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EXECUTIVE SUMMARY

Although country contextual differences and pre-conditions must be carefully considered
when attempting to replicate economic growth and poverty reduction models, Cambodia could
consider experiences of some Asian countries like China, India, South Korea, Thailand and
Vietnam to further improve its poverty reduction strategies and implementation. Cambodia
could also utilise foreign assistance and international cooperation by redirecting resources to
support activities which have the highest possible effects on poverty alleviation.

In the case of China’s development experience, Cambodia can learn from its dual focus on
poverty reduction: committed growth-oriented poverty reduction policies by the government with
programmes that address mechanisms to ensure income redistribution and pro-poor inclusive
economic growth (e.g. through geographical targeting). China’s transformation from planned
to socialist free market economy, and probably to free market when it enters its next cycle of
reform, has provided economic leverage for the country’s development taking advantages of
increased productivity, trade liberalisation, job creation, foreign direct investment and private
sector development (see, for example, Perkins 1988; Harrold 1992; Qian & Wu 2000; Lin
1994; Wang & Yao 2003). The speed of China’s reforms has been gradual and experimental,
learning through trial and error before initiatives were scaled-up (Woo 1999). China’s reform
started with agricultural development through improved essential hard and soft infrastructure
for rural enterprises and shifted to labour-intensive light manufacturing and services. Exports
and trade liberalisation have also been the main focus in China’s development agenda (IPRCC
2010).

On the economic front, Cambodia can draw lessons in the areas of trade liberalisation;
industrialisation focused on diversification, business competitiveness and urban-rural linkages;
agriculture and rural development; and the role of the state in directing and coordinating the
developmentagenda. In terms of sectoral composition of economic growth and poverty reduction
and among the four pillars of the economy, garments, tourism, construction and agriculture,
agricultural development remains crucial to poverty alleviation efforts as about 80 percent of
the population lives in rural areas and relies mainly on agriculture-related occupations. Despite
low value-added to GDP, agriculture continues to play a significant role in the overall economy
in terms of job creation and income source for the majority of rural households. Enhancement
of agricultural and food exports can be beneficial to overall macro-economic growth and help
reduce income inequality (Kobayashi et al. 2008; Ravallion & Chen 2007; Ravallion 2009;
Dethier & Effenberger 2011). However, this sector has faced serious constraints and problems:
low productivity, insufficient irrigation system, poor rural infrastructure, lack of research and
development, difficult access to finance and limited access to market information, especially
by smallholder farmers. Thus, in the short and medium terms, removing these constraints for
a more sustainable, productive, and pro-poor growth oriented rural development should be
the number one priority for the Cambodian government, for it will not only help Cambodia
diversify its economy but also contribute to reduced poverty and narrowed inequality.

On the poverty reduction front, the Chinese government has led its poverty reduction
campaign by channelling funds through government-led institutions at all levels — provincial,
district, and county — to help households that are economically poor through development-
oriented programmes such as cash-for-work, micro-credit, training, and science and technology
demonstration, and the extremely poor through direct relief and cash (see, for example, Wu &
Cheng 2010). Specific poverty reduction schemes have been piloted in targeted communities to
ensure that resources are spent wisely and have the most bearing on poor households.
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Cambodia can learn two lessons in particular from the Chinese experience on poverty
reduction:

* Cambodia should strengthen its poverty reduction agency — currently the Council
for Agriculture and Rural Development (CARD) is the inter-ministry coordinator on
poverty reduction programmes — and allocate more resources for rural development
where the majority of poor households are. CARD could be made a more specialised
national poverty reduction agency and professional capacity development of key staff
should be invested in rather than largely relying on external consultants;

* More resources should be allocated to building rural physical infrastructure (roads,
bridges, land improvement and irrigation) to allow poor households greater and
easier access to markets for their income-generating activities. Cash-for-work,
where a certain amount of cash is given to poor households in exchange for their
labour in infrastructure building, could be further explored. Soft assistance such as
training and demonstration on science and technology and production should also be
complemented.

Implementation of the proposed programmes would not be without difficulties and
constraints given the economic endowments and development context of both countries. China
has transformed itself from one of the world’s poorest countries to the world’s second largest
economy. This indicates China’s greater ability to allocate funds for different development
initiatives. With a strong and committed administrative system, China is also able to quickly
mobilise poverty reduction funds and relief to address the needs of the poor and vulnerable and
help them escape the poverty trap (Wu & Cheng 2010).

By contrast, even with rapid economic growth over the last decade, growth in Cambodia
has been uneven: poverty rate decreased yet remained high, and inequality increased. This is
largely because of lack of resources due partly to corruption and insufficient revenue collection
mechanism, weak institutional arrangements and governance, limited capacity of the key
poverty reduction agency, heavy political interference in economic matters and aid dependence
in which certain donors’ agenda and conditions need to be fulfilled (see, for example, Guimbert
2010). The border conflict with Thailand has further undermined resource allocation for
economic and social reconstruction efforts as a substantial amount of money is expected to
fund the defence budget. If prolonged, the conflict could also jeopardise the livelihoods of
thousands of relocated households who live in or near the conflict zones.

Moving forward, Cambodia’s economic prospects in the short and medium term remain
healthy with a projected growth of about 6.7 percent per annum (ADB 2011; IMF 2011). This
will translate into, at least by the trickle-down effect, higher income for average Cambodians and
gradual ascendance up the development ladder for Cambodia, soon to join the medium income
countries (MICs). Nonetheless, achieving MIC status while leaving hundreds of thousands of
people in poverty and widened inequality would likely be a hollow victory as these economic
and social disparities make shaky foundations for long-term and sustainable growth. Thus,
there is a need for the government together with development partners to ensure that poverty
reduction programmes are continuously integrated into the broad-based development agenda
so as to make the growth process inclusive.
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1
INTRODUCTION

Alongside its rapid GDP growth rate, at an average of 8 percent per annum for the last
ten years, Cambodia has achieved a modest' reduction in poverty rate from approximately
50 percent in 1997 to 30 percent in 2007 (World Bank 2009). This accomplishment was
reinforced by improvements in increased consumption per capita and a wide range of other
social indicators related to service delivery and human development. Income per capita of an
average Cambodian grew at an annual rate of 5.3 percent from USD209 in 1993 to USD550 in
2010 (World Bank 2011a). In the latest Human Development Report, Cambodia ranks 124 out
of 169 countries with Human Development Index of 0.494, a one-point increase between 2005
and 2010 (UNDP 2010a).

Cambodia has also made progress in the course of attaining the Cambodia Millennium
Development Goals (CMDG). Considerable improvement has been achieved in reducing child
mortality (CMDG4) and combating HIV/AIDS, malaria and other diseases (CMDG6) where
key indicators of the goals are on track. CMDGY (De-mining, ERW and Victim Assistance)
1s moderately off-track, though there is a framework in place to achieve the target. CMDG2
(Primary Education) and CMDG3 (Gender Equality) demand attention because some of the
indicators have fallen behind, while CMDGI1 (Poverty and Hunger), CMDGS5 (Maternal
Health) and CMDG?7 (Environmental Sustainability) are off-track and need strong and robust
interventions and commitment. For CMDG1, lagging indicators include the share of the poorest
quintile in national consumption and proportion of working children aged between 5-17 years
(MoP 2010).

Nonetheless, the development agenda is far from complete. Cambodia needs to focus
on achieving existing targets and also dealing with new emerging issues such as inflation,
business competitiveness, lack of productive job opportunities for all, faltering social safety
nets and inequality. One concern that has surfaced is the sizeable variation of the contribution
of economic growth to poverty reduction—poverty elasticity of economic growth. A wide

' Cambodia’s economic growth, though contributing to a modest poverty reduction, has in principle not yet
been pro-poor and inclusive because the growth elasticity of poverty is small, indicating that the increase in
average income of the bottom quintile has been slower than the increase in overall average income of the
economy. Using cross-country data, Dollar and Kraay (2002) found a strong positive association between
average income of the poor and overall income in the country with a coefficient of close to 1. This means that
a 10 percent rise in overall income per capita would statistically translate into a 10 percent increase in income
of the poorest quintile. Nonetheless, the relationship is far from one to one in Cambodia. For instance,
between 2004 and 2007, overall income of an average Cambodian grew at an annual rate of 7.5 percent; yet,
annual consumption of the poorest 40 percent of the population rose by only 2.6 percent (World Bank 2009).
Kakwani et al. (2004) argued that pro-poor growth is the growth that benefits “the poor” more than “the
non-poor”. The pro-poor growth is measured by examining what they call “poverty equivalent growth rate”
which gives more weight to the income of the poor; if PEGR is higher than the actual rise in average income,
the growth process is said to be pro-poor and vice versa. Given this measurement, Cambodia’s growth
process is not pro-poor: between 2004 and 2007, consumption of the top 20 percent of the population grew at
an annual rate of 6.7 percent, faster than the 2.5 percent consumption growth of the poorest 20 percent given
the 7.5 percent growth of overall average income over the same period. Jalilian et al. (forthcoming) found
that growth elasticity of poverty in Cambodia is about 1 which is far from the estimated elasticity [1.5-5]
usually observed in developing countries. Rising inequality in income and other economic opportunities is
also an indication of exclusion. With similar rate of growth, China has achieved unprecedented reduction in
poverty from 60 percent prior to reform to 7 percent in 2007 (Dollar 2008). But China is also confronting
rising inequality (Gini coefficient) which already stood at 42 percent in 2005 (World Bank 2011a).

CDRI Working Paper Series No. 68 1
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range of disparities from income and education to freedom of expression are on a rising trend.
Although the poverty headcount index decreased from 34.8 percent in 2004 to 30.1 percent in
2007, overall inequality measured by the Gini coefficient went up from 0.396 (39.6 percent)
to 0.431 (43.1 percent) in the same period (World Bank 2009). Compared to other ASEAN
countries which have the same level of per capita consumption, Cambodia has the highest
disparity between the rich and the poor. Socio-economic disparities are also rising between
rural and urban and within rural areas per se.

The government has made poverty reduction an integral part of the country’s development
strategy. Poverty alleviation framework is outlined in the Social-Economic Development
Plan (SEDP) I 2004-09 and SEDP II 2010-15 and the National Poverty Reduction Strategy
(NPRS) 2003-05 which consists of six key poverty reduction actions: promoting economic
opportunities, improving rural livelihoods, expanding job opportunities, improving capabilities,
strengthening institutions and improving governance, reducing vulnerability and strengthening
social inclusion, and promoting gender equity (RGC 2002a). These elements have since
been incorporated into the updated National Strategic Development Plan (NSDP) 2009-13.
However, project and programme implementation in support of poverty reduction has lagged
and is unsatisfactory due largely to limitations in government expenditure (CDRI 2011). There
is no systematic and effective mechanism for social protection; activities are ad hoc and largely
dependent on donors’ sources of funding (RGC 2011:15).

