax collection,
local resources are being tapped into and hence erode
revenue bases for commune/sangkat. The second chal-
lenge is pervasive corruption in the form of informal
collection and rent seeking practice as part of the tax
collection process. Moreover, double and triple taxation
is evident on some goods and services leading to exces
sive burden, which to some extent encourages the infor-
mal system of tax payment. The chalenge within this

(See Rusten et al. 2004).
7. Not al businesses and markets are being taxed athough
most of these businesses do currently pay taxes.
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Law Harmonisation in
Relation to Decentralisation

Robert Oberndorf, an independent legal
consultant, examines the legislative context
in which decentralisation reforms are occur-
ring in Cambodia*

The Royal Government of Cambodia (RGC) is under-
taking decentralisation reforms to devolve power to
semi-autonomous elected governments at the Commune
level, and to move towards enhanced roles for provinces
and municipalities as deconcentrated entities of the cen-
tre.! In March of 2001 the RGC embarked on a bold
experiment in decentralisation and deconcentration of
government, with the enactment of the Law on Admini-
stration and Management of the Commune (LAMC),
and the Commune Election Law, followed by elections
of Commune Councils in February of 2002. A range of
functions, spending authorities, and resources has been
devolved to local governments and the provincial gover-

the amount of time for actual enactment due to various
levels of reviews it must go through. For example, alaw
that is drafted at the level of the RGC must go through a
review process within a line Ministry, at the Council of
Ministers, the National Assembly and finally the Senate,
while a Prakas is ssimply reviewed within the Ministry
that is promulgating it.? Any decisions related to enact-
ment or amendment of legislation must take into ac-
count this ever-present element of time.

Another aspect that should be considered is scope of
the legal document. Laws have broad scope and apply to
all government entities and geographic locations within
the country, unless specifically limited within their text.
Prakas tend to be only binding within the Ministry in
which they are promulgated, and Deika only apply to
the geographical area of the province or commune that
enacts them.

Law: Laws, or Chhbab in Khmer, are the primary
source of law in Cambodia. Chhbab are the laws passed
by the National Assembly (lower house) and the Senate
(upper house). The Chhbab is at times confused with the
Kram, which is a form of Royal Decree used for the
promulgation of a Chhbab by the King or Head of State.

nors have been given responsibili
ties of support to and supervision
of Commune Councils. In support
of this effort, alarge body of rules
and regulations has been passed in

Understanding how these rules

The following is a general
outline of the hierarchy of law
within the Kingdom of
Cambodia: i) Constitution ii)
a relatively short period of time. Laws (Chhbab)iii) Royal Decree

(Reach-Kret) iv) Sub-Decree

Royal Decree: The Constitu-
tion states that “upon proposa by
the Council of Ministers, the King
(or Head of State) shal sign de-
crees (Kret) appointing, transfer-
ring or ending the mission of high
civil and military officids...”®

and regulations fit together with (Anu-Kret) v)Prakas vi) Circulars This provision has been utilized

each other and aready existing

(Sarachor) vii) Deika.

by the RGC to create high level
multi-ministerial bodies such as

legislation, plus how the ongoing
government efforts towards decentralisation fit within
the overall legidative structures in Cambodia, is criti-
cally important for the continuing success of the decen-
tralisation process.

Legislative Framework
To understand the rules and regulations that have been
enacted in support of the decentralisation reforms, not to
mention the rules and regulation that have yet to be
drafted, a basic understanding of the legislative frame-
work in Cambodia is needed. The laws and regulations
of Cambodia are hierarchical, and each of these derives
its validity and authority from a rule placed above it in
the hierarchical structure of laws. The following is a
general outline of the hierarchy of law within the King-
dom of Cambodia: i) Constitution ii) Laws (Chhbab)iii)
Royal Decree (Reach-Kret) iv) Sub-Decree (Anu-Kret)
v)Prakas vi) Circulars (Sarachor) vii) Deika.

Within this hierarchy of law are general observations
that can be made on time and scope. The higher the
level of the instrument that is being enacted, the greater

* This article is based a presentation by Oberndorf at the CDRI
seminar on "The Challenges of the Decentralisation Design” at
Sunway Hotel, January 29, 2004. A full working paper will be
available at CDRI in March. The opinions of this article do not
necessarily reflect the opinion of CDRI.

the NCSC and Supreme Council for State Reform.

Sub-Decree; Sub-Decrees, or Anu-Kret, are legisla-
tive documents that are generally used to implement and
clarify specific provisions within Laws, though they are
also utilized to outline the roles, duties and responsibili-
ties of government entities, such as a ministry, or for the
appointment of high-ranking government officials. Sub-
Decrees tend to be drafted within a ministry or amongst
several ministries that have subject matter competence
on the area to be legidated. Once drafted, the Sub-
Decree is submitted to the Council of Ministers for ex-
amination and adoption. Once adopted by the Council of
Ministers, the Sub-Decree is signed by the Prime Minis-
ter and counter signed by the minister or ministers in
charge of implementation and enforcement. Authoriza-
tion for the Sub-Decree, whether direct or indirect, must
come from a higher-level legal instrument, such as a
Law. Since Sub-Decrees are adopted at the Council of
Ministerslevel, their scope can be quite large.

Prakas: Prakas are ministeria or inter-ministerial
regulations that are used, like Sub-Decrees, to imple-
ment and clarify specific provisions within higher-level
legislative documents. They are aso often used for the
creation of guidelines that are necessary for the imple-
mentation of Laws or Sub-Decrees. Prakas are usually
drafted at the technical department level and then signed
into effect by the minister (or ministers) in charge of the
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ministry within which the regulation or guidelines ap-
ply. It should be noted that Prakas are largely used to
implement Law in Cambodia, and that lessons learned
can be quickly incorporated since the process for enact-
ing a Prakas are relatively simple and quick. The draw-
back to Prakas is that their scopeis limited to the subject
matter jurisdiction of the ministries that enact them,
such that other line ministries or government entities
will not always feel bound to follow them.

Circulars: Circulars, or Sarachor, are instruments
that are issued by the Prime Minister or a minister to
explain or clarify certain legal or regulatory measures,
or to provide instructions. Like Prakas, these are limited
in scope, but easily issued.

Deika: Deika are orders given by provincial gover-
nors or Commune Councils that have the force of law
within the geographical limit or their territorial author-
ity. Deika cannot conflict with other rules and regula
tions at the national level. Deika at the commune level
cannot conflict with provincial Deika.

Primary Legislation Enacted

The following is a list of the primary rules and regula-
tions that have been enacted in support of the decentrali-
sation reforms since 2001. The entire body of rules and
regulations, including al of the Prakas and guidelines, is
much larger than this.

Law on the Administration and Management of the
Commune (LAMC): This is the Law, which has acted
as the key policy document and blueprint for the pro-
gram of decentralisation. It lays out the key elements
related to the roles, duties and functions of the various
entities involved in decentralisation, and gives authori-
zation for the supporting legal documents that need to
be enacted, though no time frames were spelled out for
the enactment of these other documents. As is common
with Lawsin Cambodia, the LAMC is very broad and at
times rather vague in terms of its provisions, as details
are usualy worked out in the supporting Sub-Decrees
and Prakas that are authorized.