This study aims to: (1) analyse the current economic composition—agriculture, industry,
and services—in China and Cambodia; (2) assess the appropriateness for Cambodia of learning
from some underlying pro-poor policies that China has adopted since its political and economic
reforms to assist the process of income (re)distribution to urban and rural households; and (3)
examine possible developmental and policy implications Cambodia can draw upon against its
existing economic endowments and sectoral composition.

The study does not attempt to provide rigorous empirical and econometric tests of the
relations between composition of economic activity, poverty, and inequality either in China
or Cambodia. Rather it has the objectives of revisiting China’s success story by analysing the
sectoral policies, specifically those that are pro-poor and inclusive, which have been adopted by
the Chinese government since the reform. This study is to build upon developmental and policy
implications and insights, where necessary, into Cambodia’s policies given its development
context.

The study is timely. Reform in Cambodia has increasingly intensified in almost every
sector of the economy from industry to agriculture and services. There is also growing interest
or partnerships between South-South countries to exchange development experience and
expertise. China recently signed a Memorandum of Understanding with the United Nations
Development Programme to strengthen South-South cooperation with the intention to further
assist developing countries. Cambodia has been identified as a pilot country by the Chinese
government to implement the initiative.

The rest of the paper is structured as follows: Section 2 highlights Cambodia’s economic
structure and surveys its poverty reduction policies, projects and programmes. Section 3 details
lessons Cambodia can learn from China to enhance its economic growth and poverty reduction
efforts. Section 4 discusses constraints Cambodia might face in replicating economic growth
and poverty reduction models. Section 5 examines costs and benefits of China’s ODA and the
impact of its direct investment on overall economic development and poverty reduction in
Cambodia. Section 6 concludes the paper.

Sectoral Composition of China'’s Economic Growth, Poverty Reduction and Inequality



2
POVERTY REDUCTION IN CAMBODIA

2.1. Sectoral Growth and Poverty Incidence

The government has developed a number of country strategies and action plans to boost
the economy and to ensure that the income generated is distributed efficiently and equitably.
The newly revised National Strategic Development Plan (NSDP 2009-13) outlines strategies
and a reform agenda to improve and enhance the growth of the four pillars of the economy:
agriculture, industry, construction and tourism. Two main goals were set in the Industrial
Development Action Plan 1999-2003: the development of export-oriented industries and
import-substituting production of selected consumer goods (for a brief review of Cambodia’s
industrial policy see, for example, Tong 2010).

Between 1993 and 2009 Cambodia’s industry was the fastest growing sector, with an
average annual growth rate of 13 percent compared to 8 percent for services and 5 percent
for agriculture (Figure 1). However, compared to agriculture (39 percent) and services (40
percent), industry’s share of GDP (21 percent) was low. Manufacturing has been the main
driver of growth. Between 2003 and 2007, manufacturing contributed on average 19 percent
of GDP, within which textiles, clothing and footwear contributed 14.3 percent and food,
beverages and tobacco 2.4 percent. Construction is the second largest industrial contributor to
GDP, accounting on average for 6.1 percent (NIS 2008).

Figure 1: Sectoral Share of GDP in Cambodia, 1993-2009
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Agriculture still contributes a large percentage to GDP and is the primary source of rural
employment given that about 80 percent of the population were living in rural areas in 2008.
However, the sector has been underdeveloped with limited fixed capital investment, and the
use of traditional production techniques is common. Albeit highly fluctuating, the direction of
industrial and service sector output growth looks very much like that of China where industry
grew on average at a rate of 13.1 percent and services at 8.1 percent per year compared to 4.2
percent for agriculture (China’s NBS 2010).
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Although industry has started to employ more workers, agriculture remains vital to
employment (Figure 2). From 1993 to 2008, agriculture employed on average 70.3 percent of
the total employed labour force per year compared to 6.5 percent in industry and 23.1 percent
in other sectors such as services. The annual growth of agriculture employment is still positive,
amounting to 3 percent compared to 14.4 percent in industry and 9.6 percent in other sectors.
Absorption of the rural labour force into industrial work has been low given the narrowly based
industrial structure focusing mainly on garments and textiles.

Figure 2: Employment Share by Sector, Cambodia 1993-2008
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This has resulted in the continuing outflow of surplus labour to neighbouring countries
such as Thailand, Malaysia and Vietnam and a growing interest to work in East Asian countries
like Japan and South Korea. Although migration, as many believe, is not a long-term objective
for rural development where the benefit of farm work is low and lack of variety in non-farm
occupations is common, it can be seen as a short and medium term development goal. Thus, a
strong and vibrant industrial sector can play a complementary role in urban-rural migration for
employment (see, for example, So ef al. 2007) where rural living standards can be indirectly
improved through workers’ remittances>.

As pointed out, the rapid economic growth has coincided with a modest reduction of
poverty incidence in Cambodia. This has confirmed the findings of a considerable array of
literature, that there is a negative relation between economic growth and poverty reduction
(World Bank 1990, 2000; Ravallion & Chen 1997; Fields 2001; Kraay 2006; Dollar & Kraay
2002). It also asserted the claim of “economic growth first, distribution later”. However,
another aspect that has emerged is the sizeable variation in the contribution of economic
growth to poverty reduction—poverty elasticity of economic growth (Montalvo & Ravallion
2010; Motonishi 2006; Wan & Zhang 2006; Wan & Zhou 2005). Although the absolute
average income in Cambodia’s rural areas has been skewed to the right (suggesting that more
people are moving to higher income brackets), the urban-rural income gap is rising. This
has immediate implications for the applicability of typical trickle-down effects of economic

2 According to World Bank Data (2011a), in Cambodia, workers’ remittances accounted on average for 3
percent of GDP per year from 1999-2009.
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growth, and demands interventions that go beyond logic to eventually reduce inequality and
social disparity.

2.2. Government Policies on Poverty Reduction

Recognising the need to address poverty reduction and enhance rural development, the
Cambodian government has made these objectives top priority since its first mandate. Various
policies and strategic frameworks have been well documented in a series of national strategies
and plans.

Socio-Economic Development Plan Phases I (1996-2000) and II (2001-05) outlined
broad-based economic growth as a prerequisite to poverty alleviation and specific supplementary
government interventions aimed directly to tackle root causes of poverty incidence. It identified
private sector development and improved governance conducive for business investment as key
to higher economic growth and therefore poverty reduction. Other pro-growth and pro-poor
strategies included: (1) macroeconomic stability to achieve economic growth of 6-7 percent
for the planning period, (2) decentralisation to allow local participation in strategic planning
and decision making, and (3) agriculture and rural development through improved access to
market information, better land titling, water resources management and improved physical
infrastructure (RGC 1997, 2002a).

National Poverty Reduction Strategy (2003-05) was developed based on experiences
and lessons learnt from previous poverty reduction efforts and further charted the necessary
interventions government as well as donors should implement. Some of the priority actions
included: (1) maintaining macro-economic stability through sound financial systems,
improvement in investment climate, legal and judicial reforms and others; (2) improving rural
livelihoods through better land titling, water resources management and improved physical
infrastructure; (3) expanding job opportunities through private sector development; (4)
improving capabilities in education, health, and nutrition; (5) strengthening institutions and
governance; and (6) strengthening social inclusion (RGC 2002b).

Cambodia Millennium Development Goals (2003) represent another key milestone to
poverty reduction the government has been committed to achieve. CMDG]1 aims at halving
poverty by 2015. Some of the key indicators of this goal include: (1) decreasing the proportion
of people whose income is less than the national poverty line® from 39 percent in 1993 to 19.5
percent in 2015; (2) increasing the poorest quintile’s share of national consumption from 7.4
percent in 1993 to 11 percent in 2015; and (3) decreasing the proportion of working children
aged between 5-17 years old from 16.5 percent in 1999 to 8 percent in 2015 (RGC 2003). There
has been a series of CMDG progress reports (2005 & 2010) tracking achievement, remaining
work and challenges of each goal.

National Strategic Development Plan Update (2009-13) acknowledges the importance of
directing poverty reduction schemes to grassroots level, helping households cope with the recent
financial crisis and beyond. The plan continues to prioritise macroeconomic stability by fighting
corruption, reforming legal and judicial framework and public administration; enhancement of
the agriculture sector by improving agricultural productivity and diversification, land reform
and mine clearance and fisheries and forestry reforms; further construction and improvement
of physical infrastructure which includes roads, bridges and irrigation systems; private sector

3 National poverty lines: KHR3092 per capita per day in Phnom Penh, KHR2704 per capita per day in other
urban and KHR2367 per capita per day in rural areas (World Bank 2009)
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development through job creation, promotion of small and medium enterprises (SME) and
creation of social safety nets; and human resources development (RGC 2009).

2.3. Government-led Poverty Reduction Strategy and Initiatives

The Council for Agriculture and Rural Development (CARD) has been responsible for
charting the course of rural policy development and measures on social safety nets for the poor
and vulnerable to help them escape the poverty trap and to lessen the shocks resulting from the
global financial crisis. Some of the poverty reduction schemes which have been implemented
by relevant line ministries are (Table 1):

1. Food-for-work programmes to build physical infrastructure that enables local
beneficiaries greater access to school, health services and markets;

2. Health equity fund which provides relief through health fee waivers, scholarship for
education, and targeted distribution of agriculture inputs to smallholder farmers to
increase their productivity;

3. Cash transfer to poor households, for which the government encourages all
implementing ministries to select programme beneficiaries using data from the
National Identification System for Poor Households; and

4. Integration of social protection measures with decentralised development planning at
sub-national levels.

CARD has also been working with line ministries and development partners to outline
and draft the first five-year National Social Protection Strategy (NSPS) 2011-15 which has
been under the consideration of the Council of Ministers. The main goal of the NSPS is that
“poor and vulnerable Cambodians will be increasingly protected against chronic poverty and
hunger, shocks, destitution and social exclusion and benefit from investments in their human
capital” (RGC 2011:15).

Some of the short-term objectives of the newly drafted NSPS are to ensure that: (1)
the poor and vulnerable receive support including food, sanitation, water and shelter to meet
their basic needs in times of emergency and crisis; (2) the working-age poor and vulnerable
benefit from work opportunities to secure income, food and livelihoods while contributing to
the creation of sustainable physical and social infrastructure assets; and (3) vulnerable groups,
including orphans, the elderly, single women with children, people with disabilities, people
living with HIV, people with TB and other chronic illness receive income, in-kind, psycho-
social support and adequate social care (RGC 2011: 78-79).

The Ministry of Social Affairs, Veterans and Youth Rehabilitation (MoSVY), Ministry
of Labour and Vocational Training (MoLVT) and the Ministry of Women’s Affairs (MoWA)
are responsible for the implementation of certain special social protection programmes to
assist poor and vulnerable households. Some other interventions such as health fee waivers,
scholarships and other exemptions that help poor households keep their children in school have
been carried out by the Ministry of Health and Education (MoH) and the Ministry of Economy
and Finance (MEF) (RGC 2009: 152-154). The National Committee for Disaster Management
has been helping people cope with the effects of disasters by providing food, shelter and access
to basic services such as clean drinking water and sanitation.
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Table 1: Current Government Social Protection Interventions

Programmes Description Implementing
agencies
Public works (food- | Improve and/or reconstruct rural infrastructure after | MEF
for-work) disasters or help meet needs of the poor by paying
them for working on these programmes
Food distribution Free distribution of rice in emergencies such as the | MEF
aftermath of the Ketsana storm, and for victims of
mines
Budget support Agriculture smallholder and social protection MEF
development policy interventions
Commune transfer Emergency assistance in cash or in kind to Mol
for emergency communes to support the achievement of CMDGs
assistance
Nutrition Promotion of health and nutrition practices, for MoH
programmes example, the production and distribution of iodised
salt
Scholarship in cash | Provide scholarship to poor households to allow MoEYS
their children to attend elementary, primary and
secondary school
Second chance Provide various training courses, for example, TVET | MoLVT
education programme | pilot on post-harvest technology and skills, special
training programmes for indigenous and vulnerable
people
School feeding Provide meals to targeted students MoEYS
Financial support Micro-credit for self employment in the National MoLVT
Poverty Reduction Fund
Fee waivers Fee exemptions at rural health care facilities for poor | MoH

patients

Social welfare

Includes protection for people with disability, the
elderly and orphans. Some of the programmes
provide physical rehabilitation centre or community-
based rehabilitation services for people with
disability and social services, and care for children
and families of mine victims and those affected by
HIV/AIDs

MoSVY, MoLVT and
MoH

Health and Safety at | Ensure decent and safe working conditions for MoLVT
the Workplace employees in small enterprises and informal sector,
and a social safety net for inter-country migrants
Labour market Skills training and employment policy MoLVT
information
Social security and Social security fund covers work injury and the MoLVT and MoSVY
pension pension is for retired civil servants and veterans
Insurance Health insurance under the social security fund for | MoLVT and MoSVY

all workers, civil servants, armed forces and police

CMDG = Cambodian Millennium Development Goal, TVET = Technical and Vocational Education and Training, MoH=
Ministry of Health, MEF = Ministry of Economy and Finance, MoEYS = Ministry of Education, Youth and Sport, Mol =
Ministry of Interior. Source: RGC 2011: 44-46
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The above-mentioned social protection programmes are to be provided to various
poor and vulnerable groups broadly classified into four categories with respect to relevant
risks/shocks: (1) emergencies and economic crises, (2) human development constraints, (3)
seasonal unemployment and income insecurity, and (4) health shocks. Various determinants of
vulnerability, ranging from reduction in purchasing power of salaries and earnings to limitation
in accessing income-generating activities, have been specified to identify eligible groups/
individuals for programme coverage®. As outlined in the draft NSPS, vulnerable groups are
categorised according to livelihood (mainly all poor and near poor), age (6-24), geographical
location (e.g. people who live near flood and drought prone areas), and economic status (landless
and land poor). The government is more likely to use the national poverty line, which is less
than or equal to USDI per capita per day, to determine the poor and near poor. This would
actually limit programme coverage. Thus, if economic growth is to be redistributed equitably
to ensure inclusiveness, there is a need for the government and development partners to extend
social protection programmes by revising the existing national poverty line upwards to cover
groups/individuals whose income per capita (consumption) is USD2 per day.

Additionally, even with these existing interventions to help the poor and vulnerable
mitigate economic and natural disaster shocks, the implementation of these programmes has
been unsatisfactory and needs continuous commitment and expertise. As pointed out in the draft
NSPS, remaining challenges of the social protection programmes in Cambodia have been: lack
of coordination and coverage resulting in duplication, limitations of resource allocation, poor
quality programme delivery, poor link between training offered and employers’ needs, limited
quality of healthcare services and no pension for the poor. As far as effective and efficient
provision of social protection schemes is concerned, capacity of implementing institutions
and ministries, especially local government, is still low demanding immediate training and
re-training of staff. In addition to the government’s efforts, NGOs and development partners
have played a significant role in providing both financial and human capital supports to achieve
expected results.

4 For detailed determinants of vulnerability under each risk/shock category, readers are referred to the draft

National Social Protection Strategy for the Poor and Vunerable (RGC 2011: 38-40).
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3
LEARNING FROM CHINA ON POVERTY
REDUCTION AND INCLUSIVE GROWTH

3.1. Overview

One of the poorest countries in the world in the 1950s, China has changed its status
remarkably to being the world’s second largest economy with GDP of approximately USD4.9
trillion in 2009, and is home to 20 percent of the world’s population (World Bank 2011;
Maddison 2010). In the eyes of many, China is a success story in terms of its economic
and, to a lesser extent, political reform — which initially took place in the early 1980s, with
major improvements in the living standard of millions of Chinese people for the last three
decades.

With an impressive 10 percent annual growth rate, China has been able to lift millions
of its citizens from abject poverty, reducing poverty incidence from about 60 percent at the
onset of reform to 7 percent in 2007 (Dollar 2008). From 1978 to 1995, over 200 million
Chinese were lifted out of poverty (Yao 2000). Average incomes in China have been growing
at an annual rate of 14 percent from 1990 to 2009, with an average annual income growth of
14 percent in urban and 12 percent in rural areas (Figure 3). The increased well-being of the
Chinese can also be seen in the gradual decrease in the proportion of disposable income spent
on food items (declining Engel’s coefficient) (China’s NBS 2010). Additionally, statistical data
in China supports the claims that overall economic growth will benefit the poor given the
positive correlation between average growth rate of urban-rural income and economic growth
(China’s NBS 2010; World Bank 2009).

Figure 3: Per Capita Disposable Income of Urban and Rural Households in China
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3.2. Economic Growth and Poverty Alleviation

3.2.1 Trade Liberalisation

Prior to its reform in 1978, China was one of the most tightly closed economies in the
region as well as the world, trading mainly with the communist bloc and the Soviet Union.
However, since 1978, one of the key features of reform, which was initially included as a
development goal in the sixth five-year plan (1981-1985), has been to open China to the world
by expanding trade and encouraging more foreign investment (Winter ez al. 2004).

In the post-reform period, an increasing number of firms were allowed to directly import
and export, and by mid-1980 there were about 8000 companies in the country (Dollar 2007).
A gradual decrease in overall tariff rate, which is relatively lower than that of some developing
countries, is another key feature of China’s reform. According to a customs report, China has
been able to reduce overall tariff rate from 15.6 percent in 2000 to 9.8 percent in 2009; the
average tariff rate on agricultural products was 15.2 percent whereas that on industrial goods
was 8.9 percent in 2009. The reduction was partly attributable to phasing out tariff rates as a
result of China’s membership in the World Trade Organisation (WTO).

Low overall tariff rate might not be the sole indicative factor to boost foreign trade.
China is famed for its successful development of Special Economic Zones (SEZs) and port
facilities together with improvements in import and export procedures. It has developed a
number of SEZs, three of which—Shenzhen, Zhuhai and Shantou—are located in Guangdong,
the southern coastal province. In the Resolution of the Standing Committee of the National
People’s Congress on Approving the Regulations on Special Economic Zones in Guangdong
Province, foreign investors are motivated to set up factories in the SEZs where they are
subject to certain preferential treatments such as import duties exemption on a wide range of
production equipment and materials, a 15 percent enterprise income tax compared to a normal
25 percent enterprise income tax, investors’ overseas remittances, and simple and easy entry
and exit procedures (as stipulated in Article 4 of the Law of the People’s Republic of China on
Enterprise Income Tax).

China has also constantly reformed the regime in doing business by simplifying
procedures in a number of critical areas such as paying taxes, trading across border, getting
credit, enforcing contracts, dealing with construction permits, and closing business. While
required documents and time to export and import are comparable between the two countries,
China charges approximately USD500 for export containers and USD545 for import containers
compared to USD732 and USD872, respectively, in Cambodia (World Bank 2010a).

With these favourable conditions to liberalise foreign trade, China has achieved a strong
and robust trade balance for the last three decades. For the first 10 years from 1985 to 1995
(Table 2) after the completion of the sixth five-year plan (1981-85), China’s exports increased
at 18 percent per annum to USD1487.7 billion in 1995 while growth rate of imports was 12
percent a year reaching USD1320.8 billion. China has been able to sustain this high growth
even since it became a full member of the WTO, achieving an annual export growth rate of 15
percent to USD1286.0 billion in 2009 and import growth of 14 percent a year between 1997
and 2009 (MoC of China 2010a, 2010b).

Cambodia’s trade policies are similar to China’s. During the 1980s, Cambodia’s
economy was centrally planned, and trade was mainly with Vietnam, the Soviet Union and
other communist countries. Since its first national election in 1993, Cambodia has aimed to
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reintegrate its economy into regional and global communities and liberalise its foreign trade
regime. Its full membership of ASEAN in 1999, particularly ASEAN Free Trade Area (AFTA),
and the WTO in 2003 sealed trade deals and liberalisation of the country.

To date, in principle, Cambodia’s trade regime is as open and liberated as China’s.
However, the government should have been stronger and more committed in improving port
facilities and simplifying trade procedures to speed up the process thereby motivating importers
and exporters. Doing business in Cambodia is still complicated, lengthy and costly in terms
of trade-related procedures compared to China and other neighbouring countries except Laos
(World Bank 2010a). Cambodia’s membership of ASEAN and WTO pressures further reform in
trade regime to be consistent and standardised with the organisations’ rules and regulations and
especially to be competitive. In response, Cambodia has attempted to reform trade procedures
by reducing time, required documents and costs, yet they are still relatively problematic. The
reform does not necessarily involve heavy policy design but the restructuring of organisation
with clear and effective division of labour and responsibility.