Law on the Elections of the Commune Councils:
This Law spells out al of the relevant rules and provi-
sions for the election of commune councils in the coun-
try. As opposed to other laws, this piece of legidlation is
very detailed and long. This is largely a function of the
fact that all the rules and regulations had to be in place
prior to the first Commune Council elections in Febru-
ary of 2002. It is indicative of the strong political com-
mitment to the decentralisation process that this docu-
ment was passed in the form that it was. It should also
be noted that this was clearly drafted with substantial
outside technical assistance.

Royal Decree on the Creation of the National Com-
mittee to Support the Commune (NCSC): This Royal
Decree outlines the roles and responsibilities of the
NCSC.

Sub-Decree on the Decentralisation of Powers,
Roles and Duties to Commune Councils: This Sub-

Decree fills in much of the detail that is lacking within
the LAMC and introduces concepts that are more fully
explained in other supporting documents, such as the
Prakas on the Commune Clerks.

Sub-Decree on the Establishment of the Commune
Fund: This Sub-Decree provides details for the establish-
ment and management of the Commune Fund, including
basic rules for Commune Fund deposits to the Provincia
Treasury, and rules outlining the roles and duties of the
Provincia Governor and Provincia Treasury.

Sub-Decree on the Commune Financial Manage-
ment System: This Sub-Decree provides details for
commune financial management, including rules on the
formulation, approval and implementation of the com-
mune budget, the accounting and payment system, fi-
nancial reporting, revenue and expenditure management,
management of durable assets, and auditing of accounts
and operations. An important piece of the puzzle, as
financia planning and management is one of the few
clearly defined roles of the Commune Councils. This
Sub-Decree also further defines the role of the Provin-
cial Treasury as accountant for the Commune Council.

Prakas on the Roles, Duties and Structures of the
Department of Local Administration (DOLA): An im-
portant, and often times misunderstood, element of this
Prakas is that it represents a delegation of many of the
communication, monitoring and evaluation duties from
both the NCSC and the Ministry of Interior (MOI) to
Department of Local Administration (DOLA).

Prakas on the Delegation of Powers to Provincial
Governors in Support of Commune Councils: This
Prakas represents a temporary fix until the Organic Law
on provincial and district government is drafted and en-
acted. This Prakas also acts as a further delegation of
communication, monitoring and evaluation roles from
the national level, specificaly the NCSC, MOI and
DOLA, down to the Provincial level. What is sometimes
misunderstood is that the delegation is not just to the
governor, but also to the provincia level of government,
since one individual aone could never handle the dele-
gated responsibilities.

Prakas on the Roles, Responsibilities and Organiza-
tional structure of the Provincial Rural Development
Committee of the Seila Program: Like the Governors
Prakas above, this Prakas represents a temporary fix
until the Organic Law is drafted and enacted.

Prakas on Roles, Duties and Rights of Commune
Clerks: This Prakas outlines the general functions of the
commune clerks that primarily act as secretaries to the
Commune Councils.

Inter-Ministerial Prakas on Commune Develop-
ment Planning: This Prakas outlines the general struc-
ture and procedure for the commune development plan-
ning process. This Prakas is important since, like finan-
cial management, it is one of the few clearly defined
roles of the Commune Councils that has been estab-
lished and understood.

10
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Comments on the Legislation Enacted to Date

Credit should be given to the RGC for managing to put
into place this legidative framework in such a brief pe-
riod of time, especially considering the fact that it has
enabled the implementation of decentralisation policy in
Cambodia. This large body of rules and regulations en-
acted in support of decentralisation is quite complex and
can be difficult to understand, especialy for those who
have no legal training. In addition to this, the drafting is
not always precise and is generally not up to the stan-
dards of more developed countries.* With this being
said, it is important to note that for those that are actu-
aly implementing the rules and regulations, there are
few reports of stumbling blocks that are a direct result of
problems in the legislation. This is most likely due to
the fact that legislation in Cambodia tends to be imple-
mented through Prakas/guidelines. To put it quite sim-
ply, the current body of rules and regulations can be
implemented. The problems that are reported over-
whelmingly relate to the critical rules and regulations

branch of government is quite weak, and there is no
clear mechanism established in Cambodia for adminis-
trative appeals where such questions of interpretation
can be handled.

Currently, the interpretation and implementation of
the rules and regulations in Cambodiais more a question
of political will than anything else. No matter how well
a set of rules and regulations are drafted, there is no
guarantee that they will be implemented as written.
Government bureaucrats are left to interpret and imple-
ment the law based on directives and support from the
superiors above or on their own.

Critical Rules and Regulations Currently Missing

In terms of identification of current legislative gaps, the
most obvious is the lack of the Organic Law for provin-
cial and district levels of government; drafting and en-
actment of this legidation is scheduled to take place in
2006, prior to the next Commune Council elections. In
addition to this, the primary pieces that need to be put

that are currently missing.

What should be guarded
against are calls for wholesale re-
drafting of the body of rules and
regulations that have been en-
acted due to issues surrounding
problems in the drafting. Such an
exercise would consume vau-
able resources that could be bet-
ter spent elsewhere, and there is
no guarantee that the system put

One of the problems with
interpretation of the rules and
regulations currently in existence
is that different legal experts
can come up with different
interpretations depending on
the conclusion they are trying to
reach. This is the role of lawyers
and advocates the world over.

into place in the near to medium
term include: Rules and regula-
tions on the determination of
types, rates and procedures for
the collection of the revenues
from the fiscal taxes, non-fiscal
taxes and service charges for
Commune Councils (this must be
done in the context of the har-
monization of fiscal management
throughout the government at all

in place to replace that which has aready been drafted
will be any better; in fact it could be worse.

Problems with Legal Interpretation
One of the problems with interpretation of the rules and
regulations currently in existence is that different legal
experts can come up with different interpretations de-
pending on the conclusion they are trying to reach. This
is the role of lawyers and advocates the world over. The
situation is even worse when non-legal experts start in-
terpreting the law. In the context of Cambodia, it is a
commonly accepted principle that the government entity
with the competence over a specific subject matter is
generally the party responsible for interpreting the
meaning of the rules and regulations within that subject
matter. For example, the Ministry of Land Management
Urban Planning and Construction (MLMUPC) would
state that the only entity that can interpret the meaning
of the Land Law is the MLMUPC. Likewise, MOI
would argue that rules and regulations related to the
Commune Councils should be interpreted by MOI. This
can get complicated since the Ministry of Economy and
Finance will argue that interpretation of provisions re-
lated to commune finance is their responsihility, etc.
Ultimately, if there is a conflict over the interpreta-
tion of the rules and regulations, it should be the role of
the judiciary and the courts to be the final arbiter over
the meaning and intent. Unfortunately the judicial

levels); Rules on administrative fees for delegated
agency functions to the Commune Councils; Procedures
for selection, taking office and changing of the village
chiefs, appointment of assistants to village chiefs, and
the working procedure and duties of the village chiefs;
Guidelines on Commune Councils hiring staff as
needed; Drafting of commune Deika (local regulations);
Guidelines on creation of committees to assist in carry-
ing out the Commune Council’s duties; and Guidelines
on the roles and responsibilities of multiple communes
working together.

Conclusions and Key Issues Moving Forward
Though it can be criticized for not being perfect, the leg-
idative framework that has been put into place is func-
tional and is being implemented by the various parties
involved. This is no small achievement in a country like
Cambodia where legidation can at times take years to
enact or is never properly implemented. With that being
said, there are several key issues that need attention as
legidation related to decentralisation is further devel oped.
One of these is the issue of granting or delegating
agency functions to the Commune Councils. Any legis-
lation that is enacted that gives additiona roles and du-
ties to the Commune level of government must be care-
fully aligned with already existing rules and regulations.
In addition, budgets must be made available for the
Commune Councils to carry out the mandated activity.