3.2.2 Industrialisation

Industrial development has been and will be one of the main pillars of economic growth
in China’s continuing reform agenda. As outlined in the first five-year plan (1953-1957), the
Chinese government emphasised industrial development at the onset of reform. The initial
identified objective was to expand construction of the industrial base which was assisted by the
Soviet Union and to build institutions and systems ready to take on privately owned enterprises’
socialist reform at a later stage. At the close of the tenth five-year plan (2006-2010), further
optimisation and upgrading of industrial structures had been achieved and enhanced.

Figure 4 illustrates China’s GDP share by three sectors—industry, agriculture and
services. The role of industry, as shown, has been strong and robust contributing on average
47 percent per year to GDP between 1993 and 2009 compared to agriculture (15 percent) and
services (38 percent). Also, industry has been the fastest growing sector with an average annual
growth rate of value-added to GDP of 12 percent compared to 4 percent in agriculture and
modestly bypassed services at 11 percent.

Heavy industry has been an integral part of industrial development, growing at an annual
rate of 12.2 percent between 1999 and 2009 compared to 8.3 percent for light industry in the
same period (Table 3). Majority of industrial enterprises are domestically funded, sharing 82.6
percent of total industrial enterprises in 2009 compared to Hong Kong (7.9 percent) and foreign
(9.4 percent) funded ones. However, annual growth rate of domestic-funded (10.3 percent a
year) firms is slightly lower than that of foreign-funded ones (14 percent) between 1999 and
2008. This indicates that more foreign firms are interested in investing in China given the high
per capita income and consumption of the Chinese for the last decades.

The big share of domestic funded enterprises reflects the mobilisation of high domestic
savings (reaching 54 percent of GDP in 2009) and the fact that government and some sort
of collectivisation still plays a significant role in investing and managing industry given
the considerable number of state-owned, collective and cooperative enterprises. Another
underlying feature of China’s industrial structure is the relatively big share of small and
medium enterprises. Table 3 shows that 393,074 of enterprises registered in 2009 were small,
representing 90.5 percent of the total of 434,364; the remaining 8.8 percent were medium
and 0.7 percent were large.
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Table 2: Total Value of Imports and Exports in China

Year USD 100 million
Total Export Import Balance

1952 19.4 8.2 11.2 -3.0
1957 31.0 16.0 15.0 1.0
1962 26.6 14.9 11.7 32
1965 42.5 223 20.2 2.1
1970 45.9 22.6 233 -0.7
1975 147.5 82.6 74.9 -2.3
1978 206.4 97.5 108.9 -11.4
1980 381.4 181.2 200.2 -19.0
1985 696.0 273.5 422.5 -149.0
1986 738.5 3094 429.1 -119.7
1987 826.5 394.4 432.1 -37.7
1988 1027.9 475.2 552.7 -77.5
1989 1116.8 5254 591.4 -66.0
1990 1154.4 620.9 5335 87.4
1991 1356.3 718.4 637.9 80.5
1992 1655.3 849.4 805.9 43.5
1993 1957.0 917.4 1039.6 -122.2
1994 2366.2 1210.1 1156.1 54.0
1995 2808.5 1487.7 1320.8 166.9

Source: China’s NBS 1996

Note: Figures before 1979 are from the Ministry of Commerce and figures since 1980 are from Customs Statistics

Figure 4: Sectoral Share of GDP in China, 1993-2009
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China’s industry comprises mining and quarrying, manufacturing, production and
supply of electricity, gas and water, and construction. Growth in the sector is mainly driven
by manufacturing. In 2009, out of 434,364 industrial enterprises, 404,018 or 93 percent were
registered as manufacturing-related firms contributing 87.1 percent of the total gross industrial

output value (Table 4) and employing 87.2 percent of annual average employed workforce.
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Table 4: Main Indicators by Industrial Sectors in China, 2009 (100 million yuan)

# of Gross Total Total Annual
Enterprises | industrial assets working | average
Industrial sectors (unit) output capital | employed
value persons
(10,000)
Mining and quarrying 19876 32855 46089 15421 771
Manufacturing 404018 477756 369429 195367 7705
Food, beverages and tobacco 39347 49570 31030 16394 639
Textiles, garments and 59197 39842 25572 13986 1324
footwear
Wood, paper and publishing 37648 23058 17698 8311 586
Rubber manufacturing 4720 4768 3526 1726 98
Other manufacturing 263106 360518 291603 154950 5058
Electricity, gas and Water 9305 36257 77428 11764 341
Recycling and waste disposal 1165 1444 746 488 14
National total 434364 548312 493692 | 223040 8831

Note: some of the industries in other manufacturing include non-metallic manufacturing, basic metal and metal production,
machinery and electrical equipment.

Source: author’s calculation using data from China’s Bureau of National Statistics 1996, 2010

Three messages that Cambodia could explore further from industrialisation in China are
(1) industrial diversification, (2) competitiveness, and (3) absorption capacity of urban and
rural labour force.

Industrial Diversification

From a historical perspective, Cambodia experienced strong and robust industrial
growth in the 1960s where a variety of factories manufactured diverse products from nails
to furniture. Industrial activities declined in the 1970s and completely stopped during the
Khmer Rouge regime (1975-1979) resuming with limited capacity in the early 1980s. In
fact, excluding the garment industry, Cambodia’s industrialisation was more developed in
the 1960s and 1980s.

To date, most of the industrial firms in Cambodia are light and narrowly based, depending
mainly on garments and textiles and construction which generate modest value-added to GDP
and are extremely vulnerable to external shocks. Although the garment industry has largely
contributed to manufacturing growth and the development goal of labour-intensive industries,
this sub-sector has operated on preferential treatments (Most Favoured Nation and General
System of Preference) granted by the US and some European countries. In addition, the sector
has been and will be facing strong competition from garment-producing countries such as
China, Bangladesh, Vietnam and India. The lack of diversification can also be seen in the
fluctuation of annual growth of industrial output (Figure 5).

One of the key features in China’s industry has been sub-sector diversification. Although
garments, textiles, and food processing have played a significant role in manufacturing
growth, sub-sectors such as pharmaceuticals, electronic appliances, and electrical machinery
and equipment have grown in size, capacity and competitiveness, allowing China to create a
strong and robust foundation for further industrialisation. Although Cambodia sees this as a
lesson learnt, moving to heavy industry like machinery and electronics demands long-term and
committed effort—in improving infrastructure, technical and managerial capacity of workers
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and firms, and serious investment in quality technical/vocational training and education—of all
players in the sector. This is precisely what Cambodia has lacked.

Figure 5: Growth of Output in China and Cambodia, annual percent change
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Industrial Competitiveness

Industrial competitiveness largely means producing the allocated resources at least cost.
One of the main reasons that China can develop a vibrant industrial structure is its conducive
business climate and relatively low production costs resulting from quality and reliable
infrastructure such as electricity, roads, bridges, railway, government-related procedures, and
cheap and capable labour force.

Albeit needing further improvements in certain aspects, as a result of government efforts
to simplify business-related procedures China ranked 79 out of 183 economies in the World
Banks’ (2010a) ease of doing business study. For instance, it takes 14 days and costs 4.5
percent of per capita income to start a business in China. On the legal side, China ranked 15 in
enforcing contracts, and costs are only 11.1 percent of the claim compared to 102.7 percent in
Cambodia, 28.5 percent in Vietnam, and 27.5 percent in Malaysia. In addition, the development
and condition of infrastructure in China are good for trading transactions (Table 5).

Doing business in Cambodia is still complicated, lengthy, and costly. Companies are
required to go through long and sometimes unnecessary registration and legal processes.
Cambodia is ranked 147 out of 183 economies in ease of doing business compared to China
(79), Thailand (19), Vietnam (78) and Malaysia (21). Companies in Cambodia must complete
nine required documents within 85 days and it costs 128.3 percent of income per capita to start
a business. Companies in Vietnam take only half the number of days and it costs 12.1 percent
of income per capita to get the same business set up and running (Table 5).

The legal process in Cambodia is still insufficient when dealing with commercial issues
due largely to the difficulty in enforcing business contracts. For instance, companies need 401
days to enforce any contract and pay 102.7 percent of total claims compared to 295 days and
28.5 percent of claims in Vietnam. Cambodia was rated on the passing line only when it comes
to protecting investors - i.e., a score of 5.3 on a scale from 0 to 10 of the strength of investor
protection index (0 being worst protected) (World Bank 2010a). There is no specialised court
to resolve commercial conflicts.
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Table 5: Doing Business in Selected Asian Countries, 2010

Indicators Cambodia | China | Thailand | Vietnam | Laos
Ease of doing business (rank) 147 79 19 78 171
Starting a business (rank) 170 151 95 100 93
Procedures (number) 9 14 7 9 7
Time (days) 85 38 32 44 100
Cost (% of income per capita) 128.3 4.5 5.6 12.1 11.3
Dealing with construction permits (rank) 146 181 12 62 115
Procedures (number) 23 37 11 13 24
Time (days) 709 336 156 194 172
Cost (% of income per capita) 54.2 523.4 9.5 128.4 131.3
Property registration (rank) 117 38 19 43 163
Procedures (number) 7 4 2 4 9
Time (days) 56 29 2 57 135
Cost (% of income per capita) 4.3 3.6 43 0.6 4.1
Protecting investors (rank) 74 93 12 173 182
(ngel:l(l)%th of investor protection index 53 50 77 27 1.7
Paying taxes (rank) 57 114 91 124 116
Payments (number per year) 39 7 23 32 34
Time (hours per year) 173 398 264 941 362
Total tax rate (% of profit) 22.5 63.5 37.4 33.1 33.7
Trading across borders (rank) 118 50 12 63 170
Documents to export (number) 10 7 4 6 9
Time to export (days) 22 21 14 22 48
Cost to export (USDS per container) 732 500 625 555 1860
Documents to import (number) 10 5 3 8 10
Time to import (days) 26 24 13 21 50
Cost to import (USDS per container) 872 545 795 645 2040
Enforcing contracts (rank) 142 15 25 31 110
Procedures (number) 44 34 36 34 42
Time (days) 401 406 479 295 443
Cost (% of claim) 102.7 11.1 12.3 28.5 31.6

Source: World Bank 2010a
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Table 6: Investment Climate and Openness Indicators of Selected Countries

Indicators/countries Cambodia | China | Thailand | Vietnam | Laos | Malaysia
(2006) | (2003) | (2006) | (2009) | (2009) | (2007)

% of firms expected to pay
informal payment to public officials

(to get things done) 61.23 72.57 52.54 | 39.83

% of firms expected to give gifts in

meetings with tax officials 60.25 38.74 33.68 | 26.20

% of firms expected to give gifts to

secure a government contract™** 76.79 27.04 43.74

Value lost due to power outages (%

of Sales) 2.44 1.31 1.53 3.60 3.00
Delay in obtaining an electrical

connection (days) 15.48 27.77 27.93 29.57 10.73
% of exporter firms 10.99 24.48 75.75 20.54 9.52 59.98

% of firms that use material inputs
and/or supplies of foreign origin* 100.00 40.05 63.16 | 22.54 51.69

% of firms with line of credit or
loans from financial institutions 20.70 72.52 49.93 18.53 60.44

% of firms using banks to finance
investments 11.25 28.76 74.36 21.48 0.00 48.58

Value of collateral needed for a
loan (% of the loan amount) 173.68 88.45 131.13 | 217.73 |307.56 64.60

Source: World Bank 2007

Informal ways of doing business in Cambodia are still common: 61.2 percent of companies
in Cambodia responded that they need to pay informal fees to public officials to get certain
things done compared to Vietnam (52.5 percent) and Laos (40 percent); 60 percent of firms
reported giving gifts when meeting tax officials compared to 39 percent in China, 34 percent
in Vietnam and 26 percent in Laos (Table 6). The issue is more worrisome when securing
government contracts given that 77 percent of firms responded that they give gifts while only
27 percent in China reported doing so. This has direct implications for the growth of firms in
terms of cost competitiveness, and willingness and motivation in business investment (World
Bank 2007).