(Continued on page 13)
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ECONOMY WATCH — EXTERNAL ENVIRONMENT

World Economic Growth

The world economy remained in stagnation during the
early months of 2003, mainly due to fears about the
coming war in Irag, weakened investor confidence and
the threat of rising oil prices. With the end of the war,
signs of recovery began to emerge, as leading econo-
mies around the world appeared to be bouncing back.

Global economic growth picked up significantly by
the latter half of 2003, ending the year with a much ros-
ier outlook. The IMF estimates world GDP in 2003 at
3.2 percent and forecasts growth for 2004 at 4.1 percent.
The rebound seems to be led by the U.S. economy as
well as that of Japan, with India and China helping out
by retaining their ‘normally’ high growth rates.

The U.S. which accounts for 20 percent of the world
economy experienced a whopping 8.2 percent growth in
the third quarter of 2003 — the fastest in 20 years. Al-
though fourth quarter growth dropped to 4.1 percent, it
still remained substantially above historical trends, yield-
ing an overall growth rate of 2.6 percent for the year asa
whole. The IMF estimates a growth rate of 4 percent for the
USin 2004 — painting an optimigtic picture for the year.

The main factors behind the more positive perform-
ance in 2003 include a surge in investment in eguipment
and software and an expectation of falling oil prices.
The deceleration of GDP in the last quarter, 2003 re-
flects a deceleration in per-capita expenditures and in
residential fixed investments, as well as acceleration in
imports.

The Euro area performance for 2003 as a whole
remained depressed. For EU15, growth fell from 1.0
percent to 0.7 percent while for the Euro zone together,
it fell from 0.9 percent to 0.4 percent. Last quarter per-
formance for 2003 remained roughly the same as in the
preceding quarter.

Recent EU Growth Rates

Q4-03 Q3-03 ‘03 ‘02
Euro Zone 0.3 0.4 0.4 0.9
EU 15 0.4 0.4 0.7 1.0

Source: Eurostat, 4 March, 2003

These trends underline a relatively faster expansion in
investment and imports compared to private consump-
tion and exports. Generally, industrial performance im-
proved but the trade, transport and communications sec-
torsfell back.

Japan’s economy grew by 1.6 percent in rea termsin
fourth quarter 2003 over the preceding quarter, implying an
annuaised growth rate of 6.4 percent. Even this was below
the expected growth of 7.0 percent. It may be pointed out
that this was significantly stronger than that registered by
the US economy over the same period.

The Japanese balance of payments data underscore
the strength in export growth that was instrumental in
fuelling recovery. Capital spending went up by 6.3 per-
cent. A rapidly rising trade surplus exerted pressure on

the yen leading to strong market interventions to prevent
a sharp rise in the currency, especialy against the US
dollar. However, the yen depreciated against the Euro
by almost 11 percent since 2002, helping to boost ex-
ports to Europe. Apart from buoyant exports, domestic
demand also picked up as consumer confidence re-
turned.

China’s economy rose by 9.9 percent in the fourth
quarter of 2003, leading to an expansion of 9.1 percent
in 2003, as a whole — the fastest rate since 1997. The
growth in 2003 was fuelled by a substantial rise in in-
vestment and a surge in external demand, according to a
report released by Channel News Asia. Exports of elec-
tronic products (which accounts for a third of capital
exports) increased by a massive 50 percent over the
year. Industrial output expanded from 13 percent in
2002 to 17 percent in 2003.

In the ASEAN countries, there were further signs of
recovery. The growth rate in 2003 was only 1.1 percent,
well below the 1.5 percent realised in 2002. Economic
activity picked up during the latter half of 2003 so that
last quarter growth was 3.7 percent, compared to the
same period in 2002 — riding on increased demand for
electronics and pharmaceuticals (according to Channel
News Asia).

The Ministry of Trade and Industry (MTI) has re-
vised upwards its forecast for Singapore 's economic
growth in 2004, after a surprisingly strong 11 per cent
annualised expansion in the last quarter of 2003. In the
wake of the 2003 economic results MTI said that it was
now forecasting economic growth of 3.5 to 5.5 per cent,
up from 3 to 5 per cent, in 2004.

Growth in the fourth quarter had topped the Govern-
ment's advance estimate of a 7.9 per cent seasonally
adjusted annual rate. Likewise, the year-on-year figures
also outperformed the Government's advance estimate
of 3.7 per cent, turning in a growth of 4.9 per cent. The
gross domestic product (GDP) growth in the last quarter
had slowed, however, from the third quarter's 16.1 per
cent, the highest quarterly growth since 1997, as Singa-
pore rebounded from the Sars outbreak. Together, the
two healthy quarters pushed up growth for the whole of
2003 to 1.1 per cent, which exceeded MTI's January
estimate of 0.8 per cent. Last year's GDP growth was
very much boosted by external demand, which rose 9.5
per cent, as more electronics and chemical products
were exported.

Thailand’s GDP grew by 7.8 percent in fourth quar-
ter 2003 compared to the same period in 2002 — the fast-
est increase in seven years. In 2004, the Thai economy
is projected to grow by 7.7-8.1 percent, compared to the
previous forecast of 7.5 percent (according to the Gov-
ernment Fiscal policy Office). The 2004 GDP growth
would benefit from Thailand’s major trading partners’
improved economies and the supplementary budget of
135.5 billion baht. However, the growth will be crowded
out by the negative impact of Avian influenza together
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with the Baht appreciation. Internal and external stabil-
ity is expected to be well maintained. The current ac-
count balance is projected to continue to be in a surplus
of 1.7 percent of GDP, dightly lower than that of last
year, due to an increase in imports following an expan-
sion in domestic demand. The inflation rate is expected
to remain low at 2.4 percent.

According to the 2004 Economic Outlook for East
Asiareleased by the Ingtitute of Developing Economies
(IDE) of the Japan External Trade Organisation (Jetro),
the Philippines GDP will grow at 4.7 percent in 2004,
0.3 percentage point higher than last year's GDP growth.
IDE-Jetro's forecast is lower than the Philippine govern-
ment's 4.9 percent minimum to 5.8 maximum GDP
growth forecast.

Indonesiais forecast to have the slowest GDP growth
at 4.5 percent among the Asean countries. IDE said the
East Asian economy, excluding Japan, will grow at a
steady rate of 6.7 percent this year, up by 0.8 points
from last year.

The Asean countries Indonesia, Thailand, Malaysia,
Philippines and Vietnam together will grow 5.6 percent,
up 0.6 pointsin 2004.

World Inflation and Exchange Rates

Consumer prices in the US rose at a slower pace at 1.9
percent in fourth quarter 2003, compared to 2,2 percent
in the preceding quarter, amidst a strong economic re-
covery. For 2003 as a whole, US consumer prices rose
by 2.3 percent, 0.7 percent higher than in the previous
year. In the Euro area, consumer prices remained stable
at 2.0 percent in 2003 compared to 2.1 percent in 2002.
Higher energy prices were off set by a stronger Euro.

In Japan deflationary pressures eased off by the
fourth quarter 2004 with no change in the price index
although for the year as a whole, consumer prices de-
clined by 0.3 percent — a smaller decline compared to
2002 when it fell by almost 1 percent.

The value of the US dollar eroded rapidly, reaching
the lowest point over 18 succeeding quarters, to 0.84
Euro/US dollar in fourth quarter 2003. It also continued
to weaken against the Japanese currency for the third
consecutive quarter reaching 109 Yen per US dollar.

By Tong Kimsun

(Continued from page 11)

Law Harmonisation...

Finally, due to the current capacity of the Commune
Councils, the RGC must be careful to not place too
many responsihilities on this level of government which
is adready having some difficulties in digesting what
administrative burdensit already has.

Another issue will be ensuring that the Organic Law
on provincial and district governance will mesh well
with the current legislation supporting decentralisation.
Enactment of this law could require amendments to the
LAMC and supporting legislation, so it will be critical
that any necessary amendments are identified early on
so that the lengthy process for passage or amendment of
a Law can be taken into account. In a more general
sense, careful attention must be paid to any amendments
that are called for to the existing legislation.

There is a serious question as to the mandate of the
NCSC, which is to end prior to the next mandate of the
Commune Councils according to the language in the
LAMC. Will the mandate of the NCSC be extended, and if
not, what entity will pick up its respongbilities? What
changes or amendments in the exiting body of rules and
regulations will be required under either of these scenarios?

Finally, there needs to be a comprehensive system-
atic review of the financial/budgetary system if Com-
mune Councils are to start generating actual tax revenue

instead of just fees, asis envisioned inthe LAMC. There
needs to be a clear system in terms of what revenue is
gathered by the national treasury, the province and the
commune in order to avoid issues of over taxation or
double taxation of the citizenry.

Endnotes

! The English term “commune’ is used to cover the
Khmer terms “khum” and “sangkat,” the English term
“district” is used to cover the Khmer terms “srok” and
“khan,” and the term “provincial” is be used to cover
both provincia and municipal government entities.
After promulgation, laws may aso be reviewed for con-
dtitutionality by the Conditutiona Council, but only
upon request of the King, President of the Senate or
Nationd Assembly, the Prime Minister, ¥ of members
of the Senate, 1/10 of the members of the Nationa As-
sembly or the Courts. The Congtitutional Council has
no authority to review laws on non-congtitutional issues,
nor does it have authority to review other legal instru-
ments such as Sub-Decrees or Prakas.

Condtitution, Article 21

The rules and regulations that have been passed are con-
sistent with the quality of drafting usualy found within
Cambodia

2
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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 2002
Q2 Q3 Q4 Q1 Q2 Q3 Q4
Selected ASEAN countries
Cambodia 7.3 6.7 - - - - - - - 4.2
Indonesia 4.4 3.8 35 3.9 3.8 3.4 3.8 3.9 4.3 3.8
Malaysia 8.7 0.5 3.8 5.6 5.4 4.0 4.4 35 6.4 5.6
Singapore 9.5 -2.3 39 3.7 3.0 1.6 -4.2 1.7 3.7 2.6
Thailand 4.4 1.9 5.1 5.8 5.6 6.7 5.8 6.5 7.8 6.1
Vietnam 6.0 - - - - 6.9 - - 6.7
Selected other Asian countries
China 8.0 75 8.0 8.1 8.1 9.9 6.7 9.1 9.9 8.1
Hong Kong 10.6 0.3 0.5 3.3 5.0 4.5 -0.5 4.0 - 5.0
South Korea 9.1 3.0 6.3 5.8 6.8 3.7 1.9 2.3 - 6.1
Taiwan 6.0 2.1 3.0 4.8 4.2 3.2 -0.4 4.2 54 4.2
Selected industrial countries
Euro-11 35 14 0.7 0.8 1.3 0.8 0.2 0.3 0.6 0.7
Japan 1.6 -1.3 -0.7 13 2.8 2.6 3.0 1.8 3.6 0.5
United States 5.0 1.2 2.1 3.2 2.9 2.1 2.5 8.2% 4.3 2.4

Source: 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 2002
Q2 Q3 Q4 Q1 Q2 Q3 Q4
Selected ASEAN countries
Cambodia -0.3 -0.4 33 35 3.0 1.8 1.6 0.7 0.5 33
Indonesia 3.7 11.3 12.6 10.2 10.3 7.7 6.5 5.6 3.7 11.9
Malaysia 15 1.4 1.9 2.1 1.9 1.3 0.9 1.0 1.1 1.9
Singapore 1.4 1.0 -0.4 -0.4 0.1 0.7 0.1 3.2 0.5 -0.4
Thailand 1.6 1.8 0.2 0.3 1.4 2.0 1.7 1.8 15 0.6
Vietnam -1.7 0.0 2.7 2.9 3.7 2.2 2.3 3.5 2.2 2.8
Selected other Asian countries
China 0.3 1.0 -0.7 -0.8 -0.6 0.5 0.6 0.8 - -0.7
Hong Kong -3.7 -1.5 -3.1 -3.5 -2.9 -2.0 -25 -3.7 -2.5 -3.1
South Korea 23 4.3 2.7 25 3.2 4.1 33 3.1 35 2.7
Taiwan 1.4 0.5 -0.1 -0.3 -0.5 0.3 -0.1 - - -0.3
Selected industrial countries
Euro-11 2.3 2.6 2.0 2.0 2.3 2.4 2.0 2.0 1.9 2.2
Japan -0.6 -0.5 -0.9 -0.8 -0.5 -0.3 -0.2 -0.3 0 -0.9
United States 3.4 2.9 13 1.6 2.2 2.9 2.1 2.2 1.9 1.6
Source: 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 2002
Q2 Q3 Q4 Q1 Q2 Q3 Q4
Selected ASEAN countries
Cambodia (riel) 3,871 3,935 3,916 3,935 3,948 3,948 4,008 4,015 3,999 3,927
Indonesia (rupiah) 8,421 10,236 9,077 8,940 9,027 8,884 8,428 8482 8,484 9,280
Malaysia (ringgit) 3.80 3.80 3.80 3.8 3.8 3.8 3.8 3.8 3.8 3.80
Singapore (S$) 1.72 1.79 1.81 1.76 1.77 1.74 1.75 1.75 171 1.79
Thailand (baht) 40.1 44.4 42.78 42.09 43.4 42.7 42.2 415 39.8 43.0
Vietnam (dong) 14,083 14,827 15,231 15,314 15,297 15,427 15,470 15,.693 16,151 15,246
Selected other Asian countries
China (yuan) 8.28 8.28 8.28 8.28 8.28 8.27 8.28 8.28 8.28 8.28
Hong Kong (HK$) 7.80 7.80 7.80 7.80 7.80 7.80 7.80 7.79 7.75 7.80
South Korea (won) 1,131 1,291 1,273 1,197 1,214 1,199 1,206 1,184 1,183 1,251
Taiwan (NT$) 31.8 34.1 33.8 33.8 34.8 34.7 35.0 34.2 34.0 34.4
Selected industrial countries
Euro-11 (euro) 1.08 1.12 1.09 1.02 1.00 0.93 0.88 0.88 0.84 1.07
Japan (yen) 108 122 127.6 119.6 123.0 118 119.1 117.7 109.1 126
Source: The International Monetary Fund and The Economist and National Bank of Cambodia
Table 4. Selected Commodity Prices on the World Market, 2000-2003 (period averages)
2000 2001 2002 2003 2002
Q2 Q3 Q4 Q1 Q2 Q3 Q4
Hardwood (logs) - Malaysia ($/m3) 190.1 160.1 153.0 178.7 181.2 186.3 182.1 183.0 197 162.5
Hardwood (sawn) -Malaysia ($/m3) 599.2 488.3 493.0 536 565.4 550.4 552.4 552.0 545.5 518.5
Rubber - Malaysia ($/ton) 720.8 602.0 754.0 863 834.1 9455 975.8 1017.4 1261.4 768.4
Rice - Bangkok ($/ton) 203.7 172.6 196.6 192.6 189.6 198.3 197.5 199.6 196 193.1
Soybeans - USA ($/ton) 211.3 195.6 189.8 219.3 239.0 2433 245.7 244.3 219.7 202.3
Crude oil - Dubai ($/barrel) 26.1 22.8 24.3 25.4 26.2 29.3 245 26.5 27 24.0
Gold - London ($/troy ounce) 279.0 279.0 280.9 313.7 317.8 352.1 346.7 363.3 384.4 298.3