Absorption Capacity

The employment share by sector—agriculture, industry and services—in both countries
looked alike five or six years after reform. However, for the last five years or so, particularly as
reform got into full swing, the similarity started to depart in a sense that industry in China has
had the biggest employment share compared to Cambodia. As shown in Figure 6, from 1993
to 2002, China’s agriculture employed on average 53 percent per year of the total employed
labour force compared to only 13 percent in industry and 34.3 percent in services. However,
from 2003 to 2009, industrial employment started to rise and finally bypassed agriculture
employment in 2004 where industry shared on average 51.3 percent compared to 43.1 percent
in agriculture.
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Figure 6: Employment Share by Sector in China and Cambodia 1993-2008
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China’s growth rate of labour employed in agriculture actually decreased at an annual
rate of 1.4 percent whereas that of industrial labour force increased by 9.5 percent between
1990 and 2009. This can also be verified by looking at the continuing 1.4 percent annual
decline in China’s rural population from 73 percent of the total population in 1990 to 56
percent in 2009, compared to 0.6 percent annual decline in Cambodia from 87 percent to 78
percent in the same period (World Bank 2011a). This shows the increasing share of urban
population and a pattern where more and more rural workers, most likely unskilled, migrate
to urban industrial jobs where benefit per worker is relatively higher than in agriculture. This
will likely intensify industrial activities through decent and productive work which translates
into high wages, contributing to economic growth and rural poverty reduction partly through
remittances. Nonetheless, the jump in industrial employment could be a contributing factor
in rising income (wage) inequality between urban and rural households. Although per capita
annual income of urban and rural households grew at comparable annual rates between 1990
and 2009, the discrepancy was significant and averaged around 3556.6 yuan from 1993-2003
and 9097.6 yuan from 2004-2009.

In contrast, one of the fundamental challenges for Cambodia is to increase productivity
growth and ensure that the productivity gains will be translated into good working conditions
and high wages for workers. Overall labour productivity increased from KHR2.4 million
(USD631) in 1998 to KHR4.2 million (USD1030) in 2008, growing at 5.7 percent per year for
riel value or 4.9 percent for US dollar value. Over the period, highest productivity growth was
in mining and quarrying (19.1 percent), followed by finance and other services (8.6 percent),
transportation and communication (5.8 percent), and construction (3.7 percent). Average
productivity growth in manufacturing was relatively low at 3.1 percent while that in agriculture
was 1.7 percent. Cambodia’s average value-added per person employed is also low compared
to that of other ASEAN member countries (ILO 2010).

The extent to which the industrial sector can absorb rural surplus labour, mainly from
agriculture, is largely dependent on how diverse the sector is. Because China’s industry is
quite diversified, urban and rural labourers have more options and can choose from various
industrial sub-sectors. Industry was the fastest growing sector in Cambodia from 1993 to 2009,
yet diversification in the sector is lagging. Manufacturing, from 2003-2007, has been the main
driver of industrial as well as economic growth contributing on average 19.5 percent per year
to GDP, within which garments contributed the most at 14.3 percent. From 1995 to 2008,
garments employed on average 202,955 persons annually; majority of workers were female
and low educated from rural areas. Nonetheless, this sub-sector is vulnerable to external shocks
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as almost all garment products are exported mainly to US and European markets. Natsuda
et al. (2009) argue that the garment sector is still uncompetitive and vulnerable due largely
to insufficient infrastructure, labour unrest and corruption. The number of internal migrant
workers increased slightly to 2.5 million in 2008 from 2.3 million a decade ago. Although
migrant workers who found work in industry increased to 13.6 percent in 2008 from 7.3 percent
in 1998, majority of them (51.5 percent) still ended up working in the primary sector® (ILO
2010). This reflects the narrow-base of the industrial sector and its low capacity in creating
new jobs.

3.3.3 Agriculture and Rural Development

China’s reform started in rural areas, home to approximately 80 percent of the population
and to primary industry—agriculture, forestry, animal husbandry and fishing—which played
a significant role in rural occupations, sharing on average 77.3 percent per year of the total
employed workforce from 1952-1980 compared to 12.2 percent in secondary industry and 10.6
percent in tertiary industry. Increased agricultural liberalisation post reform put more emphasis
on individuals’ decision-making in using and managing agricultural resources and materials
particularly land, rather than collectivisation where individuals have little or no authority.

Two fundamental changes, among others, in agricultural reform were the introduction
of “household responsibility” and “abolition of communes” (Johnson 1990: 29-32). Under
the former system, land was allocated to a family which had full control over the net income
generated. This entrusted the family to make the investment decision and freedom in the use
of land. With the latter, the aim was to reduce the monopoly power of communes over the
decision-making and investment of resources by decentralising decision-making to villages and
townships. The system also intended to separate the communes’ political economic power.

The effects of reform can be seen in the increase in total productivity and gross output
value of agriculture. From 1978 to 1985, agricultural output grew at an annual rate of 10.6
percent, and the growth rate has remained at that level for the last two decades. Many factors
could have contributed to the increasing agriculture growth rate since the reform, including
increase in prices, economic freedom in terms of resource use by individual families thereby
raising incentive for investment, and changes in productivity.

Despite strong growth in output value and productivity, agriculture’s value-added to GDP
and output growth rate are low compared to industry and services. This implies that China, as
a resource scarce country, has focused on developing the urban industrial and service sectors
where it has comparative advantages. From 1990 to 2009, China’s GDP grew at an annual rate
of 10 percent of which primary industry® contributed about 0.7 percentage points per annum
compared to 5.8 from secondary and 3.4 percentage points from tertiary industry. Agriculture’s
average output growth rate was relatively low at 4.2 percent per year; the figures were 12.1
percent for industry and 10.2 percent for services (Figure 7). This was also evident in the
modest 6.9 percent annual growth rate of the total wage of the workforce employed in primary
industry compared to manufacturing (13.8 percent), mining (17.8 percent), construction (16.6

5 According to NIS 2008, primary sector includes agriculture, hunting, forestry and fishing; secondary sector
consists of mining and quarrying, manufacturing, electricity, gas and water supply and construction; tertiary
sector encompasses trade, hotel and restaurant, transport, business and adminstration.

¢ According to China’s NBS 2010, primary industry includes agriculture, forestry, animal husbandry and
fishing, and services in support of these industries; secondary industry encompasses mining and quarrying,
manufacturing, production and supply of electricity, water and gas, and construction; and Tertiary industry
consists of all other economic activities not included in the primary or secondary industries.
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percent), and transport and storage, post and telecommunication (12.0 percent) between 2003
and 2009 (China’s NBS 2010).

Figure 7: Contribution of the Three Strata of Industry to GDP Growth in China
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Note: The data are calculated at constant prices.

Even with its low value-added to GDP, the agriculture sector remains crucial for poverty
reduction in China as most of the poverty reduction targeting efforts have been concentrated
in rural areas where agriculture is the main occupation for majority of the poor and vulnerable
households. The benefits of agriculture as an engine for poverty alleviation in general or
China in particular have been well documented. Montalvo and Ravallion (2010) indicated
that though secondary and tertiary sectors have contributed significantly to overall economic
growth, agriculture has been the driving force in lifting millions of Chinese out of abject
poverty. According to the study by Ravallion and Chen (2007), primary sector growth (mainly
agriculture) was the contributing factor to poverty reduction in China rather than secondary and
tertiary sector growth. The reduction in poverty rate to 8 percent from 1980 to 2000 would have
been achieved in 10 years if the sectoral composition of economic growth had been balanced.
Ravallion (2009) also found that agriculture development to help small farmers should be
prioritised in the near term. Tiffin and Irz (2006) also found strong evidence to support the
claim that agriculture is the driving force for growth in developing countries while the trend is
more mixed in developed countries.

The agriculture reform agenda in Cambodia resembles that of China. Cambodia also
moved from a collective system of resources and materials to an individual system where the
family has full control over resources and any investment decision. Agriculture in Cambodia
still contributes a large percentage to GDP and is the primary source of rural employment.
However, the sector has been underdeveloped with limited fixed capital investment and the use
of traditional techniques is common (Guimbert 2010).

Three messages are worth considering about China’s success in the development of its
primary sector (mainly agriculture) when viewed against Cambodia’s agriculture and rural
development: continuing government expenditure for agriculture, capital-intensive investment,
and linkage between industrial and service sectors through labour absorption and value chain.
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Since the reform, China’s government expenditure for agriculture has remained relatively
high. From 1978 to 1989, agricultural expenditure grew at 5.3 percent a year and made up about
10.7 percent of total government expenditure. The expenditure growth rate was even higher at
14.3 percent a year from 1990 to 2003; however, the percentage share to total outlay shrunk
modestly to 9 percent. Spending was made for a wide range of agriculture-related activities such
as supporting agriculture production, capital construction, science and technology promotion
funds, rural relief funds, and others. This positive trend of expenditure for agriculture, forestry,
and water conservation continues, accounting for 8.8 percent of total national expenditure in
2009 compared to 7.3 percent a year earlier. It also ranked fourth after general public services
(12.0 percent), education (13.7 percent), and social safety net and employment (10.0 percent)
(China’s NBS 2010).