Source: The International Monetary Fund and The Economist
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Main Economic Activities

In the last quarter of 2003, the Cambodian economy
experienced a mixed trend in main economic activities,
compared to the third quarter. The rise in the tourism
and construction sectors was offset by a slowdown in
private investments and external trade.

Cambodia’s tourism sector flourished in the fourth
quarter 2003. The total number of international visitors
by ‘al means of transport’ rose by 45.6 percent to
230,600 persons, compared to the third quarter. Arrivals
by air grew by 56.4 percent to 153,000 persons, mainly
due to a substantial increase at Siem Reap airport, where
arrivals rose to 73,000 persons from 31,000 in the third
quarter. Although in past years the number of visitors
has increased between the third and fourth quarter, both
a Phnom Penh airport and Siem Reap airport, this
year's sharp increase at Siem Reap airport can be partly
attributed to new direct flights, e.g. from Vietnam. Dur-
ing the fourth quarter 2003, the number of visitors from
Vietnam reached 36,484 persons, jumping from 14,148
personsin the preceding quarter.

In addition to the higher number of foreign visitors,
domestic tourists increased their contribution to the
tourism sector. In the fourth quarter 2003, 37,780 Cam-
bodians visited Siem Reap, 50.4 percent more than the
third quarter. Also, compared to the same quarter 2002,
the number of domestic visitors to Siem Reap rose by
18.7 percent. The growing contribution of domestic
tourism is likely related to improvements in infrastruc-
ture. During the period 1992-2001, multi-lateral and bi-
lateral donors as well as NGOs disbursed loans and
grants of US$ 1,049 millions to the sector “Rural devel-
opment” and “Transport”. According to the Council for
the Development of Cambodia, the Royal Government
of Cambodia planned to invest US$ 168.7 million into
roads for the period 2002-2004. This could stimulate
more domestic tourism in the years to come.

The second mgor contributor to the Cambodian
economy in the fourth quarter 2003 was the construction
sector. The Department of Cadastre and Geography of
the Municipality of Phnom Penh approved construction
projects worth US$ 54.7 millions in the fourth quarter,
24 percent more than the preceding quarter. Approved
congtruction for commercia buildings in Phnom Penh
more than doubled to US$ 35.6 million. In terms of con-
struction area, projects approved during the last quarter
2003 reached 290,206 m?, compared with 259,058 m? in
the third quarter. Of this, construction for commercial
building accounted for 61.4 percent, covering an area of
178,197 m? compared with just 73,536 m? in the pre-
ceding quarter and with 30,954 m? in the fourth quarter
2002.

An increase in bank loans for construction also indi-
cates greater activity in the sector. In the fourth quarter
2003, commercial banks provided credit worth US$
20.8 million for construction activities in Phnom Penh,
3.7 percent more than in the preceding quarter. Com-
pared to the same period in 2002, however, credit for
construction rose by 36.6 percent.

Growth in the tourism and construction sectors, how-
ever, was counterbalanced by contraction in private in-
vestments and external trade. Private investment pro-
jects approved by the Council for the Development of
Cambodia (CDC) in the fourth quarter 2003 were worth
US$ 62.1 million, 34.7 percent less than in the third
quarter. Of this, approved investments in the garment
sector dropped markedly to US$ 14.5 million, from US$
43.3 million in the third quarter 2003. According to past
trends, however, the number of project approvals by the
CDC generdly decreases between the third and fourth
quarter each year.

As forecasted, Cambodia’s externa trade experi-
enced a deficit of US$ 48.7 million in the last quarter of
2003, in contrast to the third quarter surplus of US$ 56.1
million. This reflects the dual effect of falling exports
and rising imports. Total exports fell by 3.4 percent to
US$ 475.7 million in the fourth quarter, from US$ 492.3
million in the third quarter. Garment exports, which
make up 95 percent of Cambodia’'s tota exports,
dropped by 5.6 percent, but were still 16.4 percent
higher than during the same period a year ago. Data on
garment exports over a number of years indicate that
exports are lowest during the first quarter of the year
and peak during the third quarter. Following this trend,
Cambodia can expect to see adrop in garment exportsin
the first quarter 2004.

The value of total imports surged by 14 percent to
USS$ 497 million in the fourth quarter 2003, from US$
436.2 million in the third quarter. Cigarette imports
played an important role in the increase, rising by 44.4
percent to US$ 21.2 million. In addition, the value of
motorcycle imports doubled to US$ 8 million, kerosene
imports likewise doubled to US$ 8 million, and gasoline
imports climbed by 60.7 percent to US$ 9 million. Ac-
cording to the Ministry of Commerce, Cambodiad s total
imports rose by 13.3 percent in the fourth quarter 2003
compared to the same quarter 2002.

Public Finance

Fiscal disciplinein Cambodia appeared to improvein
the fourth quarter 2003. Compared to the third quarter,
budget expenditures dropped by 12 percent to 582 hil-
lion riels in the fourth quarter 2003, while budget reve-
nue surged by 26.3 percent to 506 billion riels. Conse-
quently, the overall deficit narrowed to 76.5 billion riels
in the fourth quarter, from 261 billion riels in the pre-
ceding quarter.

The decline of public expendituresin the fourth quar-
ter was closely linked to a sharp fall in capital expendi-
tures (by 27 percent) to 205 hillion riels, from 279.6
billion riels in the third quarter. Compared to the same
quarter one year earlier, public investments shrank con-
siderably by 40 percent. For 2003 as whole, the imple-
mentation of capital expenditure reached 96.5 percent of
the target set by the budget law. This was achieved de-
spite a shortage of domestic financing (just 87 percent
of commitment) because external assistance exceeded
the targeted amount (104 percent).
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Improvement in budget revenue collection reflects a
significant increase in current revenues (by 26 percent)
to 506 hillion riels in the fourth quarter, from 399 billion
riels in the third quarter. Tax revenue, which accounts
for the largest share (70 percent) of current revenue,
rose by 29 percent to 349 hillion riels, of which customs
duties contributed 117 billion riels. Also, non-tax reve-
nue increased between the third and fourth quarter by
24.6 percent to 157 hillion riels.

Inflation and Foreign Exchange Rates

Consumer prices in Phnom Penh were little changed in
the fourth quarter 2003, just a dlight increase of 0.05
percent over the third quarter. This reflects counterbal-
ancing trends in the prices of different consumption
goods and services. Between the third and fourth quarter
2003, the cost of transportation and communication rose
by 1.2 percent, mainly due to a 1.4 percent rise in the
gasoline price to 2,400 rielg/litre and 1 percent rise in
the diesel price to 1,700 riellitre. This price increase,
however, was partly offset by faling prices of other
goods. The price of clothing and footwear declined by
0.5 percent between the third and fourth quarter 2003.
Also, prices decreased dlightly for categories including
food and beverages, “housing an utilities’, “house furni-
ture and household operation” aswell as“medical care’.
Based on a 12-month period comparison, the inflation
rate continued to decline for the fifth consecutive quar-
ter, to 0.5 percent in the fourth quarter 2003, down from
0.8 percent in the third quarter. The slower increase in
prices resulted from falling medical care prices (by 2.5
percent), which decelerated the rising cost of transporta-
tion and communication (by 5.1 percent).

In the fourth quarter 2003, the Cambodian riel gained
some value against the US dollar, trading at 3,999 riels/
dollar, compared with 4,015 riels/dollar in the preceding
quarter. This can mainly be attributed to the generd
weakness of the US dollar in the world market and sig-
nificant improvement in Cambodia’s fiscal discipline in
the fourth quarter.

Againgt the Thai baht, however, the Cambodian riel
fell by 3.7 percent to 100.5 rielg/baht in the fourth quar-
ter, from 96.9 riels/baht in the preceding quarter. Thisis
mainly due to the remarkable appreciation of the baht
against the US dollar (by 4.9 percent). Against the Viet-
namese dong, the riel remained little changed at 24.8
riels/100 dongs in the fourth quarter 2003, compared
with 24.9 riel§/100 dongs in the third quarter.

Monetary Development

By the end of last quarter 2003, money supply for the
Cambodian economy reached 3,319 billion riels, 10.4
percent more than at the end of the third quarter. The
riel and US dollar accounted for 28 percent and 72 per-
cent of money supply, respectively. Compared to the
end of 2002, total liquidity grew markedly by 14.9 per-
cent by the end of 2003. This was mainly driven by a
tremendous expansion of domestic credit (by 29.4 per-
cent). By the end of 2003, outstanding credit to the pri-

vate sector reached 1,347 bhillion riels (or US$ 338.4
million), 27.2 percent more than one year earlier. At the
same time, banks provided loans to government worth
91 hillion riels (or US$ 23 million), 122 percent more
than one year earlier. However, government deposits
with the monetary authorities rose significantly, by 7.4
percent to 128 hillion riels (or US$ 32 million) by the
end of 2003, up from 119 hillion riels (or US$ 30 mil-
lion) in 2002. This helped curb monetary expansion and
served to offset the price pressure generated by in-
creased lending by private banks.

Poverty Situation - Earnings of Vulnerable Workers
CDRI survey of vulnerable workers in February 2004
found that eight out of ten worker groups experienced an
increase in their nominal income compared to the same
month last year. Only two groups (garment workers and
motorcycle-taxi drivers) experienced a decline in nomi-
nal income.

Due in some measure to increased activity during the
Chinese New Year, cyclo drivers’ income increased by
3.3 percent to 9,500 Riels/day in February 2004 com-
pared to one year ago, and porters saw their income in-
crease by 14 percent. Meanwhile, income of scavengers
rose by 24 percent, reaching its highest level in the last
two years, and income of unskilled workers increased by
17 percent. The daily income of waitresses increased by
an average of 6.5 percent in the 12-month period ending
in February 2004, but only 45 percent of waitresses re-
ported an increase, while the others indicated that their
income had remained the same or declined.

Skilled construction workers in Phnom Penh, the
group with the highest income in comparison with other
groups, earned 10 percent more than one year ago,
though 18 percent less than in November 2003. More-
over, they earned 48 percent more than skilled construc-
tion workers in Kompong Cham province. On average,
congtruction workers in Kompong Cham were paid
8,000 Riels per day, whereas construction workers in
Phnom Penh earn an average of 13,800 Riels per day. In
addition to information on income, it is noteworthy that
80 percent of construction workers in Phnom Penh mi-
grated from provinces, with 42 percent of them having
agricultural land of lessthan 1 ha, and 13 percent having
no agricultural land. Most (70 percent) of construction
workers in Phnom Penh indicate that they have wit-
nessed more construction activities in Phnom Penh over
the past year.

The income of rice-field workers rose by 7 percent in
the 12-month period ending in February 2004. Although
their income level is relatively low, it represents the ma-
jor source of income for most (92 percent) of this group,
according to interviews. However, most young rice-field
workers would like to find work in the garment sector.

In contrast to the groups above, motorcycle-taxi driv-
ers saw their income decline (by 2 percent) in February
2004, compared to the same period last year. Most mo-
tor taxi drivers (77 percent) attribute this decline to in-

(Continued on page 19)
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Table 1. Private Investment Projects Approved, 1996-2003