Attempting to improve productivity in the sector, China is moving from labour-intensive
and family-based agriculture with traditional techniques to one that is capital and commerce-
based. This can be seen in the continued increase in agricultural capital formation and output
growth since 1978. Agricultural land is about 58 percent of the total land area, yet the uptake of
agricultural machinery in terms of the number of tractors per 100 square kilometres of arable
land was slow at 7.8 percent a year between 1993 and 2007, from 66.6 tractors in 1990 to 277.1
tractors in 2008 (Table 7). The movement is also evident by looking at agricultural employment
and output growth (Figure 8). Although employed persons in agriculture decreased at an annual
rate of 1.4 percent from 1993 to 2009, this did not necessarily translate into low output growth;
rather, agricultural produce rose by 4.0 percent per year over the same period.

Figure 8: Employment and Output Growth in Agriculture
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In contrast, Cambodia’s government expenditure for economic services such as
agriculture, industry and services has been low, comprising an average of 8.6 percent of total
expenditure from 1994 to 2009; defence had 34.8 percent while general public services were
allocated 15.4 percent. Agriculture had the third largest share of economic services expenditure
at an average of 22.7 percent, compared to transportation and communication (33.8 percent)
and industry (5.2 percent) over the same period. However, progress in terms of investment,
capital formation, agricultural techniques, and research and development within the sector has
been slow (ADB 2010).
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Table 7: Crop Yields, Technology Usage and Infrastructure in Cambodia and the Region
| Cambodia | China | Vietnam | Laos | Thailand | Indonesia | Philippines | Myanmar
Cereal yields (kg/ha)
1990 1362 4323 3073 2268 2009 3800 2065 2762
2009 2947 5460 5075 3808 2954 4813 3229 3585
Modern technology

Tractor (per
100 sq. kmof
arable land)

1990 33 66.6 47.0 33.0 2.2 65.2 13.6
2008 11.8 277.1 10.9

Fertiliser (kg/ 227 | 468.0| 286.6 130.9 | 189.1 131.2 3.3
ha) (2008)

Infrastructure

Paved roads
(% of total 6.3 53.5 47.6 13.5 98.5 59.1 9.9 11.9
road, 2000-
08)

Mobile
cellular
subscriptions 38 56 101 51 123 69 81 1
(per 100
people, 2009)
Electric power
consumption
(kWh per 113 2455 799 2079 591 588 97
capita, 2008)
Source: World Bank WDI 2011b

3.3.4 The Role of State

One of the most frequently asked questions to a country whose economy is in transition
is what role the government should play—Ieadership, accountability, strategies, allocation
of resources, and institutional capacity building—to help smoothen and hasten the process
rather than hindering it. Ideological and theoretical lines have been drawn, albeit ambiguous,
between those who preclude government interventions in the market and those who think that
government presence and interventions are unavoidable. The difference between Washington
and the Beijing Consensus, if compared, lies in the speed with which reform should go and
the role played by the government, the latter preferring a quick and lesser role and the former
favouring slow and experimental steps and relatively heavy government interventions (see, for
example, Woo (1999) and Lindbeck (2006) for the discussion on the speed of China’s reform
and its merits and demerits).

When scrutinising the development experiences of East Asian countries such as Japan,
South Korea, and recently China, one can clearly see that the developmental stages are by and
large similar in that the government has been strong in providing public goods, performing
coordination work, making sure that competition is just, and ensuring a good business climate
conducive for investment.

A body of work on the role of the state has highlighted the economic distortions—mainly
insufficient tax revenue collection thereby reducing incentives of those controlling the state and
lowing investment in public goods—resulting from a “weak state” (Acemoglu 2005; Evans
2010; Besley & Persson 2010; Mauro 1995). Evans (2010) contends that two underlying roles
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that a 21 century government should ensure are (1) capacity to provide basic public goods
such as education, health services, and infrastructure (roads, bridges, schools), and (2) strong
and able institutions for facilitation and coordination work. There is little doubt regarding the
existence of government, but the question here is where the line of responsibility between the
state and non-state actors should be drawn.

Figure 9: Governance Indicators in China and Cambodia, Percentile Rank (0-100)
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Control of Corruption 44.2 563
36.2 " Control of Corruption

Rule of Law
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Voice and Accountability Voice and Accountability
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1996 m2003 M2009

Source: World Bank 2010b.
Note: Six percentile ranks are used in the classification: Oth-10th percentile, 10th-25" percentile, 25th-50" percentile, 50th-
75th percentile, 75th-90th percentile, and 90th-100th percentile.

China’s development experiences and reform are ones that Cambodia can further examine
as heavy involvement of the Chinese government in the development process has contributed
to its impressive growth for the last three decades. In other words, the Chinese government has
been at the forefront, leading and directing development, putting in place necessary policies
and strategies, ensuring that the private sector benefits from their investment, and allocating
economic resources where market might not be efficient and equitable in doing so. Critics have
raised concerns that the heavy government involvement in China might be counterproductive
for long-term economic growth and could jeopardise sustainability. However, no one has
been able to completely refute the Chinese model at a time when the American model with
less government interventions has been tested during the financial crisis which many believe
resulted from the neglect of regulating the market and from over-confidence in the notion that
market is best for resources allocation.

The Chinese government has performed quite well in terms of leadership, tax collection,
policy and strategy design, provision of public goods (education, health and infrastructure),
and facilitation and coordination in market resources allocation. From 1980 to 2009, the
government’s tax and non-tax revenue grew on average at a rate of 16.6 percent a year while
expenditure growth rate accounted for 17.0 percent in the same period. The growth rate of
budget deficits has been about 0.4 percent a year which is largely favourable for macroeconomic
stability (China’s NBS 2010). During 1990-2009, government expenditure shared on average
14.7 percent to GDP (current market prices) and was allocated to a wide range of economic
purposes such as economic construction, social, cultural and educational development, national
defence, administrative expenses and others. Since reform, expenses on economic construction
and social, cultural and educational development have topped the list accounting for on average
44.7 percent and 24.0 percent per year of total government expenditure, respectively, compared
to defence (9.9 percent) and administrative expenses (12.7 percent).

By contrast, the size of public expenditure in Cambodia is small, accounting on average
for about 6.6 percent per annum to GDP (current market prices) compared to 85.5 percent of
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private consumption. This shows that private consumption has been strong and contributed
significantly to economic growth; however, private investment and public consumption have
been weak. Low government expenditure partly reflects the lack of the government’s ability
and efficient mechanism to collect and mobilise revenue. There is also a need to formalise a
large part of the informal sector (Guimbert 2010, p.6).

As shown in Figure 10, between 1994 and 2009, a substantial amount of government
money was spent on defence (34.8 percent), general public services (15.4 percent) and covered
the expenses of government agencies and other contingencies (16.5 percent) compared to
13.5 percent on education, 7.7 percent on health, 8.6 percent on economic services and
3.5 percent on social security and welfare. The current border conflict with Thailand will
further increase the government’s budget to cover military expenses which means even less
money for social and economic development activities. Corruption remains an important
issue demanding immediate and serious solutions. Despite its political practice, socialist
with one party, China has made considerable progress on a number of governance indicators
such as control of corruption, rule of law, regulatory quality and others compared to those of
Cambodia. For instance, China, in 2009, was rated 36.2 on control of corruption compared
to Cambodia’s rating of 8.6 (see also Figure 9).

Figure 10: Cambodia’s Government Expenditure by Function
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3.3. Government-led Poverty Reduction in China

3.3.1 Poverty Reduction Policies and Programmes

Since the onset of reform, China has made serious and committed efforts to alleviate
poverty particularly in counties where poor and vulnerable households reside. China’s poverty
reduction framework comprises four components: structural reforms to promote poverty relief
(1978-1985), large-scale development-oriented poverty reduction (1986-1993), 8/7 poverty
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reduction plan (1993-2000)" and poverty reduction programmes (2000-10) (see, for example,
Wu & Cheng 2010 and China’s government 2006). The first stage is self-explanatory in a sense
that achieving high and sustained economic growth was prioritised through various structural
and institutional reforms that started with a reform on land management and decision making
system—‘household responsibility” and “abolition of communes”—to raise agricultural
outputs (Johnson 1990).

The system that empowered smallholder farmers to decide how to manage and invest
in their land together with a few other reforms such as relaxing control over the prices of
agricultural products and devoting major efforts to developing township enterprises provided
leverage for poverty reduction. These reforms conveyed a number of benefits to poverty-stricken
people: higher prices for agriculture products, changes in agricultural production and structure
which produced high value-added and employment of surplus rural labourers to industry and
services (Johnson 1990; Yusuf et al. 2006: 5-6; China’s government 2010). During this first
phase, there were no poverty reduction institutions to coordinate activities.

As a result, from 1978 to 1985 grain output per capita increased by 14 percent in the
countryside, cotton by 73.9 percent, oil-bearing crops by 176.4 percent, and meat by 87.8
percent. The net income per peasant grew by 3.6 times; the number of poverty-stricken people
with problems feeding and clothing themselves decreased from 250 million to 125 million, the
total population in the rural areas shrank to 14.8 percent, and the number of poverty-stricken
people went down by 17.86 million per year on average (China’s government 2006).

Albeit successful, economic, social and cultural disparities between poverty-stricken
areas and other areas, especially the advanced coastal areas of the east, emerged. Certain groups
of low income households could not fulfil their basic needs. Realising this regional poverty
elasticity of economic growth, the Chinese government has adopted a number of policies since
1986 such as establishing “help-the-poor” work units, allocating special funds, formulating
special favourable policies, thoroughly reforming the traditional relief-type approach and
putting forward development-oriented poverty reduction policies.

3.3.2 Poverty Reduction Institutions

Established in 1986, the State Council Economic Development in Poor Areas Leading
Group changed its name in 2003 to the State Council Leading Group of Poverty Alleviation and
Development, a body under the State Council. The group is responsible for coordinating surveys
and research projects; drafting guidelines, policies and plans for economic development in poor
areas; coordinating solutions for key issues in poverty-alleviation development; supervising
poverty-alleviation work; and organising exchanges of experience.