1996 1997 1998 1999 2000 2001 2002 2003
Q3 Q4 Q1 Q2 Q3 Q4
Number of investment projects
Total 300 136 140 96 96 188 11 8 20 14 17 15
Garment 144 48 84 44 52 76 5 2 6 7 12 6
Registered capital (millions of dollars)
Total 391.2 278 416.4 246.8 102.4 129.2 12.1 20.3 41.6 10.4 4.0 15.4
Garment 156.8 34.4 91.6 55.6 25.6 60 5 1 5 4.1 1.0 5.8
Fixed assets (millions of dollars)
Total 746.8 761.6 849.2 474 266.4 217.2 127.6 60.9 108.5 48.3 95.1 62.1
Garment 158.4 38.8 120.8 79.6 76.8 100 5.5 1.7 6.5 10.5 43.3 145
Source: Cambodian Investment Board (1995-2003) * Including existing investment expansion projects
Table 2. Construction Projects Approved in Phnom Penh (1996-2003)
1996 1997 1998 1999 2000 2001 2002 2003
Q3 Q4 Q1 Q2 Q3 Q4
Mansion 205 179 143 136 111 108 36 40 29 39 25 48
Apartment 537 528 678 864 520 499 154 123 125 104 148 116
Other 116 117 132 74 64 57 22 14 21 23 17 22
Total 858 824 953 1074 695 664 212 177 175 166 190 186
Source: Department of Cadastre and Geography of the Mulnicipality of Phnom Penh
Table 3. Exports and Imports, 1996-2003
1996 1997 1998 1999 2000 2001 2002 2003
Q3 Q4 Q1 Q2 Q3 Q4
Millions of dollars
Total exports 387.1 493.4 7844  941.1 1055.5 1267.0 4517 4129 3315 408.5 492.3 475.7
Of which: - Garment 78.8 227.2 378 554 962.1 1201.0 4317 3854 314.7 389.9 475.2 4485
. ToUS 0.4 107.2 74.1 486 714.1 840.9 2952  269.2 230.6 267.8 303.2 298.2
. To Rest of the world 78.4 120 82 68 248.0 360.1 1365 116.2 84.1 1221 172.0 150.3
- Agriculture - - - - 90.5 66.0 20.1 27.4 16.8 18.7 17.0 27.2
. Rubber - - - - 29.6 25.9 9.2 9.1 6.3 6.7 10.0 12.1
. Wood - - - - 325 223 4.1 3.3 2.8 2.8 21 2.4
. Fisheries - - - - 5.4 6.0 1.0 05 0.8 0.7 06 0.7
. Other - - - - 26.0 11.8 5.8 14.5 6.9 8.5 4.3 12.0
Total Imports 1114.4 10945 1112.2 12374 14177 1501.4 484.4 4387 393.8 507.3 436.2 497
Of which: - Gasoline - - - - - - 5.9 7.6 10.4 8.0 5.6 9.0
- Diesel - - - - - - 31.3 23.3 25.0 33.4 251 24.4
. - Construction - - - - - - 3.7 2.9 28 34 24 35
material
- Others - - - - - - 4435  404.9 355.6 462.5 403.1 460
Trade Balance -727.3  -601.2 -327.8  -296.3 -362.2 -234.0 -32.7 -25.8 -62.3 -98.8 56.1 -21.3
Percentage change over previous year
Total Exports Garment 198 188 66 47 74 24.8 275 332 26.3 347 10.1 16.4
Total Exports 2.1 275 58.9 12.4 19.7 20 28.0 35.3 20.7 30.0 9.0 15.2
Total Imports 1.2 -1.8 1.6 11.3 14.5 5.9 59 27 22 7.8 -10.0 19.6
Source: Ministry of Commerce, Department of Trade Preferences Systems and Customs and Excise Department including tax exemption
Table 4. Visitor Arrivals in Cambodia, 1996-2003
1996 1997 1998 1999 2000 2001 2002 2003
Q3 Q4 Q1 Q2 Q3 Q4
Thousands of passengers
Tourist visas 194.4 163.0 141.9 199.6 209.6 335.4 46.9 58.7 183.7 83.8 132.0 209.1
by Air 194.4 163.0 141.9 199.6 209.6 335.4 46.9 58.7 124.6 44.4 76.2 131.3
land and boat - - - - - - - - 59.1 39.4 55.8 7.7
Business visas 58.4 48.6 37.6 55.4 46.9 62.4 15.6 16.1 20.4 14.7 20.3 155
by Air 58.4 48.6 37.6 55.4 46.9 62.4 15.6 16.1 17.2 11.2 16.3 15.5
land and boat - - - - - - - - 3.2 35 4.0 -
Official visas 7.6 7.2 6.8 7.9 95.2 10.6 52.0 92.9 47 4.6 5.9 6.1
by Air 7.6 7.2 6.8 7.9 95.2 10.6 52.0 92.9 4.0 4.0 5.1 6.1
land and boat - - - - - - - - 0.7 0.6 0.8 -
Total by Air 186.3 262.9 351.7 408.4 1145 167.7 145.8 59.6 97.6 152.9
Total Land and boat - - 100..2 104.8 114.7 196.5 59.3 69.6 63 435 60.6 77.7
Grand total 260.4 218.8 286.5 367.7 466.4 604.9 173.8 237.3 208.8 103.1 158.2 230.6
Percentage change over previous year
Grand total 185 -15.9 30.9 28.3 26.8 29.7 24.7 41.3 0.9 -37.4 -8.9 -14.2
Sources: Ministry of Tourism
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ECONOMY WATCH—INDICATORS

Table 5. Consumer Price Index (CPI), Exchange Rates and Gold Prices, 1996-2003 (period averages)

1996 1997 1998 1999 2000 2001 2002 2003
Qs Q4 Q1 Q2 Qs Q4
Consumer price index (percentage change over previous year)
Provinces - 6.1 16.3 6.2 54 0.9 2.0 -0.3 7.4 5.9 -1.9 1.8
Phnom Penh - All Items 7.1 8.0 14.8 4.0 -0.8 -0.6 35 3.04 1.8 1.6 0.8 0.5
- Foods 7.6 6.7 14.1 7.6 -3.3 -2.8 2.0 2.00 3.20 2.3 15 -0.04
- Energy 20.7 20.0 15.1 35 6.6 -1.1 0.9 2.25 4.75 5.2 51 5.1
Exchange rates, Gold and Oil prices (Phnom Penh market rates)
Riel per US dollar 2,666 3,029 3824 3832 3,879 3,935 3,935 3,948 3948 4008 4015 3999
Riel per Thai baht 105 98 88 101 96.3 88 93.5 90.9 92.4 94.9 96.9 100.5
Riel per 100 Vietnamese dong 24.0 25.6 28.6 27.8 27.4 26.6 25.7 25.8 25.6 259 24.9 24.8
Gold prices (US dollar per chi) 46.3 40.4 36.0 34.0 333 32.7 38.0 38.5 39.8 40.0 415 444
Price of Diesel (Riels/litre) 779 883 1,065 1,105 1,329 1,521 1,550 1550 1697 1683 1683 1700
Price of Gasoline (Riels/litre) 1,118 1,378 1,613 1,760 2,113 2,084 2,200 2200 2433 2383 2367 2400
Sources: CDRI, IMF, NIS, Ministry of Planning, Ministry of Economy and Finance
Table 6. Monetary Survey, 1996-2003 (end of period)
1996 1997 1998 1999 2000 2001 2002 2003
Qs Q4 Q1 Q2 Qs Q4
Billions of riels
Net foreign assets 881 1,177 1,726 2,019 2,589 3,080 3,693 3,737 3,741 3,594 3627 4010
Net domestic assets 31 -114 -496 -576 -759 -876 -943 -849 737 -641 -621 -691
Net claims on government 128 54 178 103 3 -75 -106 -119 -72 -19 18 -128
Credit to private sector 435 637 655 763 898 936 971 1,059 1,125 1,224 1287 1347
Total liquidity 912 1,063 1,230 1,443 1,831 2204 2,751 2,888 3,004 2,953 3007 3319
Money 329 385 543 531 540 609 771 813 829 871 886 936
Quasi-money 583 678 687 911 1,291 1,594 1,979 2,075 2,175 2,082 2120 2383
Percentage change from previous year
Total liquidity 40.3 16.6 15.7 17.3 26.9 20.4 29.5 24.1 24.6 115 9.3 14.9
Money 18.3 17 41 -2.2 1.7 12.8 355 334 22.6 16.4 149 15.1
Quasi-money 57.1 16.3 1.3 32.6 41.7 235 27.3 30.2 25.7 9.5 7.1 14.8
Source: National Bank of Cambodia.
Table 7. National Budget Operations on Cash Basis, 1996-2003 (billion riels)
1996 1997 1998 1999 2000 2001 2002 2003
Q3 Q4 Q1 Q2 Q3 Q4
Total revenue 748 880 920 1326 1528 1529 457 481 400 379 400.5 506
Current revenue - - - - - 1521 456 481 400 377 399.2 506
Tax revenue 536 596 676 956 1096 1096 323 339 273 287 273.1 349.1
Customs duties 344 348 376 432 376 376 116 122 92 94 91.6 117.4
Non-tax revenue 176 272 204 348 424 424 133 142 127 90 126.2 156.8
Forest exploitation 28 36 20 36 28 29 9 5 1 1 45 0.5
Post & Telecommunications 64 84 88 108 124 122 30.7 44 19 18 335 443
Capital revenue 40 12 36 12 8 9 1 0 0 2 1.3 0.0
Total expenditure 1440 1260 1296 1792 2332 2332 704 668 660 660 661.6 582.4
Capital expenditure 628 452 368 624 976 977 303 343 276 271 279.6 205.1
Current expenditure 812 808 980 1164 1356 1355 401 325 384 388 381.9 377.3
Education and Health 124 128 132 280 344 343 85 96 36 88 122.4 128.4
Defense and Security 408 420 448 464 404 405 105 110 70 119 75.4 110.1
Other Ministries 284 260 332 412 636 637 212 120 279 182 214 138.8
Overall deficit -692 -380 -380 -476 -804 -803 -248 -187 -260 -281 -261 -76.5
Foreign financing 680 444 268 416 768 766 273 287 176 201 230 244.8
Domestic financing 12 -64 112 60 36 37 -25 -100 84 80 31 -168.3
Source: Ministry of Economy and Finance. Q4 2003 provisional
Table 8. Average Daily Earnings of Vulnerable Workers, 1997-2003
Daily earnings (riels) Change from last year (%)
1997 2001 2002 2003 2004 2003 2004
Pre-Jul Nov Aug Nov Feb May Aug Nov Feb-04 Aug Nov Feb
Cyclo drivers 12,250 6,262 8,900 8,878 9,200 9,572 9,380 9,817 9,500 5.4 10.58 3.26
Porters 9,675 5,000 7,600 6,312 7,600 7,955 7,240 6,500 8,700 -4.7 2.98 14.47
Small vegetable sellers 7,050 5,096 6,862 7,158 7,250 6,674 6,860 6,700 7,400 -0.3 -6.40 2.07
Scavengers 4,155 3,393 3,440 4,012 3,875 3,605 4,900 3,900 4,800 427 -2.79 23.87
Waitresses* - 2,358 4,225 4,000 4,600 4,341 4,520 4,435 4,900 7.0 10.88 6.52
Rice-field workers - 3,618 3,833 4,219 4,180 3,712 4,600 4,450 4,700 20.0 5.48 12.44
Garment workers - 8,968 9,800 10000 10,127 9,123 10,300 10000 9,675 51 0.0 -4.46
Motorcycle-taxi drivers - 9,791 11,300 12,075 11,400 9372 10900 10000 11,200 16.7 -17.18 -1.75
Unskilled construction workers - 4,841 6,525 5,850 6,162 7100 7600 6200 7,200 -35 5.98 16.85
Skilled construction workers 9,866 12,695 13,350 12,500 12,050 12,700 16,900 13,800 0.0 26.59 10.40

Notes: The su 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 grabbing

The term 'elite grabbing' means that development bene-
fits meant for all are being 'grabbed' by the social, eco-
nomic or political elite (powerful people).

Amalgamation

In the context of the communes, the word amalgamation
is used to signify that a number of communes are being
joined into bigger units. This is often done to reduce the
number of communes and enhance capacity develop-
ment.

Horizontal peer learning
This means that learning takes place amongst peers at
the horizontal level. For example, peer learning takes

place if commune clerks assist and learn from one an-
other. It is horizontal peer learning because the learning
is shared between people at the same level of govern-
ment.

Social capital

Social networks, trust and cooperation between people
are often termed social capital. Socia capital is increas-
ingly seen as important for development. We talk about
bonding social capital (within a small group in a com-
munity), bridging social capital (extra community net-
works and trust between different groups and actors
within the larger community) and linking social capital
(the aspect of social capital that enables communities to
get access to resources outside the community itself).

(Continued from page 16)
Domestic Performance

creasing gasoline prices and to the rising number of mo-
tor taxi drivers. Income of garment workers also
dropped dightly to 9,700 Riels/day in February 2004,
compared with 10,127 riels/day reported in the preced-
ing survey. On average, garment workers earned US$ 63
per month, which includes overtime wage and bonus. Of
this, workers spend an average of $27 to meet living

expenses, and send part of the remainder to support their
families at home.

46 percent of the workers signaled that they would
prefer to change jobs, especialy because of the need to
work over-time at short notice. Around half of the re-
spondents reported a desire to set up an independent
small/micro business but felt that it would not be possi-
ble to save enough money for the purpose.

By Dr. Kang Chandararot, Ms. Pon Dorina,
and Ms. Ouch Chandarany
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CDRI UPDATE

Management

CDRI has concluded successful discussions with the Swedish
International Development Agency (SIDA) on the extension
of SIDA's significant contribution to CDRI's operating costs
from 2004-2006, and with NOVIB (Oxfam Netherlands) for
its support for the work of CDRI's Centre for Peace and De-
velopment, also from 2004 to 2006. SIDA aso remains,
along with the British Government's DFID, a donor partner in
CDRI's Palicy Oriented Research Programme on Decentrali-
sation. CDRI gratefully acknowledges the support and part-
nership of these agencies.

In January CDRI's Executive Director contributed to the
Asian Development Bank (ADB)'s Tripartite Workshop on
Promoting Support for Poverty Reduction in the Greater Me-
kong Subregion held in Bangkok, and, in February, to the
ADB's Nationa Cambodian Workshop on Asian Develop-
ment Fund Replenishment held in Phnom Penh.

Research

The economics programme of CDRI is currently engaged in
four studies, related to poverty, smal and medium enter-
prises, competitiveness of agricultural cash crops and the
cross border economy. The last two studies are regional stud-
ies in which partner ingtitutes from Laos, Vietnam and Thai-
land are aso involved. Field work for SME and the Cross
Border Economy have been completed and data analysis is
currently underway. For the cash crop study, field work for
two (out of four) crops have been completed. The NRE pro-
gramme completed field research in Presh Vihear and Kom-
pong Thom provinces on livelihood and management issues
for high value forests. NRE programme Researcher Mr. Yim
Chea will travel to Chiang Mai in April for a one month
course in environmental Economics sponsored by the Econ-
omy and Environment Program for Southeast Asia. The Pol-
icy Oriented Research Programme on Decentralisation
(PORDEC) has findised the Decentralisation Design study,

which will be published in April. The report findings were
disseminated at a seminar in Phnom Penh on January 29.
Also, dissemination seminars took place in four provinces.
PORDEC is currently engaged with a local government own
source revenue study as a collaborative effort between Minis-
try of Economy and Finance, UNCDF and CDRI. Also, the
team has started piloting a study on local government ac-
countability and responsiveness.

Centre for Peace and Development

CPD team continues to conduct training which is the priori-
ties for social capital development. Module one of the Train-
ing for Peace was completed. The trainees are facilitators
from Phnom Penh Municipality and other NGOs. The team
has also conducted two training need assessments in the rec-
onciliation zone of Ved Veng didrict, Pursat province. A
specific training on Working Together for Peace and Devel-
opment in Veal Veng was completed. Most of the trainees
were digtrict officers, commune councils, monks, military of-
ficers and police whose work is related to conflict resolution
in the area. Members of CPD team also participated in a two-
day workshop on Conflict Resolution and a two day work-
shop on Nationalism and Identity at Sunway hotel, organised
by the Alliance for Conflict Transformation.

Library

CDRI Library holds 8055 titles on economic and social de-
velopment. 416 users have registered as a member of CDRI
Library. The Library continues to provide training on
WINISIS for other librarians. Library orientation to students
was conducted for students from National Institute of Man-
agement, Roya University of Laws and Economics Sciences,
Norton University and the School of Statistics and Planning.
The Cambodiana Catalogue, which contains titles of publica-
tions about Cambodia has been printed and distributed to
most libraries in Phnom Penh.
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