An office, namely “The State Council Leading Group Office of Poverty Alleviation and
Development (LGOP)”, has been established as the standing organisation for the group, and is
responsible for performing the Group’s daily work activities. LGOP consists of leaders from
the National Development and Reform Commission (NDRC), Ministry of Agriculture (MoA),
Ministry of Finance (MoF), the People’s Bank of China (PBOC), Ministry of Education (MoE),
Ministry of Health (MoH), Agricultural Bank of China (ABC) and other ministries (Wu &
Cheng 2010). LGOP, NDRC, MoF and ABC are the four key government institutions which

7 8/7 Poverty Reduction Plan is a national plan established in 1994 to reduce the still high poverty rate in
China: 8 means that 80 million rural people were living below the government-defined poverty line; 7 means
the government aimed to help these 80 million people move above the poverty line within 7 years (1994-
2000).
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manage the three main sources of government funds for poverty reduction: funds for cash for
work programmes, government fiscal poverty funds and the subsidised loan programmes. Table
8 summarises major poverty reduction programmes with respective implementing agencies.

Table 8: Development-oriented Poverty Programmes in Rural China

Programmes Start-up | Description Implementing
time agencies
Cash for Work 1985 | Improve rural infrastructure by paying the NDRC
poor for working on these programmes
Poverty loans 1986 | Subsidised loans targeting enterprises and ABC and other
households in poor regions banks
Fiscal development 1986 | Improve farm production conditions through | LGOP
fund farmland improvement and agricultural
technical extension
Poverty reduction 1986 | Promote the application of science and Science
through science and technology for agriculture in poor areas Commission
technologies through demonstration and training and LGOP
Micro-credit 1996 | Provide micro-loans to rural households in LGOP and
poor areas using subsidised poverty loans and/ | ABC, NGO,
or donors’ funds MFIs
Integrated village 2001 Overhaul poor villages’ infrastructure and LGOP
development plan improve local production and living standards
using a relatively large amount of funds for
each village through participatory village
planning
Training for migrant 2004 | Prepare rural labourers from poor areas for LGOP
workers working as migrant workers in urban areas by
providing non-farm skill training
Poverty reduction 2004 | Promote scale agriculture and agricultural LGOP
through industrial specialisation in poor areas by providing
support marketing support and assisting dragon-head
enterprises
Village mutual help 2006 | Promote endogenously generated cooperative | LGOP
fund credit services for poverty reduction by
providing selected poor villages with an
initial grant fund. This is a type of community
development fund scheme applied in China.

Source: Wu and Cheng 2010

China also uses the “level-by-level” responsibility system, with the provincial authority
as the main player in its administrative leadership of the poverty reduction programmes. The
provinces, autonomous regions and municipalities, especially areas with large concentrations
of poverty, have put development-oriented poverty relief high on their agenda by formulating
concrete local implementation plans in line with the state’s poverty reduction programmes.
The principal leaders of the provinces, autonomous regions and municipalities are required
to personally supervise and oversee the work and assume overall responsibility. Central
government issues the relief funds to local authorities and delegates “the funds, powers, tasks
and responsibilities”. All the funds assigned to the provinces are arranged and used by the
people’s government at the provincial level, which organises the relevant departments to plan
and implement the poverty reduction projects (China’s government 2006).

26 Sectoral Composition of China'’s Economic Growth, Poverty Reduction and Inequality



The above-mentioned institutional and execution arrangement has provided more
leverage to the government to mobilise resources quickly and effectively to address the needs
of the poor and vulnerable households. The establishment of LGOP serves as a unified system
from which strategies are designed and later followed by different levels of authorities to reach
one common goal and that is people living in peace and dignity (Wu & Cheng 2010).

3.4. Lessons: Poverty Reduction Strategy

As shown, China’s poverty reduction programmes have a number of distinct features:
government-led, specialised national institutions to coordinate activities and mobilise resources
for large-scale programmes, poverty reduction programmes that target poor counties and
households and the shift from programmes that provide direct cash transfer to ones that assist the
poor (mainly economically poor) to help themselves by building rural infrastructure, providing
poverty loans, micro-credit and training and demonstration on production improvement and
science and technology (see Table 8).

Cambodia’s government can draw lessons from China’s poverty reduction experience by
making the existing institution, currently CARD, a specialised national agency to coordinate
poverty reduction programmes with all relevant line ministries and development partners to
make sure that there is no overlapping and programme coverage is expanded nationwide. Staff
of CARD should be trained and re-trained for effective high quality implementation of poverty
reduction programmes. The government should also consider allocating more resources for
rural development in building infrastructure, providing more micro-credit and poverty loans,
and conducting training and demonstrations based on needs assessment of the targeted groups.
The government should also consider moving step-by-step from supplying direct assistance in
cash or in kind (i.e., food distribution, budget support) to supports that help individuals and
communities to help themselves for long-term income generation.

Because the rural poverty headcount still accounted for 34.7 percent and agriculture still
shared 39 percent of GDP and 70.3 percent of total employment over the period 1993-2009
(see World Bank 2006; CDRI 2011; Tables 1 and 2), Cambodia’s poverty reduction programme
should begin with small-scale rural enterprises (formal and informal) operated by local farmers
as the level of technology and management skills is low in poor areas. Financial support should
be complemented by technical and managerial training (Wu & Cheng 2010).

Another lesson from China’s poverty programme is the decentralised involvement
of authorities at all levels with the province as the main actor in the planning process and
resource allocation. With its decentralised mechanism, Cambodia should consider empowering
and entrusting provincial authorities and the respective districts and communes to take on
increasing tasks and responsibilities to formulate and implement local plans for poverty
reduction with financial support from local and central government. Leaders of those bodies
should be put in charge of overseeing and monitoring progress and effectiveness of poverty
reduction programmes.
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4
DIFFERENCES AND CONSTRAINTS
ON MODEL REPLICATION

Before any applicable lessons can be drawn for Cambodia from China’s experiences in
either economic growth or poverty reduction programmes, it should be emphasised that there
are differences in development context, economic endowments and pre-conditions to reform
between the two countries.

China’s transformation from one of the world’s poorest countries to the world’s
second largest economy means greater flexibility and leverage to allocate funds for different
development initiatives. With its strong and committed administrative system, China is also
able to mobilise poverty reduction funds and relief quickly to address the needs of the poor
and vulnerable (Wu & Cheng 2010). By contrast, even with rapid economic growth over the
last decade, growth in Cambodia has been uneven: poverty rate decreased yet remained high,
and inequality increased, largely because of lack of resources due partly to corruption and
insufficient revenue collection mechanism, weak institutional arrangement and governance,
limited capacity of poverty reduction agency, heavy political interference in economic matters,
and aid dependency in which certain donors’ agenda and conditions need to be fulfilled.

Human capital improvement remains an important issue for Cambodia. Government
expenditure on education is relatively low accounting on average for 13.5 percent per year
compared to defence (34.8 percent) and general public services (15.4 percent) (see also Figure
10). The level of education remains low with low rate of returns (Guimbert 2010). Although
Cambodia has made considerable progress in achieving universal primary education, the net
enrolment of which was 95 percent in 2009, the net enrolment rate in secondary schools stood
at 34 percent and that in tertiary education was even lower (WDI 2011Db).

Cambodia can take advantage of its growing labour force, with annual growth rate of
3.1 percent compared to 1.0 percent in China, particularly young people given that youth
constituted more than a quarter of the total labour force at 25.8 percent as of 2010 (ILO 2010).
However, one of the prevailing issues is the mismatch of required skills given that many young
graduates are being trained in management and few in specific and technical skills such as IT
and engineering (Guimbert 2010). Cambodia is also lagging behind in the field of research and
development with only 0.05 percent of GDP spent on R&D compared to 1.4 percent in China.
The number of researchers is very low with only 17 researchers per million people compared
to 1071 in China (Table 9). Thus, improving general education and focusing more on preparing
young Cambodians in secondary and tertiary education should be one of the policy priorities.

Cambodia also faces resource constraints due partly to corruption, insufficient revenue
collection mechanism, weak institutional arrangement and governance. Resource allocation
is still problematic. As pointed out, more financial resources have been spent on defence and
general public services the main item of which is the payroll, than on economic construction,
education and health. As a low income country where many things could become constraints
on economic growth, prioritisation is unavoidable. In terms of poverty targeting, more needs
to be done in improving both the institutional arrangement and capacity of staff who work
with poverty reduction programmes. Coordination between line ministries and specialised
institutions and coverage of programmes are still weak. In addition, the ID Poor, the system
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used for identification of the poor and vulnerable, has to be updated and upgraded so that the
right people are covered in the programmes.

Table 9: Science and Technology

Cambodia China Vietnam Laos | Thailand | Indonesia | Philippines
Researcher in R&D
(per million people) 17 1071 115 16 311 205 81
2000-08
Technician in R&D
(per million people)
2000-08 13 160 10
Scientific and
technical journal 26 56806 283 12 1728 198 195
articles 2007
Expenditure on R&D
(% of GDP) 2000-08 0.05 1.44 0.19 0.04 0.25 0.05 0.12
High technology exports
USD million 2009 4 348295 1685 ... | 28655 5940 21531
% of manufactured
exports 2009 0 31 5 e 26 13 66

Source: World Bank WDI 2011b

Despite these constraints and shortcomings, there are a number of strengths and
opportunities Cambodia can utilise to improve the weaknesses. Cambodia has gone through
quite aggressive reform from socialist to free market economy where rules and regulations
have been formulated to assist the country in its development efforts. Various policy measures
are in place to ensure that the country is on a sustainable path to economic growth and that
income is redistributed in a more equitable way to reduce poverty and inequality. Cambodia is
also well integrated into regional and global markets to take advantage of expanding markets,
attracting FDI and learning new knowledge and technology. Cambodia’s membership in the
World Trade Organisation is another achievement reflecting the country’s acceptance by the
international community. Cambodia has also achieved a sound macro-economy and political
stability.

One of the driving factors for the rapid growth of Cambodia’s economy is the exploitation
of natural resources (Guimbert 2010). Recently, the discovery of oft-shore oil and natural gas
and particularly the expected revenue from production could be a good opportunity for the
country’s economy if the revenue is effectively managed. This would provide the government
more leverage to address weaknesses and more available resources to invest in infrastructure,
education and health. Therefore, a shift in the role of the current state will be one of the most
crucial pre-conditions for Cambodia to realise this potential (UNDP 2006).
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5
ROLE OF CHINA AND OTHER EMERGING MIDDLE
INCOME COUNTRIES IN INCLUSIVE GROWTH IN CAMBODIA

Cambodia remains heavily dependent on official development assistance (ODA). In
2009, external aid accounted for 55 percent of government budget and 90 percent of resources
available for financing capital expenditures. Aid flows to Cambodia continued to increase
despite the impact of the global economic downturn on donor countries from USD955 million
in 2008 to USD990 million in 2009 and projections for 2010 in the order of USD1.1 billion.
The volume of ODA from “emerging donors”—such as China, India and Korea—is rapidly
increasing. China’s disbursement to Cambodia increased from USD32.5 million in 2004 to
USD114.7 million in 2009 (Table 10).

Table 10: Development Partner Disbursements (USD million)

2006 2007 2008 2009 2010
projected

UN (core resource) 54 58.3 68.3 74.8 95.8
World Bank 24.5 47.5 44 60.4 122.7
IMF 83.5 0.9
ADB 67.5 69.4 145.7 89.5 124.5
Global Fund 21.9 21.1 38.6 47.9 41.2
UN and multilateral 251.2 197.1 296.6 272.6 384.2
Belgium 7.3 7.2 2.8 3.1 1.2
Denmark 4.1 9.8 10.1 14.2 16.4
Finland 4.5 52 6.6 6.3 1.6
France 21.8 21.7 313 255 26.7
Germany 32.4 20.7 36.5 325 60.2
Netherlands 0.1 0.1 22 0.7 1.2
Spain 2.8 3.5 6.5 16.8 22.9
Sweden 16 17.3 15.9 22.9 26.7
UK 20.7 23.7 29.6 32.5 31.6
EC 46.5 44 47.2 50.3 57.8
EU partners 156.1 153.2 188.6 204.8 246.3
Australia 22.5 29.6 31.2 23.7 36.3
Canada 7.9 12.6 17.2 13.1 7.9
China 53.2 92.4 95.4 114.7 100.2
Japan 103.7 117.2 126.2 148.4 104.7
New Zealand 1.7 4.5 2.8 2.7 33
Rep of Korea 13.3 313 33 46.5 26.5
Switzerland 2.4 3.6 3.9 2.8 2.8
USA 51 58.1 55.7 56.9 61.2
Other bilateral 255.7 349.4 365.5 408.8 343
NGO (own fund) 50.2 71.7 104.9 10.3.3 112.4
Total 713.2 771.5 955.6 989.5 1086

Source: Cambodia Aid Effectiveness Report (CDC 2010)
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China’s role in Cambodia’s economic development has been increasingly vital in both
ODA and direct investment. Majority of China’s ODA has been disbursed to building and
rehabilitating physical infrastructure such as roads and bridges (Table 11). These projects
have benefited people who live along or near the constructed or rehabilitated roads or bridges
through shorter travel time, easier and greater access to market, health centre, school and other
social services, and have attracted more business investment. Ouch ez al. (2010), for instance,
found that with the rehabilitation of National Road No. 7 from Kratie to Trapeang Kriel, people
who live along or near the road can reduce travel time and cost by almost half and children
have greater access to school and health centre. Other benefits include higher prices for crops
and agricultural land and attraction to agro-business companies.

In reinforcing South-South cooperation where Cambodia has been identified as a pilot
country by the Chinese government, there has been a trilateral partnership between China-
UNDP-Cambodia to operationalise the Memorandum of Understanding (MoU) signed by
China and UNDP in 2010. According to a draft concept note developed by UNDP, a number of
potential projects have been pre-selected for further feasibility studies: (1) Kompong Trabek
River Flood Control Project in Prey Veng province, (2) the Kanghot Irrigation Development
Project in Battambang province, and (3) the provision of 300 bio-digesters to support rural
energy. The first two projects were particularly recommended for further collaboration (UNDP
2010b).

Table 11: China’s Disbursements by Sector, 2005-10 (USD million)

2005 2006 2007 2008 2009 2010 Total
Health 0.13 0.13
Education 0.38 0.08 0.46
Agriculture 1.71 0.07 1.78
Manufacturing, mining and trade 0.05 0.05
Information and communications 8.85 8.85
Post and telecommunication 8.46 8.46
Transportation 25.83 12.68 | 4231 87.12 | 114.62 | 100.20 | 382.76
Community and social welfare services 18.53 19.04| 26.22 63.79
Culture and arts 0.28 0.30 0.58
Environment and conservation 0.02 0.02 0.04
Government and administration 0.52 12.18 14.75 8.29 35.75
Total 46.64 | 53.24| 9245 9541 | 1147 | 100.2 | 502.65

Source: Cambodia Aid Effectiveness Report (CDC 2010); Ouch at el. 2010: 45

Another opportunity that Cambodia can further explore is the growing investment of
Chinese firms in the country (Tong & Hem 2010). Between 2000 and the first half of 2011,
China was the top investor in Cambodia, accumulating 232 business investment projects
with total fixed assets approved at USD9205.1 million, followed by South Korea with fixed
assets of USD4851.1 million (Table 12). Sectoral investment-wise, FDI in Cambodia is
unevenly distributed with the garment sector attracting the most investment. Majority of
China’s direct investment projects also went to garments (125 projects between 2000 and
April 2011) (Table 13).
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Table 12: Top 15 Investors in Cambodia, 2000-April 2011

Country No. of projects Fixed assets
(USD million)
China 232 9205.1
South Korea 95 4851.1
United States 33 948.0
Malaysia 46 777.7
Russia 5 615.3
Thailand 35 594.3
Vietnam 38 577.3
Taiwan 108 448.3
Singapore 38 434.2
France 13 189.2
Australia 12 129.5
Hong Kong 23 117.3
United Kingdom 17 71.2
Canada 13 37.9
Japan 11 20.5

Source: Council for the Development of Cambodia (2011)

Table 13: Chinese Investment by Sub-Sector, 2000-April 2011

Sub-sector No. of projects Average employed | Average fixed assets
labour (USD million)
Garments 125 1315 1.3
Socks 2 685 2.1
Shoes 8 2931 3.8
Mining 7 733 63.0
Energy 6 262 199.0
Pharmaceuticals 3 192 1.3
Wood processing 2 701 1.2
Food processing 1 247 0.7
Other industries 43 3443 52
Energy services 1 112 113.0
Telecommunication 2 186 22.5
Construction 1 384 9.4
Hotel 2 456 12.1
Tourism 7 3087.5 426.0
Other services 2 61 1.7
Agro-industry 18 3061 20.2
Animal feed 1 173 33
Agriculture 1 2006 3.7

Source: Council for the Development of Cambodia (CDC 2011)
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China’s investment projects in the secondary sector such as hydro-power dams and
mineral resources have increased in size and technology transfer. To date, six Chinese firms
have invested USD1.6 billion to construct five hydro-electric dams with a total capacity of 915
megawatts. Another 23 companies are exploring mineral resources such as metallic minerals,
titanium, bauxites and copper. Cambodia can take advantage of these investment projects in
terms of technical know-how to build the capacity of Cambodian workers and firms. However,
these projects, if mismanaged, could have serious consequences for the environment and
livelihoods of surrounding households.

Rutherford ez al. (2008) cautioned that thousands of Cambodians could be displaced
and the environment could be seriously damaged; that is, livelihoods of the local populace
could be affected by Chinese firms’ hydropower projects if proper impact assessments and
public consultations are not conducted. In the study of China’s investment in Cambodia’s
hydropower development, Middleton and Sam (2008) recommended that Chinese firms who
invest abroad and their financiers should be committed to implementing international standards
in infrastructure development. This shows that the capacity and standards of some Chinese
firms are questionable and that host countries, like Cambodia, should be extremely careful
prior to contract approval. However, this has been a challenging issue due largely to the politics
that usually heavily underpin the granting of investment rights to such big projects.

Besides the overall positive impacts that China’s ODA in the reconstruction and
rehabilitation of physical infrastructure is having on the livelihoods of the beneficiaries of the
projects, China should consider diversifying its ODA to help build more necessary infrastructure
that benefit more directly the poor and vulnerable —roads, bridges and irrigation systems—and
sharing R&D knowledge and agriculture and agro-business techniques. This is to ensure that
the cooperation with China is worthwhile for Cambodia’s long-term economic growth and not
merely focussed on natural resources exploitation (Tong & Hem 2010; Rosario 2011).
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6
CONCLUSION AND POLICY IMPLICATIONS

As shown, China and Cambodia have undergone tremendous policy and institutional
reforms in their efforts to gradually and sustainably grow their economies. Prior to its reform in
1978, China shared similar social, political and economic characteristics with other developing
countries such as India, Bangladesh, Indonesia and the Philippines—Ilarge population, low per
capita income, scarce resources, low incentives, and inefficient resource allocation (Dollar
2007; Lin 1994). However, China stood apart from the group when it started the reform process,
steadily growing faster than those countries.

China has significantly expanded its economic growth at an average of 10 percent per
annum for the last two decades, attributable to trade liberalisation and openness, gradual
privatisation of state-owned enterprises, construction of quality and standard infrastructure,
and agriculture and rural development. Efforts to build capacity and make changes to public
institutions have also been incorporated into the reform agenda. China has also been successful
in lifting millions of Chinese out of abject poverty through overall economic growth and poverty
reduction programmes targeting poor counties and households as implemented by dedicated
and capable government-led institutions.

Economists, policy makers, practitioners, and international organisations have eyed
China’s successful reform, beneficial to economic growth and poverty reduction, as a model
that developing countries, Cambodia among others, that have been slow or even unsuccessful
in fighting extreme poverty could adapt, learning from China’s development experiences and
identifying the determinants that have contributed to this impressive growth that could apply
to their own country context.

Despite contextual differences and economic endowments that have to be taken into
account, Cambodia can look to China’s development experiences in general and poverty
reduction in particular in the areas of trade liberalisation and openness, industrialisation,
agriculture and rural development, and the role of the state in “marketisation” rather than
aggressive privatisation. Government-led institutions which have contributed significantly to
poverty reduction efforts in China (i.e., through various projects and programmes to construct
rural infrastructure, provide micro credit and build capacity of the poor to improve their income
and livelihoods) have immediate implications for Cambodia to further strengthen its poverty
reduction agency.

It is important that China and Cambodia continue to strengthen their cooperation. With
an increase in both official development assistance and foreign direct investment, China should
further provide more for Cambodia’s poverty reduction initiatives and programmes through
training staff and civil servants who work for poverty reduction institutions, collaborating in
research aimed at providing further strategies and plans for poverty reduction, and exchange
programmes for government officials, policy makers and researchers of both countries to
mutually learn and share knowledge. The current expenditure of Chinese ODA on transportation
and infrastructure should be continued and Chinese investors should expand their interests in
agro-business. China should also consider transferring technological and managerial know-how
to Cambodian counterparts through appointing Cambodians to high and mid-level positions
rather than just employing rank and file workers. This is because, as observed, most employees
of public and private investment projects funded by Chinese government or companies are of
Chinese origin and production and construction materials are usually imported from China.
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